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PROJECT SUMMARY

INTRODUCTION

The study compared Community Benefit across not-for-profit and for-profit hospitals in

the Atlanta Metropolitan Statistical Area (MSA). The reason for choosing this market is due to

availability of a good representative sample of both types of hospitals in this MSA, and being a

resident of Georgia, | was interested to find out the behavior of the two types of hospitals.

The importance of the project stems from:

Growing controversy and opinions about Community Benefit and how much not-for-
profits should provide, above for-profits, to continue to enjoy tax exempt status.
Various tax exemptions in 2002 were estimated to be $12.6 billion according to
Congressional Budget Office (CBA. 2006). Federal and others equal half the share.

The analysis of the data revealed that (Appendix P1, P2, Q1, Q2 and 2Z):

METHODS

Without tax components, not-for-profits provide a higher percent of net revenue as
Community Benefit over the for-profits.

With federal, state and local taxes included, the for-profits did much better in
Community Benefit provision.

A significant amount of federal, state, and property taxes are lost from not-for-profit
hospitals, which can be used to provide more Community Benefits.

Data Sources & Analysis

Income statement components and cost/revenue components of the variables used
in the calculation of Community Benefit were obtained from Medicare Cost Report.
Tax rate components were obtained from corporate offices of the for-profits.

Each hospital’'s Community Benefit component was calculated as a percent of net
revenue and the overall Community Benefit was calculated.

The study focused initially on 17 not-for-profit and 7 for-profit hospitals, in Atlanta
Metropolitan Statistical Area (MSA)

The variables relating to Community Benefit were: patient revenue, margins,
uncompensated care, and shortfalls in SCHIP, Medicaid, and Georgia Indigent Care
Program (GICP).

The study expanded to include all the 27 not-for-profit and 9 for-profit hospitals.
Both approaches grouped the hospitals into five revenue sizes and compared the
Community Benefit of the two groups.



Revenue sizes: 1. Under $100million, 2. $100million-under $250million, 3. $250
million-under $500million, 4. $500million-under $1billion, and 5. Over $1billion

Community Benefit Definition

A planned, managed, organized, and measured approach to a health care
organization’s participation in meeting identified community health needs.

Of special significance is to benefit its residents-particularly the poor, minorities, and
other underserved groups-by improving heatth status and quality of life (CHA. 2006).

Community Benefit meets at least one of the following criteria:

1. Generates a low or negative margin
2. Responds to needs of special populations, such as minorities, frail elderly, poor
persons with disabilities, the chronically mentally ill and persons with AIDS, and
3. The services or programs would likely be discontinued if the decision were made on
a purely financial basis.
LIMITATIONS

Some or all of the following might have a material impact on the study results:

The results are with no adjustments for variables in demographics and facility
characteristics.

This study calculated results by neglecting overpayments for govemment programs.
No uniform methodology for calculating Community Benefit at this time because
some facilities use cost accounting method while others use a cost-to-charge ratio.
Variations in the way organizations define, measure, and report Community Benefit
components.

This variation may reflect certain inaccuracies in the data, which is not easy to
separate and compare uniformly across the two types of hospitals.

A variable not used is sales tax, which for-profits pay. If this were obtained, this would
add to the Community Benefit of for-profits above that of not-for-profits.

Also, if the actual tax amounts would have been provided by for-profits, the
Community Benefit calculations would be more accurate.

RESULTS (APPENDIX P1, P2, Q1, Q2, AND 2)

In the first samplie, using the selected hospitais, it was found that:

Without tax not-for-profits provided 7.67% average Community Benefit and for-profits,
5.83%; a difference of -1.84% in favor of the not-for-pro

With tax of 4.8%, not-for-profits provided the same 7.67% while the for-profit share
increased to 10.63%, a +2.96% difference in favor of the for-profits .



¢ Factoring negative income and margins (Appendix P & Q), and at 2.74% tax rate for-
profit share declined to 8.57% a +0,90% difference in favor of the for-profits.

In the second sample, including all the hospitals, the following results were found:

* Not-for-profits provided reduced Community Benefit of 6.60% in comparison to 5.63%
provided by for-profits, a difference of -0.97% in favor of not-for-profits.
e With tax rate of 4.8, not-for-profits provided the same 6.60% while the for-profit share

increased to 10.43%, a +3.83% difference in favor of the for-profits.
s Factoring negative income and margins (Appendix P & Q), and at 2.74% tax rate for-

profit share declined to 8.37% a +1.77% difference in favor of the for-profits.
CONCLUSIONS:
In both samples, the selected and entire list, (Appendix Z):

o Without tax, the not-for-profits provided more Community Benefit in comparison with
the for-profits, i.e. 1.84% and 0.97%

» In the selected study sample, with the two tax rate scenarios of 4.8% and 2.74%, for-
profits provide a higher Community Benefit of 2.96% and 0.90% respectively.

¢ In the entire hospital study sample, with the two scenarios, the Community Benefits
increase in the for-profits to 3.83% and 1.77% respectively.

In both samples, the selected and entire list, (Appendix P1, P2, Q1 & Q2)

e The taxes saved by selected not-for-profits are $66.9 million federal, $17.2million
state, and $16.3million property. These are large Community Benefit resources.
e The taxes saved by all not-for-profit hospitals are $115.6million federal, $29.7million
state, and $22.6million property. Once again large Community Benefit resources.
Subject to the limitations above, the results show significant difference in Community
Benefits provided by not-for-profit and for-profit hospitals in the Atlanta MSA. it can be argued
that Community Benefit is a local issue and the impact of this loss, should be considered without
the federal component. Federal government does contribute matching dollars towards state
Medicaid payments, and so is an important tax burden that for-profits provide. Even without the
federal component, if only the state taxes (income and sales), and local property tax, are factored
in the for-profits would stilt provide higher Community Benefit. Unfortunately, though, a large
sales tax burden which for-profit hospitals bear is difficult to factor in as this information was

unavailable and was not included in the analysis.



INTRODUCTION

CHARITY CARE & TAX EXEMPTION

Not-for-profit hospitals are considered 501(c) (3) organizations by the Internal Revenue
Service. This designation provides several benefits including exemption from federal taxes,
qualification for tax-exempt bond issue, and the ability of donations to be tax deductible (Ferris et
al. 1999; IRS 1069). These tax advantages provide significant financial support to not-for-profit
hospitals in their delivery of care. They also provide a means of indirect subsidization to not-for-
profit hospital organizations that are supporting charity care (End Notes®). To qualify and maintain
their tax-exempt status, not-for-profit hospitals must have a charitable mission, provide charity
care, relieve the government of a health care burden, and operate without a profit motive
(Chestek. 2000; IRS 1969).

For tax-exempt organizations, benefiting the community is the reason for existence(End
Notesa). Without it, these organizations may as well be taxable entities (Figure 1; End Notes®).
The social cost of tax exemption is eamed through broad-based community benefit. So, while the
reporting burdens created by the new Intemal Revenue Service (IRS) Form 990, and
accompanying schedule, schedule H, are daunting, it is critical that the words and numbers
reported reflect the essence of what the organization is trying to accomplish (IRS. 2009). There
are several ways in which hospitals give back to their communities, including services that
generate little or no revenue, such as emergency, bumms, neonatal, and trauma care; health fairs
& free screenings; support of clinics that provide care for the indigent, such as cancer clinics;
health and wellness programs; and other initiatives that improve community residents' health
(CBO. 2008; AHA. 2006). Many of these activities are common among both not-for-profit and for-
profit hospitals. These charitable endeavors meet the healthcare needs of residents, particularly
those who otherwise would be unable to afford such services, and enhance quality of life for the
entire community. Charity care is just one example of the community benefit that hospitals
provide (IRS. 1969; AHA. 2006; AHA. 2005)

According to Becker and Potter (2002), the social responsibility of the not-for-profit

charitable mission becomes a threat to the organization when the risk of community care reduces



hospital efficiency. As not-for-profit hospitals struggle to remain competitive and financially viable,
their ability to continue to make decisions consistent with their values is seriously threatened.
According to Metcatfe (2002), the growing commercialization of health care, the intense
competitive pressures, and the reduced support from the government are stretching the ability of
many not-for-profit hospitals to meet their communities’ needs (GAO. 2008).

Tax exemption is perhaps the most widespread subsidy provided to non-profit general
hospitals. Non-profit tax status allows hospitals to avoid property and income tax (federal & state)
in exchange for an obfigation to serve the community (GAO. 2008). However, Kane and
Wubbenhorst (2000) found that the amount of charity care provided by hospitals is significantly
less than the amount of tax benefit accrued through non-profit status (End notes*; Kane. 2004).
Thus, even if tax exemption were the only means for hospitals to fund indigent care, the amount
of the benefit on average appears to be more than sufficient to fund prevailing levels of indigent
care.

indigent Care and Cross-Subsidization

The indigent care issue has several components. The first issue has to do with the
practice on the part of general hospitals to meet their implicit obligation to serve the community by
cross-subsidizing low-margin services with high-margin services combined with other government
subsidies (End notes®), including as Disproportionate Share Hospital (DSH) payments, and
revenues to cover some of the shortfalls such as State Children Health Insurance Program
(SCHIP), Medicaid, and State Indigent Care Program (in this study Georgia Indigent Care
Program-GICP) (Lewin et al. 2000). Many of the former state rate regulation programs were
explicitly designed to help acute care hospitals meet these abligations; however, all but one of the
state rate regulation programs were dismantled during the 1990s (Fournier and Campbeltl 1997;
Schneider 2003). In the absence of state rate regulation, hospitals have relied on six other
mechanisms to pay for unprofitable services (Figure 1): (1) tax-deductible donations, (2) tax-
exempt bond financing, (3) exemption from income and property taxes, (4) internal cross-

subsidization, (5) Medicaid disproportionate share payments (additional payment for treating a



disproportionate share of Medicaid patients), and (6) state-administered charity care risk pools
(Lewin et al. 2000).

Figure 1
Non-Profit General Hospital Methods for Funding Indigent Care

Implicit obligation to serve

community
Barriers to entry Tax exemption
(CON) {Including financing)
i Disproportionate
Internal cross- share payments
subsidization
Charity care risk
pools

Provision of indigent care l

Tax-Exempt Status & Community Benefit Federal Standard

The federal government bases a hospital's tax-exempt status on whether it meets the
"community benefit standard” articulated by Revenue Ruling 69-545, issued by the IRS in 1969
(IRS. 1969; Levenson. 2008). Chief among the revenue ruling's requirements are that hospitals
must:

* Accept and treat Medicare and Medicaid patients

* Open their emergency departments (EDs) to all people, regardless of their ability to pay

* Have an open medical staff that allows credentialed physicians to practice at their

facilities

* Operate under a community board's control

Needless to say, with these guidelines and expectations, there is no acceptable and
mandated standard or framework as to what constitutes Community Benefit and as to how to
report these accordingly, to maintain tax exemption. The only existing and accepted guideline and
the one that forms the basis of all reference is what is advocated by the Catholic Health

Association (CHA), (CHA. 2006). The IRS is hopeful that its February 2009 report: IRS Exempt



Organizations Hospital Compliance Project Final Report, and the new IRS Form 990 Schedule H,
which was developed as a result, would enable all not-for-profit hospitals to comply with the
reporting requirements (IRS. 2009). It would also benefit law makers and federal agencies
involved with attacking and questioning not-for-profit commitment to Community Benefit to also
adopt a policy that would require for-profits to also report in this form, so that meaningful and
more accurate comparisons can be drawn between the two groups of hospitals.

The Need for a Clear Definition

Although tax-exempt hospitals are different from taxable hospitals in many distinct ways,
the former hospitals have not always done a good job articulating those distinctions in the public
domain, through the annual filing of the IRS Form 990, which are publicly accessible documents
(Levenson. 2008). Based on what's currently transpiring at the federal level, the government does
not seem ready to change the community benefit standard that not-for-profit hospitals use to
obtain or keep their tax-exempt status. The Form 990 revision, however, does give an indication
about the government's mood (IRS.2007; IRS. 2009). These forms will now disclose in the public
domain what hospitals are doing to meet their community benefit obligations. Although the federal
government has not yet issued a standard that articulates a minimum charity care or community
benefit requirement, putting hospitals' data on publicly accessible forms will increase people's
examination of them (IRS.2007; IRS. 2009). As hospitals draw public attention, the organizations
that appear to be neglecting their community benefit obligation will be subject to criticism not only
from the public, but also from lawmakers who are in the position to change the law (L.evenson.
2008).

The Problem of the Uninsured

Providing health care to people who have no health insurance is a factor that significantly
complicates the community benefit issue. Health care for the uninsured is an issue that leading
Senate Finance Committee members strongly advocate, and it is a vastly greater issue than
charity care itself (GAQ. 2008; Levenson. 2008). Most tax-exempt hospitals maintain charity care
policies targeted to low-income individuals whose income falls below three to five times the

federal poverty guidelines for the community in which they live (Levenson. 2008). Uninsured
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individuals who fall within Medicaid or Medicare guidelines or within a hospital's charity care
guidelines will qualify for free or discounted health care at virtually all tax-exempt hospitals. But a
critical segment of the uninsured population still remains unaccounted for (U.S. Census Bureau;
GAO. 2005. Levenson. 2008). This segment, the largest segment of the uninsured, in fact, is a
group often called the "working uninsured.” Maost of the working uninsured would fail to satisfy a
hospital's charity care guidelines, at least upon their initial need for hospital services (Levenson.
2008). At some point, an employed but uninsured individual could drop into an income or asset
bracket in which he or she would qualify for charity care under a hospital's guidelines (Levenson.
2008). But such a change could not always be expected to occur, and in most cases, such
individuals will neither qualify for charity care nor fall within the Medicaid guidelines either. Some
individuals may fall within Medicare guidelines, but few of the working uninsured will be old
enough to meet these guidelines (Levenson. 2008).
PROBLEM STATEMENT

There is increased concemn in Congress, individual states and communities, that not-for-
profit hospitals are not providing enough charity care that would justify their tax exempt status.
The social contract that not-for-profit hospitals have undertaken on behalf of their respective
communities and the reciprocal enjoyment of tax subsidies are under attack. It is a multi-faceted
onslaught that has been occurring over the last 18 to 24 months (CBO. 2006; GAQ. 2005; GAO.
2008; IRS. 2009). What we've begun to see is a focus on the obligations of not-for-profits, and
what they need to give back to the community in exchange for the tax breaks they receive. With
such an onslaught comes the inherent issue of whether tax exempt status for not-for-profit
hospital is an unfair advantage. This is especially significant when comparing its charity care cost
and community benefit cost share of patient revenue, marker share or total costs, over that of a
for-profit hospital. In addition there is still no consensus in qualifying what constitutes community
benefit, so that a uniform and standardized reporting format can be followed by hospitals (IRS.
2009; GAO. 2008; CBO. 2006).

The new IRS form 990 attempts to fill this gap, but there is no clear cut framework, and

no consensus, which allows and obligates not-for-profit hospitals to breakdown and report their
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community activities and relate them to their revenues and cost structure in order to be allowed to
operate tax free. Not-for-profit hospitals have been granted tax exemptions at the focal, state and
federal levels (GAO. 2008). These exemptions allow hospitals favorable interest rates on bonds,
and also allow favored treatment against paying property tax, corporate income tax and sales tax
(GAO. 2008). This provides huge savings to these hospitals, and allows them to project greater
eamings. In retumn, state and federal governments expect hospitals to provide a significant
amount of community benefit mostly in the provision of charity care to its citizens in need (IRS.
1969; IRS, 2009; CBO. 2006; GAO. 2008). The provision of mmmunﬁy benefit by these hospitals
is helpful because it relieves the govemment of this burden. However, questions are now being
raised about whether not-for-profit hospitals are really doing enough, in comparison with for-
profits (Reference is made to Senator Charles Grassley’s communication, which formed the basis
for GAO's study (GAO. 2008). In general the questions want to know if the amount hospitals give
to their communities is enough to justify the significant benefit the government has conveyed to
them by granting them a tax exemption. It is recognized that for-profits pay corporate income
taxes (federal & state), and state sales and property tax, while the non-profits enjoy these
exemptions. This study provides a comparative analysis of the hospitals in the Atlanta
Metropolitan Statistical Area (MSA) of the behavior of these two types of hospitals with regards to
their Community Benefit commitments.

Congress and states are increasingly concerned about this problem and are demanding
that non-profit hospitals fulfill their charity care obligation (GAO. 2008; IRS. 2009; CBO. 2006).
The only accepted national standard for charity care is the Catholic Health Association guidelines,
which has been rewritten and revised in 2005, as to how much care must be given by not-for-
profit hospitals to fuffill this obligation (CHA. 2006). The American Hospital Association has come
up with its own framework, obviously to support and protect its hospital members and stifle the
national movement towards revisiting the issue of tax exemption (AHA. 2006). This is one of the
biggest problems facing the industry as a whole as there are renewed attention to review tax

exempt status, amidst high expectations of hospitals to provide charity care.
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As | study this problem and attempt to answer my research questions, my suggestion is
to come up with a formula of a benchmark target, above what for-profits provide as Community
Benefit. If not-for-profits just catch up with the for-profits in terms of the percent of net revenue of
Community Benefit, they behave as pure for-profit entities. The benchmark target | propose is a
certain percentage range over the for-profits’ Community Benefit provision, say 3% to 5%, which
should be able to justify continued tax exemption.

This study attempts to find out which group provides greater community benefit, by
comparing the these two types of hospitals in the Atlanta MSA from available data. The findings
should shed some light on how the Atlanta MSA is functioning in relation to Community Benefit
expectations of the policymakers, reimbursing and taxing federal agencies and the public, in
general. The discussion and conclusion would serve the objective of coming to terms with this
problem statement for the identified Atlanta MSA.

REASONS FOR THiIS STUDY

Not-for-profit hospitals act as social columns that support the health care for millions of
Americans. As a result, not-for-profit hospitals serve a population of individuals that are not
normally profitable within the private health care sector. Frequently, the effectiveness of not-for-
profit hospitals is measured by the degree to which the institution provides services to indigent
patients and offers services that are unprofitable or result in a disproportionate share of bad debts
and face increasing shortfalls in Medicare, Medicaid, and SCHIP programs (GAQ. 2008; CBO.
2006; IRS. 2009). There is also the issue of what other community activities can qualify as
community benefit. This study is undertaken to review existing literature and previous research
and find out whether not-for-profit hospitals are justifying their tax-exempt status in meeting their
community obligations in comparison with their for-profit peers in the Atlanta MSA.

The latest wave of controversy in the hospital sector has risen from questions about
whether the levels of charity care and community benefit provided by not-for-profit hospitals are
consistent with their tax-exempt status. First, in June 2004, the U.S. Congress held three
hearnings to examine hospital business practices, tax status, charitable activities, and alleged

aggressive billing practices (Fong and Tieman 2004). State and local property tax authorities also
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began to review hospital tax exemptions at the local level. In lllinois, the Department of Revenue
denied property tax exemption to at least one hospital and is reviewing other not-for-profits in the
state (Appleby 2004). Second, between June and August of 2004, more than 40 class-action
lawsuits were filed against not-for-profit hospitals, alleging that the overly aggressive billing and
collection practices of these hospitals were in violation of their tax-exempt status (Appleby 2004).
In a growing wave of litigation and scrutiny, critics charge that modemn not-for-profit hospitals and
healthcare systems fail to qualify for charitable status under state and federal laws. A battle is
brewing over the legal status of not-for-profit hospitals and healthcare systems. The opening
salvo was fired in the summer of 2004 when plaintiffs’ attorneys, led by The Scruggs Law Firm of
tobacco litigation fame, filed federal class-action lawsduits in eight states against roughly a dozen
not-for-profit hospital systems (Webcast. 2006). The suits alleged that the not-for-profit institutions
had violated their “explicit or implicit contract” with the federal government to serve uninsured
patients, in return for significant tax breaks. These not-for-profits, the suits claimed, had charged
uninsured patients “premium” rates even though insurers, Health Maintenance Organizations
(HMO) and government programs paid steeply discounted rates (Webcast. 2006). Some suits
also cited aggressive billing and collection tactics, including placing liens on homes and
assessing interest, fines and legal fees (Webcast. 2008). In the wake of this litigation, other
parties across the country quickly stepped up their scrutiny of not-for-profit healthcare
organizations (CBO. 2006; GAO. 2005; GAQ. 2008; IRS. 2009). In May 2004, the Internal
Revenue Service (IRS) announced that it was unveiling an enforcement program that will
scrutinize not-for-profit organizations that violate tax laws (MclL.aughlin 2004).

Community advocates, state and municipal tax commissions, and state attomeys general
all began asking one central question: Are charitable hospitals living up to their stated mission of
providing charitable care to all who need and apply for it? The follow up questions want to know if
the proportion of charity care at least equals that provided by taxable, for-profit hospitals, plus
their tax exempt amount, as a benchmark to maintain tax exemption. What we've begun to see is
a focus on the obligations of not-for-profits, and what they need to give back to the community in

exchange for the tax breaks they receive, (Webcast. 2006).
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It is uncertain to what end Congress will pursue its inquiry, but this much is clear:
Continued governmental scrutiny of hospitals' tax-exempt status is not going away anytime soon
(Levenson. 2008). Washington D.C. is exhibiting a heightened sensitivity for budget scrutiny, and
with funds for discretionary programs scarce, Congress is spending money on a pay-as-you-go
basis. With dwindling tax revenue available, the House and Senate tax-writing committees are
vigorously watching tax dollar use. That is why tax-exempt hospitals must be prepared to justify
their tax status, (Levenson. 2008).

BACKGROUND

Ownership Forms
The hospital industry in the United States includes a mix of ownership forms. Nonprofit

hospitals are the most common type, but for-profit and government hospitals also play substantial
roles (End Notes®). Of the 630,000 beds in Medicare-certified community hospitals in the United
States in 2003, 68 percent were located in nonprofit hospitals, 16 percent were located in for-
profit hospitals, and 15 percent were located in government (nonfederal) facilities (CBO. 2006).

Differences in Ownership Structure

Ownership of a business entity entails the right to direct the operations of that business
and the right to receive its profits. Like for-profits, not-for-profit hospitals have governing boards
that guide their operations. And, like for-profits, nonprofit hospitals may earn surpluses or
accounting profits, meaning an excess of revenues over expenses (CB0.2006). But not-for-profits
face a “nondistribution constraint,” which means that they do not have shareholders and may not
distribute surpluses to managers, individual owners, or members of the govemning board.
Surpluses generated by not-for-profit hospitals’ activities are expected to be reinvested in the
hospitals’ operations rather than distributed to individual owners (CB0O.2006).

HISTORICAL PERSPECTIVES

Hospitals began as charitable institutions supported solely by donations to provide
comfort for those who could not afford personal medical care. This beginning established a strong
heritage of charity care for hospitals and was the driving factor in the original designation of

private not-for-profit hospitals as tax-exempt organizations by the IRS (IRS 1956). However, with
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the evolution of medical technology in the early twentieth century, the need for collective
resources moved medical care away from the home and into the hospital, as advanced
treatments necessitated the pooling of resources in a common arena of care (Bums 2004). This
evolution spawned both public and private interests attempting to fill the needs of respective
communities (Burns 2004).

Historically, public hospitals have relied on tax revenue for monetary support, while
private for-profit hospitals have relied on eamings and securities for capital needs. Conversely,
private not-for-profit hospitals have depended on charitable donations and governmentai grants
for capital in exchange for providing free or below-cost care to the indigent (Roska 1989). Yet
sustained advances in medical technology and the corresponding evolution in the acceptable
standards of care over the past century have created capital needs greater than those received
from govemment and charitable funding sources. This has forced most not-for-profit hospitals to
seek out alternative funding sources, increase operating efficiency, and reinvest "net income” (or
increase in net asset) to continually provide an acceptable standard of care to all patients (Wood.
2001). However, as not-for-profit hospitals have continued to evolve, the government has
continued to question their tax-exempt status (Wood. 2001; GAO. 2008; CBO. 2006).

One justification for the tax-exempt status of nonprofit hospitals is the amount of
uncompensated or unreimbursed services they provide to residents of the community they serve.
However, while the volume of unreimbursed care may have been larger, it is unclear that these
hospitals still provide a level of uncompensated care that is significantly greater than that
provided by for-profit hospitals. In addition, there is some concem that a farger portion of
disproportionate share payments have been flowing to hospitals which have not been the
traditional “safety net” hospitals (Seidman. 1998). Also, if differences in charity care provision
among the two types of hospitals are less pronounced, there is a rationale for nonprofits’ tax-
exempt status to be questioned, as is the recent aggressive trend (GAO. 2008).

Taxpayers yield the right to collect taxes on not-for-profit hospitals in exchange for a
quasi-ownership stake in their assets. The premise is that not-for-profit hospitals are deemed

community assets due to the favorable tax freatment and subsidization received. Net income that
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exceeds a level necessary to operate the business must be reinvested in the organization and
must not directly or indirectly benefit any private shareholder or individual (Becker et al. 2002).
Based on their role as community assets, not-for-profit hospitals are considered a public good
and the provision of charity care is an organizational requirement. According to economic theory,
public goods are generally not produced in sufficient quantities within competitive markets due to
cost and a limited level of financial resaurces. Not-for-profit hospitals that supply public goods are
providing a community benefit to receive state tax benefits. These benefits vary significantly
among states and jurisdictions (Nicholson et al. 2000; GAO. 2008).

Metcalfe (2002) also suggests that not-for-profit institutions place a higher priority on
research and Medical training, which may be deemed public goods. As a result, not-for-profit
institutions invest in the capital, personnel, and other resources required to support public goods.
Many not-for-profit organizations are willing to invest in these types of activities because it
facilitates their missions, adds prestige, and results in higher patient volumes that may lead to an
increased market share. There is however no consensus on whether medical research and
training of facility personnel qualify as Community Benefit, other than the current, accepted, CHA
qualifying guidelines (CHA. 2006).

The charitable mission of a not-for-profit hospital is a primary driver for hospital
operations to ensure continued receipt of favorable tax treatment (IRS. 1956; IRS. 1969; IRS.
1983). Charitable missions are increasingly being challenged as not-for-profit organizations
struggle to adapt to increasing expenses and lower reimbursements, as the aging population
continues to expand and public and private health insurance continues to reduce hospital
compensation. The growing aging population coupled with the higher cost of private heaith
insurance is significantly increasing the need for uncompensated care. According to Metcalfe
(2002), more than 39 million Americans are uninsured while millions more are underinsured. This
number was as high as 47 million in 2005, and is a growing strain on the healthcare delivery
system (U.S. Census Bureau. 2006; GAO. 2005), as these individuals are more likely than
insured individuals to rely on hospital emergency rooms for medical care (GAO. 2005). Some of

these individuals with serious iliness or injuries are admitted as inpatients to the hospital,
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incurring substantial treatment costs (IOM. 2003). Because uninsured individuals may lack the
ability to pay for their medical care, hospitals absorb some of the costs associated with providing
uncompensated care, either through a charity care program or as expenses written off as bad
debt (End Notes™).

Given the benefits available to tax-exempt hospitals, policymakers have been interested
in determining the extent to which hospitals share the burden of caring for uninsured individuals.
This is compounded by the impact of double-digit increases in health insurance premiums and
the continual expansion in the number of Medicare beneficiaries. According to Morrisey (2001),
as managed care penetration rises, not-for-profit hospitals are less adept at managing expenses
and are forced to care for more elderly Medicare patients and absorb more uncompensated care.
This issue becomes further complicated because society may not be valuing the services
provided to Medicare and Medicaid patients, as evidenced by low reimbursement rates for their
care (Nicholson et al. 2000). While voters conceptually support the provision of elderly and
indigent care, the Balanced Budget Act (BBA) of 1997 is evidence that this verbal support does
not translate into adequate hospital reimbursement rates (Stensland et al. 2002). Although the
BBA of 1997 succeeded in curtailing the rate of growth in Medicare expenditures, it placed
tremendous pressures on nonprofit hospitals. Nonprofit hospitals may see similar numbers of
Medicare patients as their for-profit counterparts but lack alternative revenue streams to offset the
decreases in Medicare reimbursement (Stensland et al. 2002). This is particularly true of small,
rural hospitals that do not have the economies of scale available to spread fixed cost across
multiple lines of business (Stensland et al. 2002). The federal government relatively quickly
realized the extent of damage that was being inflicted on these institutions and enacted the
Budget Refinement Act of 1999 and the Benefits Improvement and Protection Act of 2000 to
increase the reimbursements to hospitals {(Stensland et al. 2002). According to Stensland et al
(2002), despite these increases in hospital compensation, small rural hospital profit margins
declined 9.8% from 1998 to 2002. In the 2005 GAO report: 21® Century Challenges:

Reexamining the Base of the Federal Government, ensuring that all Americans have access to a
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defined minimum core of essential heaith services and allocating responsibility for financing such
services are identified as major health care challenges for the 21st century (GAO. 2005).
EVOLUTION: HOW WE GOT HERE
Not-For-Pro For-P

Historically, not-for-profit hospitals were largely funded by donations within the
geographic areas they served. As this source of revenue decreased and the pace of
technological change increased, not-for-profit hospitals were required to focus on additional
means of raising capital to continue operation and acquire enhanced technology. As a result,
many not-for-profit hospitals have converted to for-profit legal status to raise the capital required
for operations and expansions (Young & Desai. 1899). These not-for-profit hospital entities have
departed from their original charitable mission and now behave in a less socially responsible
manner (Phillips. 1999). As discussed by Ferris and Graddy (1999), not-for-profit hospitals are
responding to organizational and market challenges by modeling the for-profit hospital industry
and are operating more like publicly held companies, which will probably benefit the community,
as my study shows that for-profits do provide more Community Benefit than their not-for-profit
counterparts. One of the main reasons for this phenomenon is that for-profit facilities are
accountable to their corporate oversight and as such operate at much higher effectiveness.
efficiency and economies of scale. Also their main responsibility is to churn out higher margins
and increase shareholder weaith, which they seem to succeed in addition to providing higher
Community Benefit. Hence, for-profit entities generally have to operate at higher levels of
operating efficiency. Not-for-profit hospitals will be forced to adapt by implementing for-profit
business practices to ensure survival, if their Community Benefit provision does not match for-
profits’ provision. if and when this landscape is reviewed across the entire country, and if further
research provided new evidence that not-for-profits indeed fail in their commitment to serve their
community, not-for-profits will face stricter mandates and regulations, and possible penalties and
threats of loosing tax exemption. Young and Desai (1999) found that many not-for-profit hospitals
are looking to for-profit companies for financial resources and management expertise. This
frequently involves maximizing revenues from payers while curtailing expenditures.
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There are many provisions within the prospective payment system to adjust payments for
rural entities, teaching hospitals, and catastrophic cases, yet despite these adjustments and the
budget refinements of 1999 and 2000, many hospitals continue experiencing declining
profitability. As a result, many not-for-profit hospitals must generate larger amounts of cash to pay
obligations and continue operation. For-profit entities by contrast have several avenues available
to raise capital including the sale of stock. According to McCue et al (2000), many not-for-profit
hospitals lack the capital to support their operations, provide charity care, and replace plant
equipment. The Balance Budget Act (BBA) of 1997 and reductions in Medicare funding have
negatively impacted the ability of not-for-profit hospitals to remain financially viable. It has also
placed not-for-profit hospitals in a situation where marginal costs exceed marginal revenues. To
ensure the continued viability and solvency of the institution, many not-for-profit hospitals are
taking decisive actions. Unfortunately, many of these actions, which are critical to ensuring its
survival, are not consistent with the not-for-profit hospital's mission. As discussed by Phillips
(1999), not-for-profit hospitals act as social columns that support the health care for millions of
Americans. As a result, not-for-profit hospitails serve a population of individuals that are not
normally profitable within the private health care sector. Frequently, the effectiveness of not-for-
profit hospitals is measured by the degree to which the institution provides services to indigent
patients and offers services that are unprofitable or results in a disproportionate share of bad
debts. The key challenge for not-for-profit hospitals is to maximize the efficiency of operations
while furthering their charitable missions.

When evaluating the differences between not-for-profit and for-profit hospitals, the ievel
of services provided to diverse patient populations provides insight into their divergent missions.
Care for the medically indigent is generally termed uncompensated care and represents those
services provided to patients for which there is no expectation of payment. This is different than
bad debts resulting when care was provided with an expectation that payment would be made
and subsequently became uncollectible. Not-for-profit hospitals are expected to provide higher
levels of uncompensated care in the community with a particular focus on improving the health
status of the most vuinerable members of their communities, especially the uninsured,
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underinsured, children, elderly, minorities, disabled, and economically disadvantaged (Metcalfe.
2002). As not-for-profit hospitals increasingly support these communities, the solvency of the
organization is often threatened. According to Nicholson et al (2000), not-for-profit hospitals have
higher operating expenses, provide more care to Medicare patients, and do less cost shifting
among payer types than their for-profit counterparts.
Government Role in Healthcare Delivery

The establishment of Medicare and Medicaid as reimbursement sources substantially
reduced the amount of charity care provided by hospitals, as a significant portion of a hospital's
charity care was provided to patients who were now covered by either Medicare or Medicaid
(Burns 2004). The institution of these programs further emphasized the need for not-for-profit
hospitals to maintain their tax-exempt status through the benefit they provide to the community as
a whole. The Community Benefit standard continues to be the standard that the IRS uses to
classify not-for-profit hospitals as charitable organizations at the federal level (IRS. 1952; IRS.
1969; IRS. 1983). Similarly, state and local governments also use the Community Benefit
standard as one of the deciding factors on whether to exempt hospitals at the state and local
levels (Burns 2004). As evidenced by the information above, not-for-profit hospitals have a strong
heritage of providing community-based charity care. However, as the govemment has become
increasingly involved in the public's procurement of care, not-for-profit hospitals have been
repeatedly forced to redefine their role in the community. These redefinitions, along with various
market changes, have catalyzed the evolution of not-for-profit hospitals from charitable
institutions to tax-exempt businesses whose charitable basis is so hotly debated.
Community Benefit standard

In 2005, Congress began shining a light on the topic and began to probe whether tax-
exempt hospitals and health systems were benefiting their communities enough to eam tax
exemption (Levenson. 2008). Soon after, the media picked up the story and made it national
news. Several lawsuits challenging tax exemption for hospitals that employed aggressive
collections tactics against uninsured patients brought unfavorable media attention, and the

Senate Finance Committee called hearings on the matter (Levenson. 2008). Some committee
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members started urging the IRS to better enforce the current Community Benefit standard, which
justifies the tax exemption. At the same time, committee members encouraged the IRS to
consider whether the Community Benefit standard, which has not been changed since 1969,
needed a revision (IRS. 1969; Levenson. 2008). In testimony before the Senate Finance
Committee, one not-for-profit hospital industry association, the Catholic Health Association
(CHA), articulated its approach to quantifying Community Benefit, charity care, and shortfalls in
means-tested government programs, like SCHIP, Medicaid, and state indigent care programs
(CHA. 2005). Many not-for-profit hospitals already comply with the CHA's standard, and it is the
one for which influential committee members expressed a preference (CHA.2005).

The American Hospital Association (AHA) promotes an alterative standard, which aligns
with the CHA's standard, but has its expanded version to benefit its member hospitals
(AHA.2006). Unlike the CHA, the AHA believes community benefit quantification should include
both bad debt (i.e., unrealized revenues from patients who fail to pay their medical expenses) and
Medicare cost shortfalls (i.e., the gap between Medicare program costs and reimbursements),
among others. According to generally accepted business norms and accounting standards, bad
debt is considered a cost of doing business, and not included in study.

Testing the bounds of what might be considered community benefit, the IRS sent three-
part questionnaires to more than 500 randomly selected, tax-exempt hospitals in 2008
(IRS. 2007). The questionnaires asked the hospitals to provide general organizational
information, operations information, and executive compensation information. The IRS said the
data hospitals returned would form the basis of a revised Form 990, the annual information retum
for tax-exempt organizations (IRS. 2007). Around the same time the IRS sent its questionnaires,
the AHA commissioned Emst & Young to study AHA members' responses to the IRS
questionnaire (E & Y. 2007). This study reviewed that, of the nearly 120 questionnaires disclosed,
AHA member hospitals participating in the project appeared to meet the existing Community
Benefit standard. By contrast, the IRS's own 2007 Hospital Compliance Project Interim Report did
not conclude whether reporting hospitals were meeting the current community benefit standard
(IRS. 2007). The review of the final report data by the IRS, however, did appear consistent with
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the information reviewed by the AHA study to reach its conclusion, taking into account the
different sampling sizes (IRS. 2009).

in the spring of 2007, the IRS issued a draft redesigned Form 890, which the agency last
overhauled in 1979 (IRS. 2007). Piecemeal changes made to the form in the nearly 30 ensuing
years did not, according to the IRS, sufficiently keep pace with changes in the tax-exempt
community or the law. The Form 990 redesign seeks to accomplish three things, 1. Provide a
more realistic picture of an organization's operations and a better basis for comparison among
organizations, thereby enhancing the filing organizations’ transparency, 2. Promote compliance
with an accurate reflection of an organization'’s assets and its use of those assets, and 3.
Minimize filing burdens and avoid unwarranted recordkeeping and reporting through the use of
plain language (IRS. 2007; Levenson. 2008). The revised Form 990's Schedule H addendum
(Appendix W) attempts to provide tax-exempt hospitals with a method for quantifying their
Community Benefit based on the Catholic Health Association (CHA) standard, while also offering
them the opportunity to describe, in words, other ways in which they benefit their communities
(IRS. 2009; Levenson. 2008). Although portions of the revised form will be phased into use over
the next two years, the form is scheduled to be in effect for tax years beginning in 2009 (IRS.
2008; IRS 2009).
An Uncertain Regulatory Landscape

When the 109" Congressional session began in 2006, the House and Senate adopted a
"pay-as-you-go" rule for public programs known as "PAYGO?”, (Levenson. 2008). Congress has
since frequently adopted PAYGO when govemment's high budgetary expenditures demand it.
The rule basically requires any new increase in federal spending to be offset by a decrease in
federal doliars elsewhere to pay for the new program (Levenson. 2008). In response to the
uncertainty that this rule creates, organizations must go to extraordinary lengths to convince
Congress that their organization deserves government financing or tax-preferred treatment.
Congress and the IRS will continue their scrutiny of tax-exempt organizations and may continue
to consider legislating a quantifiable Community Benefit standard, including, at some point, a
revised charity care definition (IRS. 1969; GAO. 2008; IRS. 2009. Levenson. 2008).
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A Blurred Distinction

Much of the uncertainty has been created by change that has occurred since the IRS
issued its 1969 revenue ruling. The 1969 revenue ruling had, itseff, substantially overhauled a
1956 revenue ruling that contained a general charity care requirement (IRS. 1969). The 1969
ruling replaced the general charity care requirement with two more specific requirements: First, it
required that EDs be open to everybody, regardless of a person's ability to pay, and second, it
required that all with the ability to pay, including Medicare and Medicaid patients, be treated as
well (IRS. 1969). Medicare and Medicaid were relatively new programs in 1969, and the federal
government likely had concems some hospitals would not participate in them. But history has
shown us most for-profit hospitals do participate in Medicare and Medicaid. Beyond those
programs, the 1986 Emergency Medical Treatment and Active Labor Act (EMTALA) ensures
public access to emergency medical services regardless of one’s ability to pay (Levenson. 2008).
Although the EMTALA rules appear to limit hospitals’ medical care provision obligations to the
point of patient stabilization, the IRS's 1969 revenue ruling may have a broader scope, as far as
indigent care is concerned (Levenson. 2008). Nevertheless, there can be littie doubt that
EMTALA's passage, along with taxable hospitals' voluntary Medicare and Medicaid patient
treatment, somewhat blurred the line between tax-exempt and taxable hospitals.

What Are Tax-Exempt Hospitals Doing?

No reasonable person could expect tax-exempt hospitals alone to solve the issue of the
uninsured. The problem calls for a broader solution that, in all likelihood, will require government
involvement. Some states have already enacted laws to provide coverage for uninsured children,
the State Children Health Insurance Program (SCHIP), regardless of where they obtain
treatment. The provision of health care to the uninsured and the provision of health care to charity
care and indigent patients are separate, distinct issues, and they must be treated as such
(Levenson. 2008).

What are tax-exempt hospitals to do while the government decides whether it will modify
the Community Benefit standard to include a charity care requirement and valuing community

benefit versus tax exemption. A number of proactive, tax-exempt hospitals have undertaken
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efforts to calculate the value of their tax-exempt status (Levenson. 2008). Hospitals that pursue
this tack compare the value of such status with the amount of charity care and other associated
benefit they give back to their community. This approach gives a hospital a quantifiable metric
that suggests whether it is providing enough benefit or needs to provide more. It is important to
recognize that appraising the value of a hospital's tax-exempt status is more difficult than simply
applying state and federal government income tax rates to the financial statement's audited
revenues (Levenson. 2008). First, if a hospital's status changed to taxable, a lot of the financial
statement's numbers would need to be adjusted to arrive at taxable income. Second, the largest
tax benefit to most tax-exempt health systems arises from the exemption from state and local
property and sales tax. For example, in calculating the value of the income tax exemption, gifts
and grants tax-exempt hospitals count as revenue would in all likelihood disappear if the hospital
were to become a taxable entity. In addition, the favorable interest rate a hospital might pay using
tax-exempt bond financing would also disappear, and those loans would have to be refinanced
with higher-rate taxable debt. The status change would increase the hospital's interest expense
and increase its interest deduction, in their current financial statement. Last, but not least, the
newly taxable hospital would have to determine its state and local property tax and sales tax rates
because sales and property tax breaks would no longer be available. These additional taxes
would, of course be deductible for federal income tax purposes.
Employing better public relations

A number of hospitals also have undertaken efforts to do a better job communicating to
the public the hospital's Community Benefit. The revised Form 990 allows space, through an
addendum, for filers to put into words the extent to which they eam their preferred tax status
through good works in the communities they serve (IRS. 2007; IRS. 2009). Here, a seasoned tax
adviser who understands tax-exempt hospitals' industry best practices can prove to be an
indispensable strategic ally. Beyond communicating good works to the IRS, tax-exempt hospitals
could do a better job communicating their charity care policies to incoming patients so that more
individuals who qualify for charity care actually claim it. There are myriad reasons individuals do

not claim charity care to which they are eligible, and often when those individuals receive care,
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the costs are written off as “bad debt." Tax-exempt hospitals that can grow their charity care rolls
while shrinking their bad debt rolis increase their Community Benefit. Such a move is in alignment
with the CHA's guidelines, which some influential lawmakers seem to favor (CHA. 2006). Stilt,
better charity care policy communication may not, at the end of the day, appreciably increase the
number of patients who claim it.

A Fair Assessment

The determination of which tax-exempt hospitals are providing adequate Community
Benefit should not be predicated upon a hospitat's geographic location (Levenson. 2008). Charity
care is dispensed disproportionately among hospitals located in inner cities and suburbs, and as
one would expect, inner-city hospitals see more charity care patients than do hospitals in the
suburbs. This fact should not preclude suburban residents from having access to tax-exempt
hospitals in their communities as long as these hospitals offer a reasonable charity care policy
that is made available to all those in need who present themselves to that hospital.

In short, Community Benefit is difficult to value and there is no cookie cutter solution. It is
best for not-for-profit hospitals to remain vigilant while awaiting further government moves. They
need to anticipate community scrutiny and embrace it and not shy away from it. If not-for-profit
hospitals can recognize the scrutiny as an opportunity to communicate, and demonstrate, how
they help the community served, and make sure to tell that story to all of the hospital's
stakeholder groups, they will avoid the controversy and backlash.

LITERATURE REVIEW
Internal Revenue Service (IRS) Study Report

This report results from an IRS study of nonprofit hospitals begun in 2006. The study was
conducted so that the IRS and other stakeholders could better understand nonprofit hospitals and
their Community Benefit and executive compensation practices and reporting (IRS. 2009). The
report is based on the responses to questionnaires the IRS sent to a sample of more than 500
nonprofit hospitals. As part of the study, the IRS also examined 20 nonprofit hospitals regarding
their executive compensation practices. To obtain information about Community Benefit practices

and reporting, the questionnaire requested information regarding the hospital's patient mix,
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emergency room, board of directors, medical staff privileges, and a variety of programs
(specifically, its medical research, professional education and training, uncompensated care, and
community programs).

This final report in February, 2009 summarizes the reported Community Benefit across
various demographics, including the type of community in which the respondent hospital is
located (community type) and the hospital’s revenue size (IRS. 2009). The study also analyzed
patient mix and excess revenues across these demographics.

The four community types, based on U.S. Census Bureau data and other

information, are:

« High-population hospitals — hospitals located in the 26 largest urban areas in the United

States

» Other urban and suburban hospitals — those hospitals located in urban and suburban

areas other than the 26 largest urban areas

» Critical access hospitals — rural hospitals designated as such under federal law

« Other rural hospitals — rural hospitals not designated as critical access hospitals.

The report also provides results based on five groupings of the individual

hospital's annual revenues:

* Under $25 million

* $25 miillion to $100 million

* $100 million to $250 million

» $250 million to $500 million

* Over $500 million.

Summary of Community Benefit Findings

In addition to analyzing Community Benefit expenditure data across the demographics
described above, the study also analyzed reported Community Benefit expenditures by income
and health insurance coverage levels of the areas surrounding the hospitals and by hospitals

reporting large medical research expenditures (IRS. 2009).
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The report’s key community benefit findings are (IRS. 2009):

» There was considerable diversity in the demographics, Community Benefit activities,
and financial resources among the respondent hospitals. In particular, significant
differences were observed between the critical access hospitals and the high population
hospitals, and between the smallest and largest hospitals based on revenue size.

* The average and median percentages of total revenues reported as spent on
Community Benefit expenditures were 9% and 6%, respectively. Among the community
types, these percentages were lowest for rural hospitals (both critical access and non
critical access hospitals) and highest for high population hospitals. The percentage spent
on reported Community Benefit expenditures generally increased with revenue size.

» Uncompensated care was the largest reported Community Benefit expenditure for each
of the study’s demographics, other than for a group of 15 hospitals reporting large
medical research expenditures (93% of all research expenditures reported by the study’s
respondents). Overall, the average and median percentages of uncompensated care as a
percentage of total revenues were 7% and 4%, respectively. Uncompensated care
accounted for 56% of aggregate Community Benefit expenditures reported by the
hospitals in the study.

* After uncompensated care, the next largest categories of Community Benefit
expenditures, ranked as a percentage of total Community Benefit expenditures, were
medical education and training (23%), research (15%), and community programs (6%).
The expenditure mix, however, varied both by community type and revenue size. Further,
the group of 15 hospitals reporting large medical research expenditures materially
impacted the overall numbers in this area. For example, when the research group is
removed, the percentage of total community benefit expenditures reported as spent on
uncompensated care increases from 56% to 71%, and that spent on medical research
decreases from 15% to 1%.

« The overall group of hospitals reported excess revenues (total revenues less total

expenses) of 5% of total revenues. Reported excess revenues varied across the
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community type and revenue size demographics, with large revenue size hospitals

generally the most profitable and critical access hospitals the least profitable. Also, 21%

of the hospftals reported total expenses greater than total revenues; the percentage of

hospitals reporting a deficit varied by community type and revenue size.

* Uncompensated care and Community Benefit expenditures were concentrated in

certain hospitals and unevenly distributed. For example, 9% of the hospitals reported

60% of the aggregate Community Benefit expenditures of the overall group; 14% of the

hospitals reported 63% of the aggregate uncompensated care expenditures.

* No correlation was found between Community Benefit expenditure levels and per capita

income levels of the hospital's surrounding area. However, Community Benefit

expenditure levels generally increased as uninsured rates of the hospital's

surrounding area increased.
Limitations of the Analysis

The reported data has limitations and may not accurately reflect the respondent group or
represent the nonprofit hospital sector as a whole. For example, although the IRS designated the
general categories of activities that could be reported as Community Benefit for purposes of the
study, determining what was treated as Community Benefit (for example, bad debt or govemment
program shortfalls) and how to measure it (cost versus charges) was largely within the
respondents’ discretion (IRS. 2009). In addition, except for the compensation data reviewed in the
examinations, the reported data was not independently tested or verified.
Observations

Both the Community Benefit and reasonable compensation standards have proved
difficult for the IRS to administer (IRS. 2009). Both invoive application of imprecise legal
standards to complex, varied and evolving fact patterns (IRS. 2009). Some have suggested that
these standards need to be revised (GAO. 2008; CBO. 2006; AHA. 2006; CHA. 2006). As these
discussions occur, and despite the limitations described above, the study provides important
information. The size, complexity and importance of this segment will continue to be a challenge

to those who consider refining or revising the exemption standard (IRS. 2009).
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The data suggests that any attempt to refine the standard will seriously impact the
existing tax exempt hospital sector because of the hospitals’ varying practices and financial
capabilities. Put another way, any revised standard would affect the different types and sizes of
hospitals depending upon the types of activities required to be taken into account as Community
Benefit, the quantitative measure (if any) included in such a standard, and the extent the rule
provides for exceptions or special rules (e.g., an exception from a quantitative standard if the
hospital is the sole provider in the community or has a designation as a critical access hospital).
As discussions about the Community Benefit standard continue, additional information may be
available as more accurate and complete data on community benefit expenditures is expected to
be available through Schedule H of the Form 990, (IRS. 2009), starting from tax year 2009.
Government Accountability Office (GAQ) Study Report

This study is highlighted in a report to the Ranking Member, Committee on Finance, U.S.
Senate, Senator Charles Grassley and titled “Nonprofit Hospitals: Variation in Standards and
Guidance Limits Comparison of How Hospitals Meet Community Benefit Requirements (GAO.
2008). This study came about as part of Senator Grassley’ s effort in 2007, when he distributed a
paper discussing potential reforms to the community benefit standard (GAO. 2008). Among other
things, he sought feedback on whether hospitals should be required to devote a minimum
percentage of patient operating expenses or revenues (whichever is greater) to charity care in
order to continue to qualify for federal tax exemption (GAO. 2008). He also expressed interest in
gaining a better understanding of nonprofit hospitals’ provision of community benefits in relation
to their tax-exempt status, and raised concems about the extent to which nonprofit hospitals
define, measure, and report community benefits in a consistent and transparent manner.

According to the study report, not-for-profit hospitals qualify for federal tax exemption
from the internal Revenue Service (IRS) if they meet certain requirements, but since 1969, IRS
has not specified that these hospitals have to provide charity care to meet these requirements, so
long as they engage in activities that benefit the community (GAO. 2008). Many of these activities
are intended to benefit the approximately 47 million uninsured individuals in the United States

who need financial and other help to obtain medical care (U.S. Census Bureau. 2008; GAO.
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2005). Previous studies indicated that not-for-profit hospitals may not be defining community
benefit in a consistent and transparent manner that would enable policymakers to hold them
accountable for providing benefits commensurate with their tax-exempt status (GAO. 2008).

GAO was asked to examine (1) IRS’s community benefit standard and the states’
requirements, (2) guidelines nonprofit hospitals use to define the components of community
benefit, and (3) guidelines nonprofit hospitals use to measure and report the components of
community benefit. To address these objectives, GAO analyzed federal and state laws; the
standards and guidance from federal agencies and industry groups; and 2006 data from
California, Indiana, Massachusetts, and Texas. GAO also interviewed federal and state officials,
and industry group representatives. IRS stated that the report in general was accurate, but noted
several concems regarding the description of the community benefit standard and CMS did not
have any comments (GAO. 2008).

The summary concludes that, IRS’s community benefit standard allows nonprofit
hospitals broad latitude to determine the services and activities that constitute community benefit
(GAO0.2008). Furthermore, state community benefit requirements that hospitals must meet in
order to qualify for state tax-exempt or nonprofit status vary substantially in scope and detail
(GAOQ. 2008). For example, 15 states have community benefit requirements in statutes or
regulations, and 10 of these states have detailed requirements. GAO found that among the
standards and guidance used by nonprofit hospitals, consensus exists to define charity care, the
unreimbursed cost of means-tested government health care programs (programs for which
eligibility is based on financial need, such as Medicaid), and many other activities that benefit the
community as community benefit (GAO. 2008). However, consensus does not exist to define bad
debt (the amount that the patient is expected to, but does not, pay) and the unreimbursed cost of
Medicare (the difference between a hospital's costs and its payment from Medicare) as
community benefit (GAO. 2008). Variations in the activities nonprofit hospitals define as
community benefit lead to substantial differences in the amount of community benefits they report
(GAO. 2008). Even if nonprofit hospitals define the same activities as community benefit, they

may measure the costs of these activities differently, which can lead to inconsistencies in
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reported community benefits. For example, standards and guidance vary on the level at which
hospitals may report their community benefit (e.g., at an individual hospital levet or a health care
system level) and the method hospitals may use to estimate costs of community benefit activities
(GAO. 2008). State data demonstrate that differences in how nonprofit hospitals measure charity
care costs and the unreimbursed costs of government health care programs can affect the
amount of community benefit they report (GAO. 2008). With the added attention to community
benefit, has come a growing realization of the extent of variability among stakeholders in what
should count and how to measure it (GAO. 2008). At present, determination and measurement of
activities as community benefit for federal purposes are still largely a matter of individual hospital
discretion (GAO. 2008). Given the large number of uninsured individuals, and the critical role of
hospitals in caring for them, it is important that federal and state policymakers and industry
groups continue their discussion addressing the variability in defining and measuring community
benefit activities (GAO. 2008).

One major area of contention is whether to include bad debt in Community Benefit
calculation. Bad debt is generally defined as the uncollectible payment that the patient is
expected to, but does not pay (GAO. 2008). Centers for Medicare & Medicaid Services (CMS)
does not have a position on community benefit; however, its reporting instrument collects
information on uncompensated care and defines the term to include bad debt (GAO. 2008). State
community benefit requirements vary in whether they define bad debt as community benefit. Of
the 15 states with community benefit requirements, 3 states explicitly include bad debt as
community benefit, 2 states explicitly exclude bad debt, and 10 states do not specify (GAO.
2008). Whether nonprofit hospitals define bad debt as community benefit has an important effect
on the resulting amount of community benefit reported. Specifically, nearly all of the nonprofit
hospitals in the four states GAO examined reported bad debt, and the amounts were typically
substantial when compared to charity care. For example, in 2006 in California, the average
percentage of total operating expenses devoted to bad debt was 7.4 percent—almost five times
the average percentage devoted to charity care costs (Figure 2). Moreover, the amounts of

hospitals’ bad debt varied widely across hospitals. For example, among nonprofit hospitals in
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Texas, which had the most variation, the middle 50 percent of hospitals reported bad debt

ranging from 7.4 to 19.1 percent of total operating expenses in 2006. Among the middie 50
percent of nonprofit hospitals in Massachusetts, which had the least variation, the span was still
notable with bad debt ranging from 2.2 to 4.6 percent of total operating expenses in 2006. In their
study, GAO did not reduce bad debt expenses to costs because it found that hospitals did not
consistently report bad debt in costs or charges.

Figure 2: Average Percentage of Total Operating Expenses Devoted to Charity
Care Costs and Bad Debt among Nonprofit Hospitals in Selected States, 2006

Notes: Nonprofit hospitals include nongovernmental, acute care, general hospitals.
Percentages are calculated only among those hospitals that reported having charity care
costs and bad debt expenses. Ninety-six percent of hospitals in California, 81 percent of
hospitals in Indiana, 97 percent of hospitals in Massachusetts, and 100 percent of
hospitals in Texas reported charity care costs. Ninety-nine percent of hospitals in
California, 99 percent of hospitals in Indiana, 97 percent of hospitals in Massachusetts,
and 91 percent of hospitals in Texas reported bad debt.

Porcontags

% In all four states,
charity care costs
represent smalier
percentages than
bad debt.

Source: GAQ analysis of 2006 Caliloria, indiana, Massachusaetts, and Texas data



33

Figure 3: Average Percentages of Total Operating Expenses Devoted to Charity
Care Costs, Bad Debt, and the Unreimbursed Costs of Medicaid and Medicare
among Nonprofit Hospitals in Selected States, 2006

Notes: Nonprofit hospitals include nongovernmental, acute care, general hospitals.
Percentages are calculated only among those hospitals that reported having charity care
costs, unreimbursed costs of Medicaid or Medicare, or bad debt expenses. Ninety-six
percent of hospitals in California, 81 percent of hospitals in Indiana, 97 percent of
hospitals in Massachusetts, and 100 percent of hospitals in Texas reported charity care
costs. Ninety-nine percent of hospitals in California, 99 percent of hospitals in Indiana, 97
percent of hospitals in Massachusetts, and 91 percent of hospitals in Texas reported bad
debt. Eighty-one percent of hospitals in Califomia, 88 percent of hospitals in Indiana, 89
percent of hospitals in Massachusetts, and 87 percent of hospitals in Texas reported
unreimbursed costs of Medicaid. Eighty-four percent of hospitals in California, 83 percent
of hospitals in indiana, 81 percent of hospitals in Massachusetts, and 93 percent of
hospitals in Texas reported unreimbursed costs of Medicare.
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Congressional Budget Office Study Report
This is a study by the Congressional Budget Office (CBO) (CBO. 2006). In this paper, the

CBO measured the provision of certain community benefits and compared nonprofit hospitals
with for-profit hospitals. Since for-profit hospitals do not receive tax exemptions and are not

required to meet community-benefit standards, the level of community benefits provided by for-
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profit hospitals served CBO, therefore, as a useful benchmark against which to compare nonprofit
hospitals. The analysis also examined the provision of community benefits by nonfederal
government hospitals (End Notes®). Although nonprofit hospitals must provide community
benefits in order to receive tax exemptions, there is little consensus on what constitutes a
community benefit or how to measure such benefits (CBO. 2006).

For the purposes of this analysis, Community Benefits included the provision of
uncompensated care, the provision of services to Medicaid patients, and the provision of certain
specialized services that have been identified as generally unprofitable. Those services were
selected because they benefit the community but are not typically considered financially
rewarding. In general, the comparisons of nonprofit and for-profit hospitals yielded mixed results.
CBO found that, on average, nonprofit hospitals provided higher levels of uncompensated care
than did otherwise similar for-profit hospitals. Among individual hospitals, however, the provision
of uncompensated care varied widely, and the distributions for nonprofit and for-profit hospitals
largely overlapped. Nonprofit hospitals were more likely than otherwise similar for-profit hospitals
to provide certain specialized services but were found to provide care to fewer Medicaid-covered
patients as a share of their total patient population. On average, nonprofit hospitals were found to
operate in areas with higher average incomes, lower poverty rates, and lower rates of
uninsurance than for-profit hospitals.

Provision of Uncompensated Care

The level of uncompensated care provided by community hospitals was examined in this
study for hospitals located in five states—California, Florida, Georgia, Indiana, and Texas—using
data from 2003 (the latest year for which such data are available) (End Notes’). In the CBO study
interpretation, “Uncompensated care” refers to the sum of charity care (services for which a
hospital does not expect payment) and bad debt (services for which a hospital expects but does
not collect payment). Although charity care is a better measure of the community benefits
provided by a hospital, data limitations precluded CBO from analyzing charity care and bad debt
separately. The five selected states were chosen in part because sufficiently reliable data on

uncompensated care were available in those areas.
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Key findings:

¢ In the five states analyzed, nonprofit hospitals provided a total of about $3 billion in
uncompensated care, govemment hospitals provided more than $3 billion, and for-
profit hospitals provided about $1 billion in uncompensated care. The difference in
the total amount of uncompensated care provided by nonprofit and for-profit hospitals
is largely attributable to the fact that nonprofit hospitals accounted for a much larger
share of the hospital market than did for-profits.

e The average “uncompensated-care share™—the cost of uncompensated care as a
share of hospitals’ operating expenses—was much higher at govemment hospitals
(13.0 percent) than at either nonprofit hospitals (4.7 percent) or for-profit hospitals
(4.2 percent).

¢ Individual hospitals varied widely in their uncompensated-care shares. Although
nonprofit hospitals, on average, have slightly higher uncompensated-care shares
than for-profits (by 0.5 percentage points), the distributions of uncompensated-care
shares among those two types of hospitals overlap to a large extent.

e When regression techniques were used to adjust for the hospitals’ size and location
and for the characteristics of the local populations, nonprofit hospitals were estimated
to have an average uncompensated care share that was 0.6 percentage points
higher than that for otherwise similar for-profit hospitals. That estimated difference
corresponds to nonprofit hospitals in the five selected states providing between $100
million and $700 million more in uncompensated care than would have been
provided if they had been for-profits (End Notes®).

Provision of Medicaid-Covered Services

According to CBP paper, Medicaid’s payment rates have, in general, been found to be

somewhat below the costs that hospitals incur in providing Medicaid-covered services (CBO.
2006). Because providing hospital services to Medicaid patients is often unprofitable and serves a
needy population, it can be thought of as a type of community benefit. Among all community
hospitals nationwide, CBO found that the Medicaid share—Medicaid-covered days as a share of
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all patient days—was, on average, 1.5 percentage points lower among nonprofit hospitals than it
was among for-profit hospitals (15.8 percent versus 17.2 percent). The Medicaid share was
substantially higher among govemment hospitals (27.0 percent). When regression techniques
were used to control for hospital characteristics, nonprofit hospitals were found to have adjusted
Medicaid shares that were 1.3 percentage points lower than those of otherwise similar for-profit
hospitals.

Provision of Specialized Services

CBO also examined the share of hospitals of different ownership types that provide four
specific types of specialized patient services: intensive care for bum victims, emergency room
care, high-level trauma care, and labor and delivery services (End Notes *). Each of those
services addresses a community need and has been identified as being generally unprofitable.
Among all community hospitals nationwide, emergency room care and labor and delivery services
were both quite common, whereas few hospitals provided bum intensive care or high-level
trauma care. CBO found that nonprofit hospitals were more likely than for-profit hospitals to
provide each of the four specialized services examined. After adjustment for hospital
characteristics, nonprofit hospitals were found to be significantly more likely than for-profit
hospitals to provide two of the four specialized patient services (emergency room care and labor
and delivery services). Compared with otherwise similar for-profit hospitals, the share of nonprofit
hospitals providing emergency room care was 3.8 percentage points higher, and the share
providing labor and delivery services was 10.5 percentage points higher. CBO did not attempt to
quantify the value to the community of the availability of those specialized services (CBO. 2006).
This point is interesting, since these are not yet accepted as Community Benefit in the CHA
guidelines (CHA. 2005). Only emergency and trauma are listed in the AHA Community Benefit
reporting framework, under subsidized health services (AHA. 2008).

CBO Measures of Community Benefits

Because of the lack of general consensus on the definition of community benefits, many

different types of services and activities could be regarded as community benefits. The CBO

analysis focuses on the provision of uncompensated care, the provision of Medicaid-covered
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services, and the provision of certain specialized facilities or services (bum intensive care,
emergency room care, high-level frauma care, and labor and delivery services). Aithough
uncompensated care is the focus of this CBO paper and has frequently been analyzed by other
researchers, it has substantial limitations as a measure of community benefits. The most
significant limitation is that it does not distinguish between the provision of charity care for the
indigent, which is more clearly a type of community benefit, and bad debt, which is not
necessarily a community benefit. A hospital may incur bad debt when providing services to a
high-income individual with insurance, for example, if the individual fails to pay the deductible for
a hospital stay. There is very little direct evidence on the income and insurance status of the
patients who account for hospitals’ uncompensated care. Two surveys of uncompensated-care
patients, both limited to hospitals in Massachusetts, showed that most uncompensated care was
attributable to uninsured patients (Weissman et al. 1992), and that the great majority of bad debt
was attributable to patients with incomes below 200% of the federal poverty line (Weissman et al.
1999). Those findings support the validity of the use of uncompensated care as a measure of
community benefits, but they are not necessarily generalizable nationwide.

Medicaid’s payment rates have, in general, been found to be lower than the costs that
hospitals incur for providing Medicaid-covered services. Providing hospital services to Medicaid
patients is generally unprofitable and serves a needy population and can, therefore, be thought of
as a type of community benefit. Like uncompensated care, however, the provision of Medicaid-
covered services has significant limitations as a measure of community benefits. The profitability
of providing care to Medicaid patients appears to vary widely from state to state and also
probably varies from hospital to hospital, and from case to case. Because providing Medicaid-
covered services is not always unprofitable, it is not always appropriate to treat it as a community
benefit.

The four specialized services analyzed by CBO (bum intensive care, emergency room
care, high-level frauma care, and labor and delivery services) were selected because they serve

community needs and have been identified by other researchers as being generally unprofitable,
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and because data are readily available on which hospitals provide them (CBO. 2006). CBO did
not attempt directly to measure the profitability of each of the four specialized services.

Methods of Analysis

CBO used two approaches to compare the level of community benefits provided by the
three different types of hospitals. The first approach was an “unadjusted” analysis that compared
simple weighted averages among hospitals of different ownership types. The second approach
was an “adjusted” analysis that measured the differences between hospitals of different
ownership types, holding constant certain hospital characteristics, such as the size of the facility,
the state in which it is located, and the income level of the community in which it is located. Those
unadjusted and adjusted analyses were first applied to uncompensated-care shares, and then the
same approach was used to analyze the provision of Medicaid-covered services, and the
provision of certain specialized services. The use of both unadjusted and adjusted analyses can
help determine whether any observed differences among hospitals of different ownership types
were attributable to the hospitals’ location and size or to some other factor correlated with
ownership status. As other researchers have pointed out, hospitals of different ownership types
tend to be located in disparate geographic areas with divergent patient populations (CBO. 2006).
One can think of different geographic areas as having varying levels of demand for
uncompensated care, with low-income areas and areas with high numbers of uninsured people
having higher levels of demand. The unadjusted uncompensated-care shares reflect both
hospitals’ willingness and ability to provide such care and their decision to locate in areas
with high or low levels of demand for uncompensated care. The differences in adjusted
uncompensated-care shares, by contrast, reflect differences in hospitals’ willingness and ability to
supply uncompensated care, after controlling for differences in the communities in which the
hospitals are located and other hospital characteristics. Conceptually, the adjusted differences
represent the differences that would occur if hospitals of all ownership types were located in the
same areas and were the same in all respects other than ownership status (End Notes ). To
calculate the adjusted differences in uncompensated care shares, CBO regressed

uncompensated-care shares on state indicator variables, local population characteristics, a
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measure of hospital size, case mix (in other words, the average intensity of iliness and resource
needs among a hospital’s patients), and indicator variables for nonprofit and government
ownership status. (“For-profit” ownership was the omitted reference group). That regression
yielded adjusted differences in uncompensated-care shares for each state and the average for
the entire five-state sample (CBO. 2006). That technical adjustment has the effect of correcting
for differences in hospital size and local community characteristics that may affect the
uncompensated-care share of a hospital, leaving a clearer picture of the differences in community
benefits that are attributable solely to differences in ownership type (CBO. 2008).

Differences in the Provision of Uncompensated Care

CBO's analysis of uncompensated care as a share of operating expenses was conducted
using 1,057 community hospitals in the five selected states—Califomia, Florida, Georgia, Indiana,
and Texas—for which data on uncompensated care were available. Of those 1,057 community
hospitals, 462 (44 percent) were nonprofit, 308 (29 percent) were for-profit, and 287 (27 percent)
were government-owned. In the five states analyzed, nonprofit hospitals provided a total of about
$3 billion in uncompensated care, government hospitals provided more than $3 billion, and for-
profit hospitals provided about $1 billion in uncompensated care. In the unadjusted results,
nonprofit hospitals were found to devote a slightly larger share of their operating expenses to
uncompensated care than did for-profits (a statistically significant difference of 4.7 percent versus
4.2 percent). The adjusted differences reflect the estimated differences in uncompensated-care
shares after controlling for the following variables: the hospital’s size; the state in which it is
located; the degree of urbanization of the community in which it is located; its case mix; the
percentage of the surrounding county’s population that lives in poverty; the percentage of the
county’s population that is uninsured; and the percentage of the county’s population that is
eligible for Medicare. After adjustment, the difference between nonprofit and for-profit hospitals in
their average uncompensated-care share was a statistically significant 0.6 percentage points.

Differences in the Provision of Medicaid-Covered Services

Some industry experts and researchers include the so called Medicaid shortfall as an
additional type of community benefit (CBO. 2006). The Medicaid shortfall is the difference
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between the costs that hospitals incur as a result of providing services to Medicaid enrollees and
Medicaid’s payments to hospitals for those services. On the basis of data from the American
Hospital Association, the Lewin Group estimates that Medicaid's payments over the past several
years have covered about 95 percent of the Medicaid-related costs that hospitals incur

(End Notes'?). Hospitals that treat a large number of Medicaid patients, therefore, are likely to
face a larger Medicaid shortfall than hospitals that treat fewer Medicaid patients. To examine
differences among nonprofit, for-profit, and government hospitals in the provision of care to
Medicaid patients, CBO analyzed the “Medicaid share,” which is calculated for each hospital and
equals the percentage of inpatient days accounted for by Medicaid patients. The Medicaid
analysis included all community hospitals nationwide for which data were available (N = 4,397).51
In 2003, the average Medicaid share among for-profit hospitals was 17.2 percent, among
nonprofit hospitals it was 15.6 percent, and among government hospitals it was 27.0 percent.
CBO caiculated adjusted differences in Medicaid shares using regression models similar to those
used to analyze the uncompensated-care share. After accounting for hospitals’ characteristics
and local population characteristics, CBO estimated that nonprofit hospitals had a Medicaid share
that was 1.3 percentage points lower than for-profit hospitals, a difference that was statistically
significant. The difference in Medicaid shares can be used to estimate the differences in the
Medicaid shortfall as a share of operating expenses among different types of hospitals. On the
basis of Lewin’s estimated national average, the shortfall from treating Medicaid patients would
equal about 5 percent of a hospital's Medicaid-related operating expenses. As a share of
operating expenses, the Medicaid shortfall is estimated to be less than one-tenth of one
percentage point higher at for-profit hospitals than at nonprofit hospitals. The fact that not-for-
profit hospitals tend to treat fewer Medicaid patients than otherwise similar for-profit hospitals
implies that they probably face less of a Medicaid shortfall; but, as a share of operating expenses,
the difference appears to be quite small.
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Differences in the provision of specialized services

This is not relevant to this researcher’s definition of Community Benefit assumptions and
calculations, and therefore not included.
Study of Virginia Hospitals

In one of the more recent studies by McDemott (2007), comprising 72 Virginia hospitals,
he determined whether (a) for-profit hospitals’' community contributions exceed their profits and
(b) nonprofit hospitals' community contributions exceed the for-profits' contributions in addition to
the nonprofits' forgone taxes.

Methodology/Approach

Based on audited fiscal year 2004 financial statements, six null hypotheses were tested
for significant differences between the two independent variables, namely, hospital charter and
size, and the three dependent variables, including (a) operating income, (b) the ratio of
community contributions to net patient revenues, and (c) the ratio of community contributions to
operating income (McDemott. 2007).

Findings

No significant differences were found to exist between (a) hospital charter and operating
income, (b) hospital charter and the percentage of community contributions to net patient
revenues, and (c) hospital charter and the percentage of community contributions to operating
income. The community contributions of nonprofits exceeded their taxes forgone by a wide
margin, but they fell short of exceeding the for-profits' community contributions plus the taxes
forgone by a very slight margin (McDermott. 2007).

Practice Implications

Hospital management, in conjunction with health care policy planners, needs to develop
mutually acceptable standards on required level of hospitals’ community contributions. it is
proposed that the most equitable standard is "quartile comparisons” for a given hospital's
financial performance and its level of community contributions. Also, to reduce charity care, it is
imperative that high-cost hospital treatment of primary health care for indigent patients be shifted
to lower cost delivery systems (McDermott. 2007).
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Study Comparing Specialty & Not-For-Profit Hospitals
In another study, Greenwald et al. (2006) clarified and compared community benefits of

for-profit specialty hospitals and their not-for-profit competitors. Based on the ten specialty
hospitals and twenty one community hospitals in six cities, which they studied, they found that
specialty hospitals incurred a greater net community benefit burden than their not-for-profit
competitors (End notes'). They estimated the sum of uncompensated care costs and taxes paid
by these hospitals. They also computed the difference between uncompensated care costs and
the value of the tax exemption received by nonprofits (this definition might better account for the
value of unprofitable activities, since lower margins resuit in fower values of tax exemption).
Equating uncompensated care cost with community benefit, for comparing to taxes or tax
exemption, is a standard approach in this literature (Kane et al. 2000; Frizzel 1998; Gentry et al.
2000). Under both definitions, the specialty hospitals the authors studied provided more net
community benefits than their not-for-profit competitors as a share of total revenues: 5.5 percent
versus 2.5 percent under the first definition, and 1.0 percent versus -0.4 percent under the
second. According to the authors of this study, on average, the low community benefit burden of
not-for-profits did not justify the value of their tax exemption. The higher net community benefits
generated by specialty hospitals were atiributable almost entirely to the taxes they paid as for-
profit entities. Their results are also generally consistent with findings that uncompensated care in
not-for-profits costs somewhat less than the value of their tax exemption (Kane et al. 2000;
Frizzel. 1998; Gentry et al. 2000).
) on Economic & Policy Analysis of Specialty Hospitals

This study report is based on data from four different sources. All sections rely on data
drawn from published studies and reports (Schneider et al. 2005). For some of the arguments
and analyses undertaken by the authors, there is limited relevant published literature and reports,
primarily because the debates over pros and cons of specialty hospitals are a relatively new
occurrence. In cases where there is an insufficient supply of published data and analyses, the
authors conducted analyses based on data collected from (1) site visits, (2) secondary data

sources, and (3) their own survey of specialty hospitals. The secondary data sources used for this
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analysis include Medicare Cost Reports (HCRIS), quality data from Health Grades, and market
area data from the Bureau of Health Profession’s Area Resource File (ARF).

Throughout the report, the authors describe some of the findings from case studies of five
surgical hospitals, two in central California and three in South Dakota. These states were chosen
due to the relatively high proportion and maturity of specialty hospitals. Site visits generally
involved question and answer sessions with all levels of the management team (including
physician owners) at each facility, followed by tours. Also provided were documents on
management strategy, quality assurance, consumer satisfaction, physician ownership, and cost
management. The main goal of the site visits was to improve the authors’ understanding of the
layout and functioning of specialty hospitals. In addition to secondary data and site visits, the
authors conducted a survey of the 70 specialty hospitals belonging to the American Surgical
Hospital Association (ASHA). The survey achieved a 50 percent response rate, but incorporating
existing data from ASHA resulted in item-level response rates ranging from 50 to 90 percent.
Descriptive statistics from the survey are provided in Appendix A and the survey instrument is
provided in Appendix B.

Although specialty hospitals generally provide less charity care per facility (approximately
2.1 percent of gross patient care revenues, Appendix A), they contribute on average
approximately $2 million annually in state and federal taxes (Schneider et al. 2005). This
represents an additional 5.1 percent of gross patient care revenues (Appendix A). The combined
7.2 percent of gross patient care revenues exceeds the average charity care provision of tax-
exempt general hospitals, which is approximately 5 to 8 percent of revenues, American Hospital
Association (AHA. 2005).

Older Studies in the Provision of Uncompensated Care

There are numerous other empirical studies on the provision of charity care. Interpreting
this literature is complicated, however, not only by the mixed results of prior studies, but also by
the dramatic changes which have affected the U.S. health care system in recent years. A number
of studies using data from the 1980s have examined the provision of uncompensated care by

hospitals. Studies using national data tend to find nonprofits providing slightly more charity care



than for-profits, though the rates are generally quite similar, especially when compared to the
much higher amounts provided by public hospitals (Gray 1991; Frank et al. 1990). Similarly,
analyses of self-reported American Hospital Association (AHA) figures consistently find littte
difference between the two private hospital types (with uncompensated care typically
representing around 4 percent of gross patient revenues), and sometimes even indicate that for-
profits provide a slightly higher level of uncompensated care than do nonprofits (Gray 1991; GAO
1990).

Papers by Weissman (1996) and Mann, et al. (1997) document changes in the
distribution of uncompensated care over the 1980s and early 1990s. While total uncompensated
care as a percentage of hospital costs has remained a fairly constant 6 percent, the relative
shares of various hospital types has changed. Public hospitals have always provided more
uncompensated care than private hospitals, both as a percentage of their total costs and relative
to their overall market share. Between the early 1980s and mid-1990s, public hospitals’ share of
uncompensated care expenditures increased. Mann, et al. (1997) show that the increase was
most pronounced for public hospitals in urban areas. Figures presented by both Weissman and
Mann, et al. indicate that among private hospitals, nonprofits provided slightly more
uncompensated care than for-profits in the early 1980s, but the difference between the two had
decreased by the early to mid-1990s. One problem with national studies is that comparisons
between nonprofit and for-profit hospitals may be confounded by inter-state differences in
economic conditions and public policies affecting the need for charity care. Gray (1991) argues
that for-profits tend to locate in states with a relatively low need for charity care. Studies by
Ermann and Gabel (1985) and Norton and Staiger (1994) also suggest that differences across
ownership type in the provision of charity care are strongly influenced by differences in where for-
profit, nonprofit, and public hospitals locate. These problems are mitigated somewhat in studies
which compare nonprofit and for-profit hospitals within a particular state.

Focusing on five states with significant for-profit sectors, Lewin, et al. (1988) find that, in
most cases, nonprofits provide more uncompensated care than do for-profits—ranging from

about 50 percent more in Florida (7.6 percent versus 4.9 percent) and North Carolina (6.7 percent
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versus 4.8 percent) to more than twice as much (10.5 percent versus 4.8 percent) in Tennessee.
The one exception is California, where for-profits and nonprofits provide about the same low
amount of uncompensated care (just 3 percent of total expenses). Similar figures are reported by
Gray (1991) and the General Accounting Office, GAO (1990), though this isn’t surprising since
the data come mostly from the same sources. The atypical California findings are generally
attributed to the very low overall level of uncompensated care in the state. This, in tumn, is
attributed to Califomia’s historically generous Medicaid program (called MediCal), and its fairly
large public hospital system—since otherwise, with its higher than average rates of uninsured,
California might be expected to have higher than average levels of uncompensated care (End
notes'). Because of its size, diversity, and well-established hospital ownership mix, California
hospitals have been studied perhaps more than any others with regard to the provision of
uncompensated care. The majority of studies using data from California find essentially no
difference between nonprofits and for-profits in terms of the provision of uncompensated care,
and some suggest that for-profits may provide somewhat more.
Study on the Threat of Charity Care at Not-For-Profit Hospitals

Another study clearly demonstrates that not-for-profit hospital managers are faced with
declining profitability and are challenged to reduce hospital-operating expenses while meeting
their charitable mission (Harrison et al. 2004). Additionally, the greater size and increased clinical
complexity of not-for-profit hospitals are increasing organizational overhead. In many cases, the
increased clinical complexity is a commitment to the organizational mission of providing a full
range of services to the community. From a policy perspective, the study suggests that not-for-
profit hospitals have aging facilities and reduced cash flow due to lower profit margins. As a
result, many not-for-profit hospitals face potential bankruptcy and closure (Harrison et al. 2004).
This study clearly documents a threat to the provision of charity care in local communities and the
long-term viability of the not-for-profit health care industry in the United States. Not-for-profit
hospitals provide significant charitable services to their local communities. The delivery of
charitable services relieves the government of many of the financial and administrative burdens of
providing charitable care in exchange for favorable tax advantages. Unfortunately, these
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advantages are only marginally mitigating the heightened organizational and environmental
challenges that not-for-profit hospitals face. These hospitals may be jeopardizing their long-term
survival by striving to achieve their core not-for-profit missions and objectives.

Not-for-profit hospitals historically operated with significant revenues from charitable
sources and other donations. Currently, these donations represent a small percentage of total
income as insurance, government, and other third-party payers have assumed primary payment
responsibility. As a result, not-for-profit hospitals are being challenged to increase efficiency to
gain greater access to capital and remain competitive in the changing heaith care market.
Furthermore, governments at alf levels are requiring not-for-profit hospitals to provide higher
volumes of charitable care to continue justifying their tax exemptions. Not-for-profit hospitals are
responding to these challenges by modeling for-profit hospital organizations, including their
clinical services, internal operating procedures, efficiency measures, and focus on profitability
often to the detriment of charity care provision. According to Harrison et al (2004), as industry
pressures mount, many not-for-profit hospitals are merging, being acquired by for-profit entities,
or closing (Harrison et al. 2003). The paradox faced by not-for-profit hospitals is that their
charitable mission makes it increasingly difficult to survive in today’s competitive market. The
likelihood of hospital failure increases as more charity is provided, more Medicare patients are

served, and more uncompensated care is rendered.

COMMUNITY BENEFIT REGULATIONS & TAX IMPLICATIONS

The main study objective is to gauge if the proportion of charity care and overall
community benefits provided by non-profit hospitals is at least equal to that provided by taxable,
for-profit hospitals, plus their tax exempt amount (similar to the federal, state and local taxes
charges to for-profits), as a benchmark to maintain tax exemption. The second objective is to infer
if tax exempt not-for-profit hospitals are fulffilling their charitable missions in the Atlanta MSA, to
justify preferred tax treatment.

SUMMARY OF IRS REGULATIONS
The IRS defines not-for-profit hospitals as charitable organizations under section 501

(c)(3) of the Internal Revenue Code, despite the fact that hospitals are not specifically named in
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the document. The IRS has developed a practical definition of community benefits for the purpose
of granting tax exemptions. The federal criteria for providing tax exemptions to nonprofit hospitals
have changed over time and have been gradually loosened.

Initially, the IRS determined in Revenue Ruling 56-185 that to be tax exempt, a hospital
“must be operated to the extent of its financial ability for those not able to pay for the services
rendered, and not exclusively for those who are able and expected to pay (IRS. 1956).” That
1956 revenue ruling specified clearly that bad debt did not constitute charity and that incurring
bad debt did not satisfy the criteria for the tax exemption. The IRS criteria included a charity-care
requirement, meaning specifically that, as not-for-profit hospitals began serving the whole
community, instead of limiting services to the indigent, the IRS revised how it granted tax-exempt
status to hospitals.

In 1969, Revenue Ruling 69-545 created the "Community Benefit Standard” as a metric
to determine whether or not a hospital should be granted tax-exempt status (IRS. 1969). The IRS
significantly loosened the criteria for nonprofit hospitals to receive the federal income tax
exemption and defined promoting the health of any broad class of persons as a community
benefit, including, perhaps, such activities as charity care, health screening, community education
about health risks, emergency room services, and basic research (IRS. 1969; CBO. 2008). A
hospital could satisfy the 1969 community-benefit requirement by offering emergency room
services to all people regardless of their ability to pay, even if the hospital did not otherwise admit
individuals who were unable to pay. The IRS identified five factors for this determination: (1)
whether a board of trustees control the hospital, and if so, whether civic leaders control the board;
(2) whether a hospital extends privileges to all qualified physicians in the area; (3) whether the
hospital operates an active and accessible emergency room, regardless of patients' ability to pay.
This ruling, however, was overruled in Revenue Ruling 83-157 in 1983, (IRS. 1983); (4) whether
the hospital provides medical care to all persons able to pay; and (5) whether surplus funds,
when used, improve the quality of patient care. Factors 1 and 5 (whether community leaders or
shareholders determine the direction of the hospital and whether eamings are reinvested or
distributed) are perhaps most widely associated with tax-status determination.
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In 1983, the IRS loosened the guidelines further when it specified that a nonprofit hospital
could receive the federal income tax exemption even if it did not operate an emergency room
(IRS. 1983; CBO. 2006).

Qualification for Tax Exemption: Federal and State

Federal Tax

IRS's community benefit standard that hospitals must meet to qualify for federal tax
exemption provides broad latitude to the hospitals in determining the nature and amount of the
community benefits they provide, as indicated (GAOQ. 2008). Specifically, IRS, in a 1969 revenue
ruling that established the current community benefit standard, modified the existing tax-
exemption requirement that focused primarily on the level of charity care that a hospital provided
(IRS. 1969). This 1969 revenue ruling also listed the five factors that demonstrated how a
nonprofit hospital could benefit the community in a way that relieved governmental burden and
promoted general welfare. The five factors were (1) the operation of an emergency room open to
all members of the community without regard to ability to pay; (2) a governance board composed
of independent civic leaders; (3) the use of surplus revenue for facilities improvement, patient
care, and medical training, education, and research; (4) the provision of inpatient hospital care for
all persons in the community able to pay, including those covered by Medicare and Medicaid; and
(5) an open medical staff with privileges available to all qualifying physicians, (IRS. 1968). While
IRS recognized these five factors as supportive of a nonprofit hospital's tax-exempt status, it also
stated that a nonprofit hospital seeking exemption need not meet all five factors to qualify for tax-
exempt status; instead, the determination is based on all the facts and circumstances, and the
absence of a particular factor may not necessarily be conclusive. As stated by the Commissioner
of Internal Revenue, some of the five factors are now common practice in the hospital community
and are less relevant in distinguishing tax-exempt hospitals from their for-profit counterparts
(Statement of Mark Everson, Commissioner of Internal Revenue, testimony before the full House
Committee on Ways and Means, May 26, 2005). For example, having an open medical staff,
participating in Medicare and Medicaid, and treating all emergency patients without regard to

ability to pay are common features of both tax-exempt and for-profit hospitals.
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Although the focus of IRS policy is no longer the level of charity care that hospitals
provide, the 1956 revenue ruling remains relevant, and IRS and various courts have continued to
take into account the extent to which a hospital provides charity care when determining an
organization’s tax-exempt status. For example, among the factors that the Tax Court and several
United States Courts of Appeals have considered in determining whether an organization met
IRS's tax exemption requirements were existence of a charity care policy, provision of free or
below-cost services to individuals financially unable to make the required payments, and
provision of additional community benefit—other than making hospital services available to all in
the community—that either further the function of govemment-funded institutions or would not
likely be provided within the community without a hospital subsidy (GAO. 2008).

State Tax

To qualify for exemption from state corporate income taxes and for exemption from state
and local property and sales taxes, hospitals are subject to local requirements that may differ
from federal requirements. State and local goverments have, in many cases, required that, in
order to receive tax exemptions, hospitals meet standards that are stricter than those imposed by
the IRS (CBO. 2006). Furthermore, state community benefit requirements that hospitals must
meet in order to qualify for state tax-exempt or nonprofit status vary substantially in scope and
detail (GAO.2008). In addition to the variation in scope among state community benefit
requirements, the level of detail among such requirements also varies substantially (GAO. 2008).
Specifically, of the 15 states with community benefit requirements, 10 states have detailed
requirements and 5 states have less detailed requirements. The 10 states with detailed
requirements are Califonia, Idaho, lllinois, Indiana, Maryland, New Hampshire, New York,
Pennsylvania, Texas, and West Virginia. The five states with less detaited requirements are
Alabama, Colorado, Mississippi, North Dakota, and Wyoming. The community benefit
requirements of the 10 detailed states typically include some combination of the following factors:
a definition of community benefit, requirements for a community benefit plan that sets forth how
the hospital will provide community benefits, community benefit reporting requirements, and

penalties for non compliance. For example, Califomnia requires its nonprofit hospitals to adopt and
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annually update a community benefit plan, and annually submit a description of community
benefit activities provided and their economic values, among other things (GAO. 2008). Similarly,
Illinois requires its hospitals to develop an organizational mission statement and a community
benefits plan for serving the community’s health care needs, and to submit an annual report of its
community benefits plan, including a disclosure of the amount and types of community benefits
actually provided (GAO. 2008). These states also typically define community benefit using
examples of, and guidance on, the types of activities considered to be community benefit. For
example, lllinois defines community benefit using examples of activities that the state considers to
be community benefit and Maryland defines community benefit using both examples and
guidance (GAO. 2008). Hlinois defines community benefit to include the unreimbursed cost of
providing charity care, language assistant services, government-sponsored indigent health care,
donations, volunteer services, education, govemment-sponsored program services, research,
subsidized health services, and collecting bad debts. lllinois’ definition explicitly excludes the cost
of paying taxes or other govemmental assessments (GAO. 20080. Maryland defines community
benefit as an activity that is intended to address community needs and priorities primarily through
disease prevention and improvement of health status, including health services provided to
vuinerable or underserved populations, such as Medicaid, Medicare, or Maryland Children’s
Health Program enrollees; financial or in-kind support of public heaith programs; donations of
funds, property, or other resources that contribute to a community priority; heatth care cost
containment activities; and health education, screening, and prevention services (GAQO. 2008). in
contrast, the remaining five states with less-detailed requirements either only require the
provision of charity care or do not provide guidance on what counts as community benefit. For
example, Alabama’s requirement only provides that charity care must constitute at least 15
percent of a hospital's business in order for the hospital to be exempt from property tax and
Wyoming's requirement does not specify which activities its nonprofit hospitals must provide, but
makes clear that hospitals must provide benefit to the community to obtain or maintain
tax-exempt status. In 1985, the Utah Supreme Court ruled that, to qualify for the property-tax

exemption, hospitals must engage in some “act of giving,” such as providing charity care (CBO.
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2006). In Hllinois, property-tax exemptions are limited to nonprofit hospitais that dispense charity
care to all who need it (CBO. 2006). Some states have already taken or have proposed taking the
additional step of imposing specific reporting and performance requirements on nonprofit
hospitals (CBO. 2006). For example, in Texas, to receive a property-tax exemption, nonprofit
hospitals must regularly report on the charity care and other community benefits that they provide
and must meet specified quantitative standards (Kathryn. 2005). Those state and local
requirements can represent significant constraints on nonprofit hospitals, given the financial value
to nonprofit hospitals of the exemptions from state and local taxes.
The Value of Tax Exemptions for Nonprofit Hospitals

The Joint Committee on Taxation (JCT) recently examined the value to nonprofit
hospitals and their supporting organizations of the major tax exemptions they receive from
federal, state, and local governments (CBO. 2006). Together, the value of the various tax
exemptions in 2002 was estimated to be $12.8 billion, with exemptions from federal taxes
accounting for about half of the total and exemptions from state and local taxes accounting for the
remaining half (Table below). JCT also estimated the value of some of the tax exemptions for
nonprofit hospitals located in the five states for which uncompensated-care data were available.
In the five states (California, Florida, Georgia, Indiana, and Texas), in which CBO undertook the
study: non- profit hospitals and the provision of Community Benefit, the exemptions from federal
and state corporate income taxes, state and local sales taxes, and local property taxes were
valued at $2.5 billion. (Two important categories of tax exemptions—tax-exempt bond financing
and the deductibility of charitable contributions—were included in the national totais but not

available for the five states and not included in the five-state total).

Estimated Value of Tax Exemptions
Provided to Nonprofit Hospitals, 2002

Value (Billions of Dollars)

Corporate Income Tax (Federal)
Tax-Exempt-Bond Financing (Federal)
Charitable Contributions (Federal)
Corporate Income Tax (State)

Sales Tax (State and local)

Property Tax (Local)

Total

RN == N
O ® O
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In terms of reduced tax revenues, the costs to the various levels of government of the tax
exemptions for nonprofit hospitals are difficult to quantify. Part of the difficulty in measuring the
value of the tax exemptions arises from the fact that nonprofits, because of their tax-exempt
status, do not file the same types of tax retums as for-profits and, thus, do not provide some
information needed to calculate their potential tax liability (CBO. 2006). A more fundamental issue
in valuing the tax exemptions provided to nonprofits is the fact that nonprofit hospitals, if they
were to lose their tax-exempt status, would likely change their behavior, more likely to mirror
other for-profits. This might be a desired outcome.

SUMMARY OF COMMUNITY BENEFIT
Defining Community Ben

The current interpretation and application of the Community Benefit Standard by the IRS
is determined by the Healthcare Provider Reference Guide, which is available to providers on the
IRS web site, www.irs.gov. This reference guide includes an exemption checklist and is a tool for
both IRS agents and providers who want insight into the current tax-exemption standards. The
2004 guide communicates that tax-exempt healthcare providers must also meet the 501 (c) (3)
standards in addition to the Community Benefit Standard outlined in Revenue Ruling 69-545; it
also expands the definition of charity care to include medical research. The guide also follows
questions provided by the IRS in a March 2001 Field Service Advice Memorandum, which
clarified the requirements of the Community Benefit Standard (Broccolo 2004). To evaluate how
nonprofit hospitals currently meet the community benefits standard, the IRS recently distributed a
questionnaire to a selected group of nonprofit hospitals to invite responses relating to a variety of
issues relating to Community Benefit and executive compensation, among other aspects relating
operations and provision of care to the community(IRS. 2007; 2008).

Although nonprofit hospitals receive tax exemptions, in return for providing community
benefits, there is little consensus on what constitutes a community benefit or how to measure
community benefits. In the academic literature, community benefits have been defined as “those
programs and services that are generally thought to be provided at low or negative margin and

are intended to improve access by disadvantaged groups or to address important health care
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matters for a defined population (Weissman. 1996).” Community benefits and collective goods
are linked—if a hospital chooses to provide a particular medical service despite its being
unprofitable, that may indicate that the hospital views that service as a collective good that is
worth providing because it benefits the community (CBO. 2008). In identifying and measuring the
community benefits that hospitals provide, it seems reasonable, therefore, to focus on services
that are uncompensated or relatively unprofitable.

The Catholic Health Association (CHA) recently released a set of guidelines for hospitals
to use in identifying community benefits, which was a modification and improvement of an earlier
framework, which was referred to as accepted standard and followed by hospitals, policy makers,
and federal and state governments (CHA. 2008). CHA'’s guidelines, which are in some ways
stricter than the IRS’s standards, specify that community benefits should include services that are
“offered to the broad community [and] designed to improve community health,” and for which the
hospital either is not compensated at all or is undercompensated relative to the costs of providing
the service. CHA guidelines include charity care as a community benefit but specifically exclude
bad debt (CHA. 2006).

Differential Tax Treatment and Community Benefit tion

Nonprofit hospitals receive tax exemptions that allow them to use funds that would have
been paid in taxes for patient care or other purposes. Tax exemptions provided to nonprofit
hospitals, therefore, can be viewed as a form of government subsidy for the activities of a certain
type of hospital. Whether that subsidy is justified from a public policy perspective depends on
whether policymakers believe that the activities of hospitals in general should be subsidized, and,
if so, whether those subsidies should be targeted at hospitals that organize themselves as
nonprofits (CB0.2006). One possible rationale for providing tax exemptions to nonprofit hospitals
would be if nonprofit hospitals tended to provide more collective goods than did for profit
hospitals. The provision of uncompensated medical care to an indigent individual might be
thought of as a type of collective good: the medical care directly benefits the indigent individual
who receives it and might also benefit members of the community (by fulfilling compassionate

impulses, for example, or by preventing the spread of a communicable disease). Collective goods
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are defined as goods or services that, when used or consumed, generate well-being or utility for
more than one individual at the same time (Burton. 1998). Tax exemptions for nonprofit hospitais
are one approach to promoting the provision of collective goods and other approaches are
identified as well (CBO. 2006). The managers of nonprofit organizations, because they do not
directly receive the profits from the activities they overéee, might, in principle, be more willing than
the managers of for-profit firms to provide collective goods when doing so is unprofitable

(End Notes™).
ADVANTAGES & DISADVANTAGES IN LITERATURE

The subject is filled with challenges and opportunities. There are documented benefits
and pitfalls in the way charity care and overall Community Benefits are treated currently. Studies
have reviewed the performance of hospitals and attempted to find out what approach or
framework should be adopted to standardize the definition, measurement, and reporting of charity
care, bad debt, shortfalls in the cost versus payments of various means-tested programs, such
SCHIP, Medicaid, state and/or local indigent care, and the diverse community programs
undertaken by the hospitals. Changing the landscape of Community Benefit definition and
transparency in the measurement and reporting standards would be first steps towards effectively
and efficiently computing and evaluating the provision of Community Benefit for not-for-profit
hospitals to better comprehend the challenge of tax dollars saved and costs of caring for
Community.

The disadvantages in the literature highlight the numerous limitations while comparing
the two types of hospitals. They range from the discrepancies in the variables (charity care, bad
debt, shortfalls, community programs, medical education and training, research, etc. ) institutions
include and the way they are reported to an array of mismatch of demographic variables (the
county, indigent population from neighboring counties, population mix, payer mix, per-capita
income mix, insurance coverage mix, health status mix, ethnic mix, age and sex mix), to
mismatch in the characteristics of hospitals (size, ownership, resources utilization, operational
strategies & priorities, geographic & market vaniables), to case mix index (comparing severity of
iliness and policies and activities of the two types of hospitals towards dealing with this issue), to
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deciding on what is Community Benefit and what to measure and how to report. From this
perspective until all statistically significant variables are included in the analysis, errors of validity,
accuracy, refiability and confounding would result and deem the findings unacceptable. Thus it is
not easy to impose new policy and regulatory rulings based on interpretation of a few research
findings, whose focus of study objectives differ, and penalize not-for-profit hospitals by revoking
tax exemption or eliminating or reducing payments. This would have unintended, serious and far
reaching consequence, to our healthcare delivery and health status management landscape.
Some examples support the challenges and opportunities.
Reference to GAO and CBO studies

In 2005, the Government Accountability Office (GAO) reported on the amount of
uncompensated care that nonprofit, for-profit, and government hospitals provided (End Notes';
GAO. 2005 b). GAO found that nonprofit hospitals devoted only slightly more of their patient
operating expenses to uncompensated care, on average, than their for-profit counterparts. GAO
also found that the burden of uncompensated care was not evenly distributed among nonprofit
hospitals—a small number of nonprofit hospitals provided substantially more uncompensated
care than other hospitals receiving the same tax preference. In 2006, the Congressional Budget
Office (CBO) also reported wide variation in the provision of uncompensated care among
nonprofit hospitals (End Notes'®; CBO. 2006). These studies indicated that nonprofit hospitals
may not be defining community benefit in a consistent manner that would enable policymakers to
hold them accountable for providing benefits commensurate with their tax-exempt status (GAO.
2008).
LCharity Care & Bad Debt

Consensus exists among the standards and guidance that nonprofit hospitals use to
define charity care as community benefit (GAO. 2008). Specifically, among the five government
and industry guidance documents GAO examined, fow—IRS, AHA, CHA & VHA, and HFMA—
define charity care as community benefit, as did all four state hospital associations we
interviewed. While CMS does not have a position on community benefit, its reporting instrument
collects information on uncompensated care and defines the term to include charity care. CMS



56

added this reporting instrument pursuant to section 112(b) of the BBRA, which does not use the
term “community benefit,” but requires short stay, acute care hospitals to submit data on costs
incurred by the hospital for providing services for which the hospital is not compensated, including
non-Medicare bad debt, charity care, and charges for Medicaid and indigent care GAO. 2008). In
addition, of the 15 states with community benefit requirements, 14 either explicitly define
community benefit to include charity care or, in the absence of a definition, mention charity care
as an example of community benefit SGAO. 2008).

Consensus does not exist among the standards and guidance that nonprofit hospitals
use to define bad debt as community benefit (GAO. 2008). Among the five government and
industry guidance documents GAO examined, CHA & VHA, and HFMA—specify that bad debt
should not be defined as community benefit. CHA & VHA state that hospitals have the
responsibility to better identify patients eligible for charity care, and thus distinguish charity care
from bad debt (GAO. 2008). Making such charity care determinations is based in large part on
information supplied by the patient or on the patient’s behalf in the form of documentation, such
as federal tax retumns, pay stubs, bank statements, etc. There are many reasons that hospitals
may be unable to obtain the necessary documentation. For example, a hospital association
official GAO spoke with stated that hospitals are required to treat and stabilize emergency
patients before inquiring about the patients’ need for charity care, but patients may leave the
hospital before hospital officials can speak to them about financial assistance (GAO. 2008). Other
reasons include patient embarrassment or a lack of understanding of the hospital’'s charity care
policy. Citing the difficulty of obtaining appropriate documentation to determine charity care
eligibility, HFMA, while it does not define bad debt as community benefit, has stated that hospital
charity care policies should address how to determine eligibility when patients do not provide
sufficient information to formally make a determination (GAO. 2008). Specifically, HFMA stated
that hospitals may refer to external sources, such as credit reports, to help support charity care
determinations (GAO. 2008). Some of the hospital and hospital assaciation officials GAO spoke
with are either using or exploring the possibility of using external sources, such as zip codes in
conjunction with per-capita income data, credit reports, and migrant worker status, as proxies to
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make charity care eligibility determinations in the absence of patient-provided documentation
(GAO. 2008). HFMA further stated that providers should make every effort to determine charity
care eligibility before or at the time of service, but such determinations can also be made during a
specific time period following patient care (GAO. 2008). In contrast, AHA defines bad debt as
community benefit, as do three of the four state hqspital associations GAO interviewed (GAO.
2008). AHA assetts that it should be defined as community benefit because the majority of bad
debt is attributable to low-income patients who would qualify for charity care if hospitals were able
to obtain the necessary documentation to formally make this determination (GAO. 2008).

IRS, on the other hand, has not taken a position on whether to define bad debt as
community benefit (GAO. 2008. IRS. 2008). The agency recognizes the divergence of practices
and views in this area and, as stated by its officials, would like more information on the amount of
bad debt attributable to low-income patients. As a result, IRS's community benefit reporting
instrument—¥Form 990, Schedule H—will coliect data on bad debt separately from the list of
hospital activities that are traditionally included as community benefit, permit hospitals to explain
why certain portions of bad debt should be defined as community benefit, and allow hospitals to
estimate how much bad debt is attributable to low-income patients (IRS. 2008; GAO. 2008). CMS
does not have a position on community benefit; however, its reporting instrument collects
information on uncompensated care and defines the term to include bad debt (GAO. 2008. CMS
Form, Appendix X). State community benefit requirements vary in whether they define bad debt
as community benefit. Of the 15 states with community benefit requirements, 3 states explicitly
include bad debt as community benefit, 2 states explicitly exclude bad debt, and 10 states do not
specify.

RESEARCH QUESTIONS

1. How do not-for-profit hospitals compare with their for-profit counterparts, in the

provision of community benefit as a percentage of net revenue, in Metropolitan Statistical

Area (MSA) Atlanta?

2. Are tax exempt not-for-profit hospitals fulfilling their charitable missions in the MSA

Atlanta market, to justify preferential tax treatment?
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METHODOLOGY

Study Design

My research design is a descriptive, retrospective, comparative case study analysis of
the amount of community benefit, as a percentage of net revenue, which not-for-hospitals provide
in comparison to that provided by for-profit hospitals in MSA Atianta.

The study focuses on charges, cost, and revenues attributable to uncompensated care,
SCHIP, Medicaid, and Georgia Indigent Care Program data from Medicare Cost Report.

The study’s aim is to study Medicare Cost Report data to arrive at an unbiased review of
whether tax exemption to not-for-profit hospitals is justifiable.

The study focuses on three approaches to Community Benefit provided by not-for-profit
hospitals and for-profit hospitals, namely, 1. Comparing the two groups’ Community Benefit within
a similar revenue size, 2. Comparing the Average Community Benefit of the entire not-for-profit
group with the for-profit group, and, 3. Comparing the Median Community Benefit among the two
groups.

For this study and for the purpose of comparing the two types of hospitals, the following
table lists the expenditures in relation to net revenue for calculating community benefit, as well as
government subsidies or offset payments to DSH qualifying hospitals, which will be deducted:

Table 1: Qualifying Expenditures and Payments for Community Benefit Calculation

1. Uncompensated Care Cost (According to what is reported in the Medicare Cost
Report)

SCHIP payment Shortfall
Medicaid Payment Shorifall

> » BN

Georgia Indigent Care Payment Shortfall
5. Income Tax (Federal & State)

6. Property Tax
7. DSH Payments to Qualifying hospitals
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Population under Stud
The population studied consists of two groups of hospitals. One group comprises tax

exempt, not-for-profit hospitals in the Metro-Atlanta area and the second group is the tax-paying,
for-profit hospitals in the same Metro-Atlanta area. The MSA Atlanta hospital list was provided by
Georgia Hospital Association (GHA). The list originally included 27 not-for-profit hospitals, but due
to lack of availability of data, 10 were omitted. The resulting 17 hospitals are well represented
across a wide revenue size range and there is a matching revenue size range for the for-profit
hospital group of 7. The number of hospitals in the for-profit group was originally 9, but two were
dropped due to inadequate data. The final list is tabulated in Table 2A & 28 beiow.

The hospitals in both the groups are well distributed across the Atlanta MSA, with some
directly in the Atlanta city location, while the others are spread out in the remaining MSA (map in
Appendix T). All the hospitals have been operating for over 10 years, and are considered

community hospitals within their MSA Atlanta counties.

Table 2A: Revenue Size based Listing of Not-For-Profit Hospitals in Atianta MSA

No MCHWd Facility Name City Revenue Size
1 110042{WeliStar Paulding Hospital Dallas Under $100 M
2 112007 |WeliStar Windy Hill Hospital Marietta Under $100 M
3 110015|Tanner Medical Center/Villa Rica Villa Rica Under $100 M
4 110183|Emory-Adventist Hospital Smyma $100M - Under $250 M
5 110018|Newton Medical Center Covington $100M - Under $250 M
6 110161 |Northside Hospital-Cherokee Canton $100M - Under $250 M
7 110011 |Tanner Medical Center/Carrollion Carroliton $250M - Under $500 M
8 110091 |Rockdale Hospital & Health Systems Conyers $250M - Under $500 M
9 110215]Piedmont Fayette Hospital Fayetteville = $250M - Under $500 M
10 110165/Southern Regional Medical Center Riverdale $5000M - Under $1 B
11 110143 |WeliStar Cobb Hospital Austell $5000M - Under $1 B
12 110078}Emory Crawford Long Hospital Atlanta $5000M - Under $1 B
13 110082{Saint Joseph's Hospital of Atlanta Atlanta Over $1 B
14 110079 |Grady Memorial Hospital Atlanta Over $1 B
15 110083 |Piedmont Hospital Atlanta Over $1B
16 110035 ]WellStar Kennestone Hospital Marietta Over $1B
17 110161|Northside Hospital Atlanta Over$1B
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Table 2B: Revenue Size based Listing of For-Profit Hospitals in Atlanta MSA

No MCid Facility Name Ownership City Revenue Size
1 110045|Barrow Community Hospital HMA Winder Under $100 M
2 110046|Walton Regional Medical Center HMA Monroe  $100M - Under $250 M
3 110030|Cartersville Medical Center HCA Cartersville ~ $250M - Under $500 M
4 110031|Spalding Regional Hospital Tenet Griffin $5000M - Under $1B
5 110219{South Fulton Medical Center Tenet EastPoint  $5000M - Under $1B
6 110198|North Fulton Regional Hospital Tenet Roswell $5000M - Under $1B
7 110115/Atianta Medical Center Tenet Atlanta Over$1B

DATA SOURCES

The secondary data sources to be used for the analysis include Medicare Cost Reports
and Disproportionate Share Hospital (DSH) data from Centers for Medicare and Medicaid (CMS)
website. Georgia Hospital Medicare provider id and list of not-for-hospitals and for-profit hospitals
in MSA Atlanta were obtained from Georgia Hospital Association (GHA), and income and
property tax information from the for-profit hospital corporate offices of Tenet, HMA, and HCA.

The variables data, other than DSH and the tax data, was based on the list in Appendix
A. These variables are based on hospital reporting in their location in CMS form 2552-96, section
S-10 (hospital uncompensated care data) and G3 (statement of revenue and expenses). The
reported data files were obtained from two sources to compare and cross reference for errors and
accuracy: Dr. Richard Lindrooth, Project Committee Chair, Medical University of South Carolina
and Cleverley and Associates. Dr. Bill Cleverley was one of the professors in my Healthcare

Financial Management Course.
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Table 3: 2007 Year Ending Variables and their Sources (Details in Appendix A)

Variable
Patient Revenues (Total & Net), Expenses, Net Income & Margin

Ratio of Cost to Charges

Uncompensated Care Charges and Cost

SCHIP Charges, Cost, and Revenue

Medicaid Charges, Cost, and Revenue

Georgia Indigent Care Program Cost, Charges, Revenue

DSH Payments
Taxes (Federal, State and Property)

Medicare Id and List of MSA Atlanta Hospitals

Data Source
Medicare Cost
Report
Medicare Cost
Report
Medicare Cost
Report
Medicare Cost
Report
Medicare Cost
Report
Medicare Cost
Report

CMS Website

Corporate
Offices of
HCA, HMA,
and Tenet

Robert Bolden
Vice President
Georgia Hospital
Association

The researcher believes that the analysis of data would result in valid and reliable

findings assuming that the data reported and available from the sources are reliable, and the tax

treatment acceptable. It is generally understood that all reporting entities, including hospitals,

prepare their financial statements according to Generally Accepted Accounting Principles

(GAAP), but it is also a well known fact that organizations, hospitals included, do attempt to use

creative methods to boost their operating and financial outcomes.
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DATA ANALYSIS

Based on the data available and collected, | have quantitatively analyzed the data and
computed community benefit share of net revenue from three approaches, as mentioned in the
study design. For these approaches, the Community Benefit is calculated by adding the
percentage of net revenue of six identified variables, which are recognized currently as providing
Community Benefit (CHA. 2005; AHA. 2006). These are uncompensated care cost, shorifall in
SCHIP payment, shortfall in Medicaid payment, shortfall in Georgia Indigent Care Program
Payment, Federal & State Income Tax and Property Tax. Community Benefit is calculated in

accordance with the formula below:

Table 4: Community Benefit Calculation for Not-For-Profit & For-Profit Hospitals.

Community Benefit =

Uncompensated care cost + Shorifalls in (SCHIP + Medicaid + Georgia Indigent Care) -
DSH

Net Patient Revenue

Three methods were utilized to calculate and compare the Community Benefit provided
by not-for-profit hospitals and for-profit hospitals. The first approach,1. Organized the two groups
of hospitals into corresponding revenue sizes, i.e., a. Under $100M, b. $100M — Under $250M, c.
$250M — Under $500M, d. $500M —~ Under $1B, and e. $ Over 1B. The 17 not-for profit hospitals
and 7 for-profit hospitals were grouped within respective revenue sizes and their Community
Benefits analyzed with respect to net revenues for each revenue size and compared, and the
second approach, 2. Rank ordered all the hospitals in both the groups from the lowest total
revenue to the highest total revenue and the average Community Benefit was calculated once
again with respect to net revenue. Bath groups of hospitals were then compared with each other,
and the third approach, 3. Rank ordered all the hospitals in both the groups from the lowest total
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revenue to the highest total revenue and the median Community Benefit was calculated once

again with respect to net revenue. Both groups of hospitals were then compared with each other.
RESULTS

All data collected and analyzed are provided in Appendix A to Y. The not-for-profit and
for-profit Community Benefit analysis are illustrated in the Appendices section and the complete
list of variables and their locations of access, as well as map of MSA Atlanta (Appendix T), List of
Hospitals (Appendix U), new IRS Form 990 Schedule H (Appendix V), Glossary (Appendix W),
county profiles of the two types of hospitals (Appendix X), and county population breakdown
(Appendix Y) are also included in the appendices.

In Appendix B and Appendix C, for example, the Community Benefit calculations are
tabulated for not-for-profit and for-profit hospitals respectively within five distinct revenue sizes.
Tables 5A and 5B below show tabulation of operating results of the not-for-profit and for-profit
hospitals grouped within revenue size. Two tax rate scenarios 1 & 2 at 4.8% and 2.74% (at the
reduced rate, due to adjusting for three for-profits with negative margins) are calculated and the
two groups compared. Appendix D is a tabulation of the Average and Median Community
Benefits for the two groups of hospitals with tax burden shared by for-profit hospitals compared
with not-for-profit hospitals. Appendix E to M tabulates and analyzes the data for the individual
variables contributing to the total Community Benefit, such as uncompensated care cost, and
shorifalls for SCHIP, Medicaid, and Georgia Indigent Care Program. Each of these variables’ cost
and shortfall as a percent of net revenue are calculated in these Appendices. Finally Appendix N
and O tabulates and analyzes the DSH payments received by not-for-profit and for-profit hospitals
as percent of net revenues. Appendices P & Q relate to revenue size based profit and Community
Benefit of not-for-profits and for-profits respectively. Appendix R & S tabulate median Community
Benefit Calculations for not-for-profits and for-profits, while Appendix W is a listing of hospitals by
county.

Appendix Z is added to show what happened when the original selected list was
expanded to include all hospitals, which either reported at least one variable or none at all. The

results of the selected and all hospitals are summarized in the first section of this paper.



The 17 not-for-profit hospitals and 7 for-profit hospitals are grouped into five classes of
revenue sizes to better compare the two groups within each revenue size. As can be seen in
tables 5A, in the not-for-profit group, three hospitals fall within the first class, three in the next
class, three in the third and fourth classes and five in the fifth revenue size classification. In table
5B, the for-profit group has one hospital within the first, second, third and fifth revenue size class

while three hospitals are in the fourth revenue size class and one in the fifth revenue size.

Table 5A: Operating Results of Not-For-Profit Hospitals

Atianta Metropolitan Statistical Area Not-For-Profit Hospitals

Operating Results
Net Opersting  Income  Gross Margin
Total Patient Patient

Revenue Size Facility Name Revenue Cont Adj Revenue  Bxpenses
90638062 46542633 44095429 46723364 2628435 -2.90%
92,200023 47989588 44300435 35835422 8465013 9.17%
94431433 56308481 37,622,952 27,318539 10,304,413 10.91%
$100M - Under (Emory-Adventst Hospital 118412417 76802762 41609655 42624681 1015026  0.86%
$250M INewlon Medical Center 191534977 121,441,217 70,093,760 74480560 4,385,800 -2.29%
INorthside Hospital-Cherokee 28829893 146935708 81,894,185 82,152,722 258537 011%
$250M - Under [Tanner Medical Center/Canoliton 312501,237 183,113,758 129387479 146,199,945 16,812,466 5.38%
$500M Rockdale Hospital & Health Systems 322043620 210975930 111,067,690 120,158,608 9,000,918 -28%
Piedmont Fayette Hospital 426,106,142 284495763 141610379 143321227 1710348 040%
$500M - Under {Southern Regional Medical Center 690,612,152 453,649,201 236962,951 254,626,019 17,663,068 -256%
$1000M WellStar Cobb Hospital 742,47281 463177804 279069477 278594371 475,106 0.06%
Emory Crawford Long Hospital 940,506,061 531,065928 409,440,133 398,740,145 10,699,988 1.14%
Over $1000M [Saint Joseph's Hospital of Afianta 1,052532,404 693,232,129 359,300,275 372,904,000 13,603,725 -1.20%
(Grady Memorial Hospital 1,200,306,427 864,199,512 336,106,915 678,973,626 342,866,711  -28.56%
Piedmont Hospital 1,481,718,617 945407521 536,311,006 520,638,356 15,672,740 1.06%
WeliStar Kennestone Hospital 1,608,501,821 1,003,172,646 605,329,175 556,440,653 48,388,522 3.08%
Northside Hospital 1,621,618,625 1,003521,424 618,097,201 620,346,503 2,249,392 0.14%
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Table 5B: Operating Results of For-Profit Hospitals

Aanta Metropolitan Statistical Area For-Profit Hospitals
Operating Results
Total Patient Patient
Revenue Size  Facility Name Revenve  ConfAd  Revenue  Expenses
Under $100M | Barrow Communty Hospital (HMA) NI0163 52544326 18725836 2816390 4,090,553 5.04%

§100M - Under Wallon Regional Medical Cenler (HMA) | 106172046 71439475 34732571 BTBINT 95439 0.90%
$250M

$250M - Under (Cartersville Medical Center (HCA) 4680719393 357,480,163 110599230 81607421 091803 491%
$500M

$500M - Under |Spalding Regional Hospital (Tenet} 530015916 415865950 114149966 9853663 15613330  295%
$1000M [South Fulton Medical Center (Tene) 554025888 447511369 106514519 114322616 7808097  -Ld1X
North Fulton Regional Hospital (Tenet) | 715574720 571267098 144307623 13124970 13062653 182%

Over $1000M }MWCMUHH) }1,(!)9,485,872 769276553 240203319 245466859 5251540 5%

The tax percent used in scenario 1 assumes the approximate tax rate of 4.8%, based on
discussion with corporate offices of Tenet, HCA and HMA. This rate is applied on all the for-
profits irmespective of the nature of their net income and profit margins. The second scenario
corrects for the negative income and margins of three for-profits and uses 2.74%. Table 6A below
shows two scenarios 1 & 2, and the Average Community Benefits that not-for-profit and for-profit
hospitals provided. Out of the 17 not-for-profit hospitals, 5 did not participate in the Georgia
Indigent Care Program (GICP) and out of the 7 for-profit hospitals, 4 did not participate in GICP.
The summary of the data and analysis indicates that the not-for-profits provided 7.67% Average

Community Benefit as a group with tax exempt status and the for-profit group contributed
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Average Community Benefit of 5.83% not taking into account their Tax Contributions to
Community Benefit. When the Tax rate of 4.8% from scenario 1 is factored in, the for-profits
provided 10.63% Average Community Benefits in comparison to the 7.87% Average Community
Benefit provided by not-for-profits. When tax rate of 2.74% is used in scenario 2, the for-profits
provided 8.57% Average Community Benefit in comparison to the same 7.67% Average
Community Benefit provided by the not-for-profits. The difference in scenario 1 is 2.96% in

comparison to scenario 2, which is 0.90%.

Table 6A: Average & Total Community Benefit with 4.8% and 2.52% Tax Impact
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Table 6B below shows the Median Community Benefits that not-for-profit and for-profit
hospitals provided. Out of the 17 not-for-profit hospitals, 5 did not participate in the Georgia
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Indigent Care Program (GICP) and out of the 7 for-profit hospitals, 4 did not participate in GICP.
The summary of the data and analysis indicates that the not-for-profits provided 6.45% Median
Community Benefit as a group with tax exempt status and the for-profit group contributed Median
Community Benefit of 5.65% not taking into account their Tax Contributions to Community
Benefit. When the Tax rate of 4.8% in scenario 1 is factored in, the for-profits provided 10.45%
Median Community Benefits in comparison to the 6.45% Median Community Benefit provided by
not-for-profits. In scenario 2, when the tax rate of 2.74% is factored in, the for-profits provided
8.39% Median Community Benefit in comparison to the same 6.45% provided by the not-for-
profits.

Table 6B: Median & Total Community Benefit with 4.8% and 2.52% Tax impact

Scenario 1 Scenario 2
Tax Tax
Peroent Percent
Median Benefit  (Income +  Total (income+  Tolal
Median Median aPercentof  Property)  Community Propedy)  Community
Type of hospitals NetRevenue  Communily Benefit NetRevenue  480%  Benefit LM% Benefit

All Not-For-Profit Hospitals 141,610,379 0130030  645% 0.00% 6.45% 0.00% 645%

Al For-Profit Hospitals 110,599,230 6243904  965% 4.80% 1045% L74% 8.39%

DIFFERENCE 1008 288693  0.80% 480% 400% 21U% 154%

The Median Community Benefit provided by the not-for-profit hospital group in scenario 1
is 1.22% smaller than the Average Community Benefit provided by the same group while the
Median Community Benefit provided by the for-profit group in scenario 1 is (-0.18)% smaller than
the Average Community Benefit provided by the for-profit group. In scenario 2, with a lower tax
bracket of 2.74%, the Median Community Benefit provided by the not-for-profit hospital group is
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the same 6.45% which is 1.22% smaller than the Average Community Benefit provided by the
same group while the Median Community Benefit provided by the for-profit group in scenario 2 is
0.18% smaller than the Average Community Benefit provided by the for-profit group. The
following tables summarize the average and median dollar values of the Community Benefits
provided by the not-for-profits and for-profits.

Table 7A: Average Community Benefit for Not-For-Profit as Total Dollar Value

$18,439,466 of Average Community Benefit

= 7.68% Avg.
Community
Benefit

$240,135,246 Average Net Revenue of Not-For-Profits

Table 7B: Average Community Benefit for For-Profit as Total Doliar Value

$6,421,068 of Average Community Benefit

= 5.84% Avg.
Community
Benefit

$109,891,294 Average Net Revenue of For-Profits

Table 8A: Median Community Benefit for Not-For-Profit as Total Dollar Value

$9,130,930 of Median Community Benefit

= 6.45% Median
Community
Benefit

q
$141,610,379 Median Net Revenue of Not-For-Profits
Table 8B8: Median Community Benefit for For-Profit as Total Dollar Value

$6,243,994 of Medlan Community Benefit

5.65% Median
Community
Benefit

$110,599,230 Median Net Revenue of For-Profit
As a summary of Tables 7A, 7B, 8A, and 8B, the average and median Community
Benefit ($18,439,466 vs. $9,130,930) of not-for-profits vary far more than the average and
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median Community Benefit ($6,421,068 vs. $6,243,994) of for-profits. This indicates that some
relatively large hospitals in the not-for-profits have net revenues that are much higher than the
median net revenues. This in fact is the case, as one hospital in the $500 million to under $1
billion is three times and three hospitals in the over $1 billion have about four times median
revenues (Appendix E).

Other interesting results emerged when | rank ordered the revenue sizes and relative
Community Benefit for the not-for-profit and for-profit groups of hospitals within these revenue
size classification. Tables 9A and 9B show this characteristic. The revenue size ranking differs
among the not-for-profit and for-profit groups in the way the Community Benefit progresses from
the highest to the lowest. For the not-for-profits the highest to the lowest Community Benefit
follows the revenue size in the order over $1 billion, $250 million to under $500 million, under
$100 million, $100 million to under $250 million, and the final revenue class $500 million to under
$1 billion. In contrast, the for-profit had a different Community Benefit ranking in relation to the
revenue size classification, namely, under $100 million, $100 million to under $250 million, over
$1 billion, $250 million to under $500 million and finally $500 to under $1 billion. Every revenue
size had a positive impact to Community Benefit. What is interesting is that except the revenue
sizes $500 to under $1 billion, $100 million to under $250 million, and under $100 million, where
for-profits provided higher Community Benefit, the not-for-profits provided higher Community
Benefit than the for-profits in the over $1 billion and $250 miillion to under $500 million. In this last
category, the not-for-profits provided higher Community Benefit than for-profits when the lower
tax rate was taken and also without tax, but the for-profits provided higher Community Benefit if
the higher tax rate of 4.8% was taken.



Table 9A: Rank Ordering Community Benefit of Not-For-Profits to Revenue Size

Revenue Size based Community Benefit of Not-For-Profits based on Net Revenue
Rank Order of the Revenue Size based on Community Benefit

All Not-For-Profits
Community Benefit
as Percent
of Net Revenue

Revenue Size Scenario 1 Scenario 2
Over $1000M 12.16% 12.16%
$250M - Under $500M 8.63% 8.63%
Under $100M 5.83% 5.83%
$100M - Under $250M 4.66% 4.66%
$500M - Under $1000M 3.60% 3.60%

Table 9B: Rank Ordering Community Benefit of For-Profits to Revenue Size

Revenue Size based Community Benefit of For-Profits based on Net Revenue
Rank Order of the Revenue Size based on Community Benefit

Al For-Profits
Community Benefit
as Percent
of Net Revenue
Scenario 1 Scenario 2
Revenue Size 4.8% tax rate 2,74% tax rate Without tax
Under $100M 16.57% 14.51% 11.77%
$100M - Under $250M 12.31% 10.25% 7.51%
Over $1000M 11.43% 9.37% 6.63%
$250M - Under $500M 10.44% 8.38% 5.64%

$500M - Under $1000M 10.09% 8.03% 5.29%
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DISCUSSION

The Metropolitan Statistical Area of Atlanta is a very dense, highly populated environment with a
diverse patient mix, payer mix, socio-economic status, and an array of insurance coverage for the
demographic base. The hospitals in the group have good opportunities for market share and revenue
growth but face equal challenges due to reimbursement issues, from both public and private payers, as
well as escalating resource consumption costs, such as supply and labor costs among others. Due to the
hospitals being located in Metro Atlanta, which is a thriving and active environment for business and
industrial growth, all hospitals also operate under similar conditions regarding managed care contracts,
pricing and contractual adjustments with both public and private payers. What would be challenging to
quantify is the patient mix, the per-capita income, insurance coverage levels, and people who are able to
pay but who choose to remain uninsured or take limited insurance. Also not all hospitals qualify for DHS
payments and this would become evident in the findings, tables and Appendices.

There are a large number of uninsured and indigent care populations, which affect several
hospitals, in particular safety net hospitals such as Grady Memorial which is just surfacing from the brink
of bankruptcy, with a new CEO and a restructured Board. The State’s policy has been very active and
favorable to funding SCHIP and Georgia Indigent Care Program as well as contributes substantial dollars
to Medicaid, which is currently undergoing some allocation issues due to state revenue shortfall.
FINDINGS

The results clearly point to the deficiency in the Community Benefit that is expected from
not-for-profit hospitals which operate in their communities. Granting tax exemption to not-for-
profits clearly deprives an equivalent doliar amount available to the community as stated in the
literature (IRS. 2009; GAO. 2008). The tax contributions of the for-profits save the local, State and
federal governments from having to provide additional healthcare doflars for improving access to
better health and heaithcare delivery for the communities served by community hospitals.

The results of the data analysis show how deficient and varied not-for-profit hospitals are
in the provision of expected Community Benefits in comparison to for-profits, and as such do not
justify the exemption of taxes. All general community hospitals provide a broad array of programs
and services when they are classified under Medicare guidelines and provider identification, as
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acute care hospitals. Most if not all of them offer emergency services. It is also assumed that all
of the hospitals are further located in comparable markets within each revenue size, since no
demographic information was obtainable for each county represented hospital.

In the comparative analysis, based on the three approaches i.e. the revenue size model,
the group average and median models, the for-profit hospitals provide a higher percentage of
their net revenues as Community Benefit, except in one revenue size classification as shown
below.

In the revenue size model, the not-for-profits provided Community Benefits of 5.83%,
4.66%, 8.63%, 3.60%, and 12.16%, in the order of increasing revenue size (Appendix B), while
the for-profits provide Community Benefit of 11.77%, 7.51% , 5.64%, 5.29%, and 6.63%, and
without the inclusion of their tax components of Community Benefit as represented in Appendix
C. In scenano 1, where tax rate is 4.8%, the Community Benefit increased to 16.57%, 12.31%,
10.44%, 10.09%, and 11.43% (Appendix C). In scenario 2, the reduced tax rate of 2.74%
(adjusting for negative income and margins of three hospitals), changed the Community Benefit
to 14.51%, 10.25%, 8.38%, 8.03%, 9.37% (Appendix C). At both these tax rates, the Community
Benefits provided by the for-profits exceed those provided by the not-for-profits in all revenue
sizes, except in the over $1 billion and $250 million to under $500 million categories.

If hospitals in both not-for-profit and for-profit groups are compared (slides 63 and 64)
within each revenue size classification, and using only scenario 1, then the actual differences in
Community Benefit between not-for-profit and for-profit hospitals would be as follows: under
$100millin— 10.74% (16.57% for-profit contribution — 5.83% not-for-profit contribution), $100
million — under $250 million— 7.65% (12.31% for-profit contribution — 4.66% not-for-profit
contribution), $250 million - under $500 million— 1.81% (10.44% for-profit contribution — 8.63 %
not-for-profit contribution), $500 million — under $1 billion—6.49% (10.09% for-profit contribution —
3.60% not-for-profit contribution), and over $1 billion— (-1.20)% (11.43% for-profit contribution —
12.83% not-for-profit contribution). The largest differences rank down from 10.74% for the
smallest revenue size hospitals, to 7.65% (the second smallest revenue size), to 6.49% (the

second largest revenue size), to 1.81% (the third largest revenue size), and to -1.20% (the largest
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revenue size), where the not-for-profit group provided a 1.20% largest percent of Community
Benefit. This largest revenue size group also has a big outlier, Grady memorial, which provides
47 .71% total Community Benefit out which 50.58% is uncompensated care percent of net
revenue. In the revenue size model, scenario 1, these differences indicate that for-profits gave
Community Benefits of 184% more, 164% more, 21% more, 180% more and 6% less in the five
revenue categories respectively. To catch up, the not-for-profits would need to provide additional
net revenues of $9,493,715, $14,810,216, $6,915,386, $60,063,169 and (-$29,461,735)
respectively in the five revenue size classifications. Across the entire group of revenue sizes, the
total is approximately $61,820,751. In scenario 2, the differences are 8.68%, 5.99%, (-0.25)%,
4.43%, (-2.79)% in the lower to higher revenue size. These relate to $7,672,760, $11,596,496, (-
$955163), $40,998,434, and -$68,498,536 respectively for a total of (-$9,186,009) more, which
not-for-profits provided.

In the hospital grouping model, the average and median Community Benefits were
calculated for both scenarios 1 &2 (slides 65 and 66). The tabulation of the data analysis once
again reinforces the findings that the Community Benefit as a percent of net revenue is lower for
not-for-profits in comparison to for-profits, when for-profits’ tax burden as a percent of net revenue
are factored in. In slide 65, Scenario 1, just to catch up with the for-profits, the not-for-profits have
to provide on average, 2.96% more Community Benefit (10.63% for-profit totai Community
Benefit — 7.67% not-for-profit total Community Benefit), and if the median resuits are utilized for
comparison, the not-for-profits have to provide 4.00% more Community Benefit (10.45% for-profit
total Community Benefit — 6.45% not-for-profit total Community Benefit). These differences in
average and median Community Benefit equate to for-profits giving approximately 38.59% and
62.17% more in both models in terms of average and median Community Benefits respectively.
To catch up with the for-profits, the not-for-profits would need to provide on average, an additional
$7,108,032 in the average mode and $5,664,415 in the median mode as calculated by the

Community Benefit percent of net revenue.
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Table 10: Average and Median Community Benefits of Not-For-Profits and

For-Profits
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In slides 65 and 66, and in Scenario 2, just to catch up with the for-profits, the not-for-
profits have to provide on average, 0.90% more Community Benefit (8.57% for-profit total
Community Benefit — 7.67% not-for-profit total Community Benefit), and if the median results are
utilized for comparison, the not-for-profits have to provide 1.94% more Community Benefit
(8.39% for-profit total Community Benefit — 6.45% not-for-profit total Community Benefit). These
differences in average and median Community Benefit equate to for-profits giving approximately
11.73% and 30.08 more in both models in terms of average and median Community Benefits
respectively. To catch up with the for-profits, the not-for-profits would need to provide on average,
an additional $2,161,217 in the average mode and $2,747,241 in the median mode as calculated
by the Community Benefit percent of net revenue.

The study highlights the three methods of computing and comparing Community Benefits
of not-for-profit and for-profit. in scenario 1, variation of $54,712,719 is between the revenue size
model and average net revenue model, and $56,156,336 between the revenue size model and
median revenue model. Also the variation between the average and median models is
$1,443,617, which is difference between them.

Additionally, Appendix P and Appendix Q are tabulated results for not-for-profit and for-
profit profit margins and Community Benefit, exclusive of tax. It is seen that 11 of the not-for-
profits are operating in red with negative income and gross margin, on a net income basis
{excess revenue over expense) and the for-profits, on an EBIDTA basis (eamings before interest,
depreciation, taxes and amortization). The Lowest margin of -28.56% is for Grady Memorial (a
safety net hospital, which is bombarded with charity care cost and bad debt, and an outlier in
terms of its uncompensated care and GICP costs). Grady provides tofal Community Benefit of
47.71% and uncompensated care costs of 50.58%. IRS combines charity care and bad debt and
refers to them as uncompensated care cost (IRS.2009), while others do not (CHA. 2008). This
researcher’s study does not have the breakdown of uncompensated care. The other not-for-
profits’ profit margins range from -5.38% to 10.91% (Tanner Medical Center at Carroliton at the
lower end to Tanner Medical Center at Villa Rica in the higher end) and the not-for-profits provide
Community Benefit in the range of 0.52% to 15.67% (Wellstar Windy Hill at the lower end to
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Tanner Medical Center in Villa Rica at the higher end). Tanner in Villa Rica has a healthy margin
of 10.91%. Tanner Medical Center in Carmroliton also provides a high percent, 13.85%, of
Community Benefit while having a negative margin of -5.38%. Both the Tanner hospitals have a
high percent of net revenue for uncompensated care cost, and shortfalls in SCHIP and Medicaid.
In comparison, the profit margins of the for-profits range from -5.74% to 4.91% (Barrow
Community Hospital at the lower end to Cartersville Medical Center at the higher end) and
Community Benefit range of 1.20% to 11.78% (North Fulton Regional at the lower end to Barrow
Community Hospital at the higher end). Barrow has a high percent of net revenue for
uncompensated care and Medicaid while North Fulton has a low uncompensated care cost as a
percent of net revenue. All of the for-profits have a DSH offset ranging from1.36% to 4.13%, and
the no-for-profits have DSH offset ranging from 0% to 4.04%, deducted from Community Benefit
calculations since they are favorable offsets of disproportionate care.

The findings see good correlation between not-for-profits and lower Community Benefit in
all the three models chosen, and suggest that to tax or not to tax should be tied to a consensus
driven formula that stipulates a certain minimum Community Benefit provision by the not-for-
profits over and above the taxed for-profits. if the not-for-profits are allowed only to catch up with
the for-profits, then they are behaving like for-profits and ought to pay the respective taxes similar
to their for-profit counterparts. Under this scenario, all else being equal, in terms of the market,
demographic base, patient mix, payer mix, socio-economic status, and indigent population, the
two groups would exist as for-profit hospitals, and there is no justification to allow tax exemption.

Having discussed the topic of taxes with HCA, HMA and Tenet corporate offices, | was
informed that on average, the federal income tax was 35% of Net Income (EBIDTA), 6% (1-
0.65%) = 3.9% is Georgia state tax, and property tax varied around 0.30 to 0.40%. They
suggested that | utilize 3.5% for federal tax on net revenue, 0.90% for state tax on net revenue
and 0.40% property tax for Georgia. The tax information for the for-profit hospitals is tabulated in
Table 11 and coresponding Community Benefit equivalent data is included. The data is for 2007
year end and it shows that $36,923,475 was spent on overall taxes out of which $26,923,367 was
the federal component and $6,923,152 and $3,076,956 were state and property tax components.
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The only caveat, is that three for-profits, Barrow Community Hospital, South Fulton Medicali
Center and Atlanta Medical Center have negative income and margins and the tax base of 4.8%
applied to them on net revenue would not be entirely valid (of course, in this study, the tax rate is
applied on positive net revenue and not on net income, on which corporate taxes are based on).
If | applied the 4.8% to four of the profitable for-profits and 0% taxes to the three with negative
income and margins, | would have a tax base of 2.74% (Table 13). If this more realistic analysis is
applied, then the 2.74% lowers the taxable contribution to $11,063,829 from the 4.8% value of
$36,923,475, i.e. a difference of $25,859,646. This tax base differential of 2.74% is a significant
amount, which when added to the not-for-profit community benefit of 7.67% and 6.45% in the
average and median modeis (Table 10 above), would substantially increase the community
benefit contribution of the not-for-profits. An incomes statement of Tenet for three years show
negative net income for years 2006, 2007, which tumed positive in 2008 (Yahoo. 2009). There is
an addition of tax component to net income in the negative income years of 2006 and 2007, and
this continues for year 2008, even though the operations tumed a positive net income. This is
possibly the tax provision to include fosses, which are carried forward. Since no individual
hospital data is available for this type of financial statement, the only possibility is to project
different scenarios, and | chose two, with 4.8% and 2.74%. How for-profit corporations like, Tenet,
HCA, and HMA apply income or loss to individual facilities preciudes this study from further study
and analysis, which is beyond the scope of the project. The fact remains that even with 0% taxes,
for-profit Community Benefit is 0.04% and 0.17% respectively in the average and median models
respectively. This is an extreme situation and tax rate is unlikely to be 0% for the for-profits.

In light of these for-profit tax data, it is not surprising that new attempts are made to start
reviewing Community Benefit burden held by not-for-profits. Public, including members of
Congress and government agencies such as the IRS, GAO, CBO, CMS have much higher
expectations of the not-for-profit hospitals. To compensate hospitals, which share an excessive
burden of low-income patients who qualify for Medicaid, and who do not have access to and not
able to pay for care, a disproportionate share hospital (DSH) payment is made. DSH payments
and its Community Benefit percent of net revenue are tabulated in Appendix N and Appendix O.
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These payments are deducted from the numerator of the Community Benefit calculation, since
these payments are considered as additional revenue to compensate for losses incurred by
hospitals in caring for low-income Medicaid and Medicare patients. Even though Medicare
payment shortfalls are excluded from Community Benefit Calculation in this study, DSH payments
are included since they cover Medicaid eligible patients enrolled in the program. The addition of
DSH reduces Community benefit, and it is interesting to note that DSH payments amounting to
$20,283,652 (2.64% of net revenue) were paid to for-profit hospitals while $62,641,214 (1.53% of
net revenue) were paid to not-for-profits.

To catch up with the for-profits, not-for-profits would need to provide approximately on
average $20,843,689, in additional Community Benefit across the entire 17 hospitals (Table 13),
(with profits having negative margins taking $0 income and state tax). This amount falls in
between the revenue size shortfall of approximately $61,820,751 that had to be picked up by the
not-for-profits fo catch up with the for-profits and the average Community Benefit shortfall of
approximately $7,108,032 that had to be picked up by the not-for-profits to catch up with the for-
profits. If similar tax treatment is applied to not-for-profits, they would pay an amount of
100,460,423 in additional Community Benefit as taxed. At this rate and amount they behave as a
for-profit and not doing anything different for the Community. Still the Community Benefit impact
is significant.

Table 12 below lists the group of not-for-profit hospitals and calcutated their tax burden
by assuming a uniform 3.5% federal tax, and 0.9% state tax on net revenue, similar to that of for-
profit tax structure informed by HCA, Tenet and HMA. Nommally it is a challenge to estimate these
tax rates since the behavior of the hospitals could change if they were subject to taxation. They
might even be forced to change culture and start emulating for-profits as some literature has
reported. Changes can be experienced in managing expenses, write-offs, participation in SCHIP,
GICP, Medicaid, etc. The corporate tax figures in Table 12, if combined with the savings from
property taxes, which are not linked to corporate performance and profit margins, highlights the
gravity of tax exemptions that if lost could drastically alter a hospitals operating and performance
structures.
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The intent of policy makers and government agencies to allow tax exempt status to not-
for-profits is based on the expectation of Community Benefits beyond the operating costs and
shortfalls incurred during the care of the indigent, vulnerable, and the extremely sick, poor and
aged population with limited or no access to quality care. The results are actually a dichotomy as
it seems that the for-profits behave like not-for-profits and not-for-profits behave like the for-
profits. The data and results of tabulation and calculations give an indication as to the extent of
the failure of the policy and legislative intent. The inherent intent and expectations is that not-for-
profits have an obligation, due to the preferred status, to provide a much greater percent of
Community Benefit than their for-profit counterparts.

Finally the findings of this study highlight the significantly higher Community Benefit
provided by for-profit hospital groups whether it was assessed by the revenue size model or the
average and median models. The major component of the difference is the sizable tax portion of
Community Benefit. It is assumed, of course, in this study that 4.80% would be the overall tax
bracket for the for-profits, assumed further to be distributed into 3.5% federal, 0.90% state, and
0.40% property. This was based on discussions with corporate finance and tax staff at HCA,
HMA, and Tenet. Several literature have indicated that tax obligations of for-profit hospitals play a
big role in Community Benefit as they subsidize businesses and individuals to pay less which
increases discretionary income for healthcare, etc. Community Benefit is enhanced via taxes paid
by the for-profits, as taxes are apportioned into the federat and state budgets, which is then
allocated to increasing Community Benefit and providing for the health of the community. Large
federal and state dollars are also budgeted towards cost of caring for Medicaid and other low
income programs, such as SCHIP, GICP, etc. in addition to public health programs such as
wellness, prevention, and screening. Some of these take place at the federally qualified
healthcare clinics. On account of such a significant advantage to the community from tax
contributions by for-profit hospitals, it has become imperative that there is policy and legislative
consensus as to how and when clear and distinguishable criteria is established, to enable and
mandate not-for-profit hospitals to better focus their internal efforts to qualify and quantify
Community Benefit more accurately in line with these guidelines.
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Table 11: For-Profit Tax and Community Benefits
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Table 12 Tax Implications for Not-For-Profits if no Exempt Status (with Original
Tax Base) Caiculations on 4.8% tax assuming Positive Margins for all For-Profits

Hospitals
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Table 13: Tax Implications for Not-For-Profits if no Exempt Status (with Revised

Tax Base)
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LIMITATIONS

All government agencies such as the IRS, GAO, CMS, and private agency such as AHA
(organization to which all hospitals are affiliated as members), have differences of opinions, and
there is still no clear cut guidelines or regulations to steer the hospitals towards a standard
Community Benefit framework. Even the February report from the IRS does not clarify and
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mandate a Community Benefit pathway for consistency and reliability (IRS.2009). What the IRS
has done though is modify its Form 990 with changes in the form of section H, to ensure that it
captures genuine activities that may be considered as Community Benefit. The form is also
intended to make sure that non compliant and irregularly and inconsistently reporting hospitals
are held liable to stricter scrutiny, and possible future regulation to suspend tax exemption. This is
the beginning of a long and hard fought policy, and legislative landscape, to force not-for-profit
hospitals to meet a larger Community Benefit burden above that provided by taxed for-profit
hospitals, in order to maintain tax exemption.

Some of the activities such community programs (screening, vaccination, health fairs,
etc.), medical education & training, medical research, and marketing campaigns (to educate the
community), are argued as Community Benefit components (IRS. 2009; GAO. 2008). Some
others include bad debt, and donations to charitable causes as well as Medicare shortfalis (GAO.
2008; Figure 3). Many hospitals regularly advocate and perform several activities that are
extremely beneficial to their communities. An example is breast cancer support group, which is
one of several community based support activities for patients and care givers. This study
qualifies uncompensated care, shortfalls in SCHIP, Medicaid, and state indigent care pragram
(GICP) along with DSH payments received as the acceptable, defensible and supported by the
literature and the industry (CHA. 2005; IRS. 2009).

Quality, safety, effectiveness, timeliness, and access to care can be debated about their
impact on the community, but not necessarily directly attributable as Community Benefit in terms
of revenue relationship. These are very difficult to quantify and all hospitals are required for
accreditation standards to ensure these attributes are synonymous with their hospitals.
Communities will shun hospitals if these are compromised. Numerous opponents and proponents
would question the general feeling that not-for-profits provide a better patient care environment
and quality of care and thereby benefit the community more than the for-profits. On the contrary,
one of the studies shows that for-profits, on account of their ownership stake as well as other
factors provided better quality of care than not-for-profits (McClellean. 2005).
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Medical education ahd training benefit and equip individuals to further their careers and
benefit financially in the long term. Medical research is conducted by accredited academic
centers and by large revenue size classified hospitals which have the budget size to
accommodate such infrastructure and operations. Generally, certain research studies might enroll
local population for clinical trials, but predominantly, the bigger research facilities carry out
research that do not directly impact the community. Finally community programs have aiso been
questioned as to the revenue based benefit impact to the community. This is more often seen as
a marketing and advertising activity. ,

One of the limitations deals with the components of uncompensated care. The February
2009 report from the IRS documents that overall, and for each community type (such as high
populétion and other urban and suburban populations), and revenue size, a greater percentage of
hospitals reported that they had included bad debt and self pay shorifalls in uncompensated care
than any other shortfalls. If this were the case with the hospitals in this study, the accuracy of the
uncompensated care cost between hospitals would be subject to question as there wouki be error
in analysis and reporting of the findings. This will be due to variations in reporting these items.

The data reported from this study corresponds to a single tax year, i.e. 2007, and results
may not be representative for a different tax year or on an ongoing basis. Results for a different
year could vary significantly depending on a variety of factors, including for example, the
economic climate.

Itis also important to note that 17 not-for-profit hospitals were dropped from the original
list of 34, and 2 for-profit hospitals were dropped from the original fist of 9, due to unavailable data
in the Medicare Cost Report. The list was provided by the Georgia Hospital Association. The
percentage of not-for-profit hospitals in the various analysis used in the study may not represent
the overall group adequately. This may have an effect on certain findings of the study results.
Also one of the hospitals, Grady Memorial can be considered as an outlier, as its high values of
Community Benefit, and negative profitability would skew the results for the group.

The data extracted from Medicare Cost Reports are assumed to be accurate, valid and
reliable. The fact remains that significant variations can and do exist in community benefit
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reporting by the hospitals (IRS. 2009). Beginning with 2009 tax years, the new IRS Form 990
Schedule H (Appendix S), should start to standardize and unify Community Benefit and executive
compensation reporting (IRS. 2009). Understating of community benefit can happen if
uncompensated care costs, and shortfalls such as Medicaid, SCHIP and state indigent care
programs are excluded or under reported. Overstating of the community benefit can result if these
are inflated. There are no mandatory reporting guidelines or oversight to vouch for the data
reported to CMS by all hospitals in a standardized and reliable way. The above reasons can
question the accuracy and authenticity of the date set in the Cost Reports.

The other limitation relates to demographic and market-oriented variations of the city or
county within the Atlanta MSA. Variables which can affect the results are patient mix, payer mix,
insurance coverage levels, socio-economic status, community type (high population and other
urban and semi urban population), competitive nature of the environment, and diversity in
demographics (age, sex, ethnic origin, per capita income, poverty level, heaith status etc.)
operational activities, and financial resources of the facilties. As an example, Grady Memorial is
an outlier hospital due to its highly disproportionate share of uncompensated and Medicaid care
provided, due to its focation in inner city Atlanta.

Finally, the tax rates are not allied on net revenue, rather on net income. Having
discussed the topic with the corporate offices of the three owners of the 7 for-profit hospitals, it
became evident that the federal and state taxes on net income (35%, 6% on 1-35%) needed to
be reworked to approximate these rates on net revenue. They agree that it is reasonable to
assume a federal tax rate of 3.5% on net revenue, and state tax rate of 0.9% on net revenue.
Property tax was an unclear issue, and it was decided that an approximation of 0.4% shouild
suffice for Atlanta MSA. The issue with the tax implication, as applied to community benefit
comparison between not-for-profits and for-profits, has to do with the profitability of the for-profit
facility. Since none of these corporate owners of the for-profit hospitals breakdown their overall
U.S. operations based on individual facilities, it is difficult to calculate the taxes accurately for
these for-profits. Several factors can affect the taxes paid during each tax year. These would
include losses instead of profits, large write-offs (including bad debt), quickening the drawdown of
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depreciable assets in the early years, and big accounts receivables. In this study, Barrow
Community Hospital owned by HMA has a negative 2007 reporting year income and margin of -
5.74%, South Fulton Medical Center owned by Tenet had a negative income and margin of -
1.41% and Atlanta Medical Center, also owned by Tenet also had a negative income and margin
of -0.52%. So obviously it is challenging to use the 4.8% used across the for-profits to calculate
their tax portion of community benefit as a percent of net revenue.

To overcome a major portion of this limitation, these three hospitals were assigned 0%
taxes and the other four kept their 4.8% taxes and scenario 2 reflected this calculation for
Community Benefit.

RECOMMENDATIONS

Based on the results of data analysis, findings and limitations in the study, the following
are suggested as possible approaches to ensure a fair, accurate, consistent, more reliable and
valid community benefit outcomes reporting. After this, not-for-profits and for-profits can be
compared for the quality and quantity of community benefit provided to the communities they
operate in and then gauged if tax exemption is a justification for not-for-profits.

s Among the not-for-profit hospitals, refetring to Appendix P, two of the three hospitals
in the lowest revenue size seem to have the highest margins (10.91% and 9.17) and
yet only one of them provided a community benefit of 15.67% while the other
provided only 0.52% uncompensated care and no other community benefit
component, since some of them received more payment and were taken as 0%. In
fact it gained 8.35% of net revenue component from SCHIP, MCAID, and GICP,
which should have been given to the community in terms of higher charity care,
which accounted for a smalt 0.52% of net revenue of Community Benefit.

Such a mismatch in margins and community benefit should be looked at by the IRS
and policy makers, after a thorough study by authorized government agencies like
the Government Accountability Office (GAO), IRS and others, to see if any hospital is
bucking the trend of expectations of greater community benefit provision, at least
equal to those provided by thé for-profits. Regulatory guidelines and rules must be in
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place to ensure that not-for-profits do not renege on their mission to serve the
community and share a larger community benefit burden to ease this share off the
local, state and federal government. This is the main reason for the exemption from
paying taxes afforded to not-for-profits. | believe that a reasonable 3% to 5% over the
community benefit provided by for-profits can serve as a base for the maintenance of
tax exempt status.

Referring to the same Appendix P, one of the hospitals, Grady Memorial, has a very
large negative net income and a high negative margin of (-28.56)%, yet this hospital
provided 50.58% of uncompensated care and an overali community benefit of
47.71%. This hospital had some relief in the form of excess GICP payments and a
fairly reasonable DSH paymeht. This hospital is in downtown Atlanta and serves a
large population of indigent and low income population. Until a few months ago, there
was doubt about the viability and survival of this hospital. For such hospitals, which
go above and beyond their cail of the community mission, and struggle to stay afloat,
government must have a policy and regulation in place to offer much needed
assistance to offset some of the negative margin that is related to the community
benefit component. One way \t:o do this would be increase the DSH payment percent
as a match to the shortfall between the negative margin and the positive community
benefit, In this case it would be a further 19.15% of net patient revenue, which would
improve margin by 5.36%, By édding to the net income $64,364,474. Of course, in
the case of this hospital it would still need to undertake a major cost-cutting
restructuring initiative to stérh expenses in relation to the patient activities, from a
historical trend-based forecastmg Still it is a challenge for this hospital to maintain
viability. R

Tax exemption and not-for-profit status should not be tied together. What needs to
change is the way all hospftals, especially the not-for-profits, report community
benefit. The change might happen sooner than we expect with the introduction of the
new IRS Form 990 Schedtjle H, which is going into effect for 2009 year tax reporting
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period (IRS.2009). To ensure that alf not-for-profit hospitals report on time and
accurately, an incentive as well as penalty should be in place for improving
compliance.

As the study indicates, there is a marked differential in the community benefit
provision between the not-for-profit and the for-profit. On the basis of this study, it is
my belief that tax exemption instead of motivating the not-for-profits (to provide
community benefit at least equal to if not greater than that provided by the for-profit)
has on the contrary allowed these hospitals to increase their reserves and grow
bigger and more competitive at the expense of tax disadvantaged for-profits and
government. if researched and documented shortage of community benefit provision
by the not-for-profit clearly exists, there must be a financial penalty which equals the
community benefit disparity with for-profits. Altematively, some of this penalty can be
recognized by reducing or eliminating DSH payments if these not-for-profits are
qualified DSH recipients.

Reimbursement agencies (public and private), policy making bodies and legislators
should continue to challenge and demand guarantees and proofs of community
benefit that equals for-profits as the first step. At this stage the not-for-profits would
seem like for-profits. Otherwise, they should challenge the tax exemption of such
hospitals that do not actively and meticulously pursue the goal of meeting their
obligations, beyond this.

Healthcare costs are escalating out of control and the new administration is
aggressively seeking to rein in costs by an optimistic reform agenda. Under a
magnifying lens zooming in on the areas where costs can be curtailed, it would be
incumbent upon hospital executives to transform the way they operate and contribute
to savings that can be ploughed back into healthcare costs for the poor and the
needy with no ability to pay. If these patients are allowed to crash into the emergency
department, this would further escalate costs. In scenario 1, in all of the three models

of caleulating and analyzing the data (the revenue, average, and median models), it
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was seen that the for-profits are providing $$61,820,751, $7,108,032 and $5,664,415
of Community Benefits above the not-for-profits. if not-for-profits provided the same
percentage of Community Benefits as the for-profits, there could be these additional
dollars annually that could be utilized to provide care for the poor and needy with no
ability to pay. This study highlights that this amount of additional funds can be made
available from just one single geographic location from one state, such as Georgia.
Imagine the amount of additional dollars that could be generated and made available
for the entire country. | strongly believe that this must form one of the basic elements
in any heaithcare reform agenda. if not-for-profits do not voluntarily change behavior,
and impact their communities in much larger proportions, then this must be mandated
with the waming of revoking tax exemption, or forcing them to become for-profit with
tax contributions.

Similar to CMS pay-for-performance, there should be a reward system that
reimburses the for-profits hospitals a certain percentage if they allocate additional
percentage of their margins for increasing community benefit contributions. This will
motivate not only the for-profits further, but will also be an impetus for the not-for-
profits to foliow.

There should be clarity and clear definition as to what constitute charity care and
public service to receive and maintain tax exemption. Currently, this is one of the
major drawbacks of the tax exempt status qualification requirements.

The IRS rev. rul. 69-545, which was issued in 1969, states that a not-for-profit
hospital claiming exemption under section 501(c)(3) of the Code is to be operated to
serve a public rather than a private interest (IRS. 1969). With the 2009 IRS report in
February and the ensuing new IRS Form 990 Schedule H, which is slated to go into
effect for tax year 2010, it is imperative that the IRS modifies rev. rul. 69-545, and
issues new guidelines that complement and standardizes community benefit criteria

to maintain tax exemption.



To qualify for exemption from Federal income tax under section 501(c)(3) of the
Code, a nonprofit hospital must be organized and operated exclusively in furtherance
of some purpose considered ‘charitable’ in the generally accepted legal sense of that
term, and the hospital may not be operated, directly or indirectly, for the benefit of
private interests. E

in the general law of charity, the promotion of health is considered to be a charitable
purpose. A nonprofit organization whose purpose and activity are providing hospital
care is promoting health and may, therefore, qualify as organized and operated in
furtherance of a charitable purpose if it meets the other requirements of section
501(c)3) of the Code, it will qualify for exemption from Federal income tax under
section 501(a) (IRS. 1969).

FURTHER STUDY

Before 2008, the IRS Form 990 did not provide for the reporting of community benefit

activities or request important information regarding how not-for-profit hospitals serve the public

consistent with the tax exemption. The changes being implemented require reporting of

community benefit and other important information pertinent to exempt status on Schedule H

(IRS.2009).

Schedule H includes six parts: Part I, Charity Care and Certain Other Community benefits

at Cost; Part ti, Community Building Activities; Part lil, Bad Debt, Medicare, & Collection

Practices; Part IV, Management Companies and Joint Ventures; Part V, Facility Information; Part

VI, Supplemental information. A copy of Schedule H is provided in Appendix S.

Impending changes to the community benefit reporting and other pertinent
information related to tax exemption is scheduled to become official for tax year
2009. With even one year of data from this report, a new study, should be
undertaken that would extract the standardized community benefits reported by not-
for-profits and this would result in more accurate, reliable, and valid data for analysis
and discussions. At that point, this data should be a more authentic representation of
how the not-for-profits stack up with the for-profits and if tax exemption should be
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continued or not. There should be a legislative ruling that also mandates for-profits to
report in a similar, if not same form, so standardized comparisons can be drawn
about Community Benefits.

One of the areas of contention is whether to include bad debt, Medicare shortfall,
private insurance shortfall, and self pay shortfall in the community benefit calculation.
There is no clear cut consensus or evidence in the literature to justify inclusion of any
of these other shortfalls in revenue, other than the established and accepted formula
elucidated by the Catholic Health Association (CHA. 2005;Keehan. 2006). With the
introduction of the new IRS Form 990 Schedule H, debates in Congress and among
individual states, and private member agencies such as AHA, there could come a
point in time when some or all of the above shortfalls may be aliowed for inclusion in
the calculation of community benefit. A study at that time would compare how not-for-
profits and for-profits behave towards their community and in keeping up to their
mission, while easing the escalating federal and state healthcare burden.
Expenditures, such as medical education and training (for students), medical
research, community programs (vaccination, screening, support groups, efc.),
community education (health fairs, community forums, etc.), and others have afl been
debated about their place in community benefit calculation. Though the latter part of
this list relates directly to improving community awareness and knowledge of health
status, wellness and prevention (which are important as community benefit), they are
at this point considered benefitting hospitals as marketing and advertising to grow
market share and revenue. This could be an area for further study to showcase how
much not-for-profits and for-profits invest in such community helpful activities.
Whether they would be allowable for inclusion in community benefit calculations is
uncertain.

Since quality of care surfaced earlier on, this might be an area for study, since a
healthier and better cared for person also benefits the community in terms of less

absence from work and improved productivity, which contribute to the economy of the
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community. it would be interesting to see how not-for-profits and for-profits compare
in terms of quality of care. With pay-for-performance and HCAHPS reporting on 25
plus indicators, this area of study could focus on comparative performance of not-for-
profit hospitals and for-profits on quality metrics.

Since this study focused on Atlanta MSA, it would be interesting to see the findings of
a study or studies that looks at the entire state of Georgia or the whole of USA. The
most number of states any study has looked at, other than the recent IRS (IRS.
2009), GAO(GAO. 2008) and CBO (CB0.2006), have been four most populous
states such as California, Texas, Florida, and Mexico.

Several hospitals across the country report uncompensated care in diverse ways, for
example, some may show only charity care, others may include bed debt, and
shortfalls in self pay, and public and private payer shortfalls. A study could be
undertaken to dissect the data to detemmine if differences in reporting, such as the
treatment of all of the above shortfalls as uncompensated care, can be isolated and
adjusted to allow more meaningful comparisons across the not-for-profits and for-
profits.

A further study could research and analyze the differences in community benefit
expenditure amounts and types to take into account varying demographics, such as
rural, semi urban, urban, communities and hospitals in these communities.

Other research and analysis efforts could focus on the demographics, such as per-
capita income and insurance coverage in determining community benefit
expenditures to see if there is any correlation.

Another study that focuses on the impact of patient mix and payer mix on the percent
of net revenue that is provided as community benefit would offer a comparison of
how not-for-profits and for-profits behave in similar environment.
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CONCLUSION

Based on the findings, the key observations are:

1.

The study of the selected 17 Not-For-Profit and 7 For-Profit hospitals shows that in
the average model, for-profits provided higher community benefits in both scenario 1
and scenario 2. For-profits provided 10.63% at the 4.8% tax base and 8.57% at the
lower 2.74% tax base (due to incorporating three haspitals with negative income and
margins at 0% tax base). Not-for-profits share were 7.67% and 7.67% respectively.
The for-profits provided 38.59% and 11.73% higher community benefit in terms of net
revenue in the two scenarios of tax rates, in the average approach.

As the study results show, in general, not-for-profits in Atlanta MSA do not do well in
their commitment towards fulfilling community benefit obligations commensurate with
their tax exemption as a minimum, whether one locks at scenario 1 or scenario 2 in
the average and median models. The group averages are 7.67% and 10.63% for the
not-for-profits and for-profits using the 4.8% tax rate across the hospital positive net
revenue base. This produces a differential of 2.96%. At this differential, to catch up
with the for-profits, the not-for-profits, on average have to provide additional
Community Benefit of $7,108,032. The group averages change to 7.67% and 8.57%
for the not-profit and for-profit groups using the 2.74% reduced rate across the
hospital positive net revenue base {due to three hospitals having negative income
and margins). This produces a differential of 0.90% between the two groups. At this
differential, to catch up with for-profits, the not-for-profits have to provide, on average,
additional benefit of $2,161,217.

In the revenue size model, at 4.8% tax rate, and on an individual basis though, two
hospitals, such as Tanner Medical Center in Villa Rica exceeded the for-profit
average model benchmark of 10.63% by providing 15.67% of Community Benefit and
Tanner Medical Center at Carroll also exceeded the benchmark by providing 13.85%.
Obviously both of them also exceeded the average Community Benefit benchmark of
8.57% of for-profits at the lower tax base of 2.74%. Two other hospitals also
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exceeded the for-profit benchmark of 7.82% at the lower tax base. Emory-Adventist
provided 8.44% and Southern Regional Medical Center provided 8.59%.

in the revenue size mode!, one not-for-profit hospitals in the under $100 million
provided Community Benefit of 15.67% in close proximity to the similar revenue size
hospital in the for-profits, which provided 16.58% at the 4.8% tax base, and at 2.74%
tax rate it was lower at 14.52% . In revenue size $250 million to under $500 million,
Tanner Medical Center at Carroll had the highest individual Community Benefit of
13.85%, with group average of 7.12%, which skewed this revenue size group higher
than the for-profit of similar revenue size at 5.65%.

For-profits’ higher community benefit contribution is due to taxes paid to the federal,
state, and local governments. There is no guarantee that these tax dollars are
allocated to caring for the indigent population and the under and uninsured groups.
Tax exemption and consequent favorable behavior from not-for-profit hospitals are
not synonymous and are not to be taken for granted. The govemment’s intention has
been to alleviate its burden of healthcare to the indigent, and the poor and low
income. The caveat for uninsured and underinsured, is that they could be employed
and above poverty levels among the communities’ populations and they are not
expected to seek free treatment. The interesting aspect to the for-profits providing
higher community benefit than their not-for-profit counterparts is that they are doing
this without the advantage of tax exemption and this can also be debated as lowering
their competitive advantage in the market and community where they share the
operations with not-for-profits.

Until there are clearly defined and articulated criteria for community benefit standard,
it is extremely difficult and inappropriate to question the justification of tax exemption.
The new IRS form 990, schedule H is intended to bridge the gap and enable for-profit
hospitals to comply fully with regards to the type and quantity of community benefits
being provided as well as other pertinent information relating to tax exemption (IRS.
2009).
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There is no one-size-fits-all solution. It is best to remain vigilant while awaiting further
government moves. This would become more apparent and imminent since the most recent IRS
(IRS. 2009), CBO (CBO. 2006), and GAO (GA0.2008) reports have highlighted the complexity
and gravity, but the imperative and urgency to resolve community benefit standardization and
reporting. Hospitals should not shy away from the converging forces of change, rather they ought
to recognize the scrutiny as an opportunity to communicate, and to demonstrate how they help
the communities they serve. Then they should make sure to tell that story to ali of the hospital's
stakeholder groups.

Not-for-profit organizations must clearly demonstrate their value to the communities they
serve. Otherwise, with more and more research findings becoming ammunition, governments and
taxpayers will increasingly question the tax advantages and charitable funding provided in
support of the not-for-profit mission. The decline in citizen support for not-for-profit activities is an
indication that the public is not clear on the value that is being received from not-for-profit
hospitals. Hospital executives must ensure that the organization mission is consistent with
environmental and market demands in such a way that it can align its strategies with the
organizational mission. |

Though documenting, quantifying and communicating the community benefit that
hospitals provide is a challenge for many hospitals, with the vigorous regulatory enforcements
and federal and state actions calling into question tax exempt stattis, it is in the best interests of
not-for-profit hospitals to implement a sound policy of compliance. it would help hospitals qualify
and quantify the cost of such uncompensated care, and relate this to the share of patient
revenue, market share or total costs, and device a methodology to link the quantifiable amount to
the advantage gained via tax exempt status. In this connection the American Hospital Association
has developed its own framework as a more elaborate version of the original CHA'’s guidelines,
which has been and still remains the preferred method of calculating community benefit (AHA.
2006).

AHA released its new community benefit reporting framework on Monday November 13,
2006. The AHA’s new framework, for reporting community benefit, helps hospitals report those
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benefits in a quantitative manner, and in a way that will connect directly with their community
members. The framework recognizes and builds on the community benefit categories provided by
the Catholic Health Association of the U.S.VHA Guide for Planning and Reporting Community
Benefit (CHA. 2005). However, the AHA framework goes one step further to include the reporting
of bad debt and Medicare underpayment at cost. In an accompanying "Special Message,” AHA
Chief Operating Officer & President-elect Richard Umbdenstock said the form will allow hospitals
to report the financial value of the full range of benefits they provide to their communities,
including not only the dollar amount of service provided, but the total number of people served. In
the message, Umbdenstock encouraged hospitals to "ftlell the full story, not only to elected
officials and government agencies, but to your employees (they will be proud of their work),
medical staff, your local media and everyone in the community you serve,” adding, "They deserve
to know how hard you work to meet their most important needs and their high expectations (AHA.
2006)."

It remains to be seen if there is any impetus and consensus towards this format of
reporting. in my opinion, the consensus would evolve from the CHA's guidelines as a base and
the various federal agencies, especially the IRS, would develop a more robust, standardized, and
accepted framework. For the sake of current information, the AHA framework is provided below
(AHA. 2006):
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Define

One of the biggest challenges that hospitals face when it comes to documentation is
defining what community benefit is and recording examples within their systems. This is all the
more imperative for charity care and protecting the tax exempt status.

uanti

So how does a not-for-profit hospital capture all of the examples of community benefit
within its service area? What does it do with this information once it has it? The Catholic Heaith
Association of the United States, VHA, Inc., and Lyon Software took the lead in establishing
standards for quantifying community benefit in their 1998 publication, Social Accountability
Budget: A Process for Planning and Reporting Community Service in a Time of Fiscat Constraint
(HFMA. 2006). The guidelines were revised in a 2005 resource manual, Community Benefit
Reporting: Guidelines and Standard Definitions for the Community Benefit Inventory for Social
Accountability (CHA. 2005). This comprehensive report serves as a model for many organizations
in determining what community benefit is, how to calculate the costs of community benefit, and
guidelines for financial reporting. More recently the American Hospital Association released its
own framework as an extension of the CHA guidelines (AHA. 2006). AHA framework allows a
very broad classification of variables to be included as community benefit, which is under debate
and a source of continued disagreement and contention. There is obviously no agreement
regarding a standard framework.

"The same rigor we apply to measuring outcomes in the practice of medicine and in
running the operations of the hospital should be applied to community benefit planning,” said
Michael Blaszyk, executive vice president and CFO, Catholic Healthcare West, part of the
Catholic Health Association (HFMA. 2006). "There are tools available to help record community
benefit activity. These tools, together with a clear understanding of what counts as community
benefit and what does not, and a focused call to improve quality of life, will lead to a successful,
well-developed community benefit program”, (HFMA. 2006).
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Communicate

Staff education and frequent reminders to document community benefit can also prove
helpful. "Each year gets easier as everyone becomes more familiar with the process and has a
better understanding of the importance of collecting and maintaining records,” said Lyn Hester,
vice president, community services, INTEGRIS Health. "The more people know what to collect
and how to collect the information, the easier it becomes”, (HMFA. 2006).

There are a number of ways that not-for-profit hospitals can share the story of the

community benefit they provide within the communities they serve:

. Create an annual community benefit report

. Put a human face on the community benefit their system provides

. Make sure the information is easily accessible to board members, senior
leadership, and managers, who can then use this information in community
presentations

) Use paid advertising to reinforce the message of ways in which the hospital is
giving back to the community

Chief Financial Officers (CFO) can enhance community benefit reporting by:

. Educating managers on what community benefit is, and how to document it
. Generating excitement among staff about the community benefit that the
organization provides, so that employees will be more likely to document
examples of community benefit
. Providing quarterly reminders to staff on the need to document community
benefit
. Simplifying the way in which managers record this information
. Recognizing staff & physicians for exemplary commitment to community benefit
initiatives
Health services researchers have long been interested in the factors influencing the
provision of hospital care to the needy and, in particular, how the provision of such care varies by
hospital ownership type. While there is a large body of literature on hospital charity care, several

recent developments suggest the need for a new look at this topic.
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ADDITIONAL FINDINGS & INTERPRETATIONS

JA. Note on Not-For-Profit behavior (Appendix Z)

The inclusion of 10 hospitals (all 27 not-for-profits), brought down the overalt Community
Benefit from 7.67% to 6.60%. The uncompensated component, which was the single largest
contributor, came down from 8.17% to 6.94%. Out of the five additional hospitals in the under
$100M revenue size, three did not report any variables, while one reported all except
uncompensated care and the other reported all except GICP. The one addition in the $100M to
under $250M size reported all except Medicaid. In the $250M to under $500M size, one addition
reported all except GICP, in the $500M to under $1B, one addition did not report any variables,
and in the over $1B size, one reported only GICP and none of the others (this is surprising since
it is Emory University, and a private academic medical center), and the other reported
uncompensated and SCHIP and did not report Medicaid and GICP.
1B. Note on For-Profit behavior (Appendix Z)

The inclusion of 2 hospitals (for a total of 9 for-profits), brought down the overall
Community Benefit from 5.83% to 5.63% (without tax consideration). The uncompensated
component, which was the single largest contributor, came down from 6.59% to 6.35%. Out of the
two additional hospitals in the under $100M revenue size, both did not report any variables and
were taken as 0.

In the selected list, and scenario 1, with 4.8% tax rate, the Community Benefit dropped
from 10.63% to 10.43% and in scenario 2, with 2.74% tax rate, it dropped from 8.57% to 8.37%.

In the revised list, and scenario 1, with 4.8% tax rate, the For-Profits provided 10.43% vs.
6.60% for Not-For-Profits and in scenario 2, with 2.74% tax rate, the For-Profits provided 8.37%
vs. 6.60% for Not-For-Profits when all hospitals are included without regard to what was reported.
Comparison of For-Profits and Not-For-Profits

In the selected list, For-Profits provided 5.83% vs. 7.67% for Not-For-Profits (without tax)
and 10.63% and 8.57% in the tax rates, 4.8% and 2.74% respectively.

In the revised list, For-Profits provided 5.63% vs. 6.60% for Not-For-Profits (without tax)
and 10.43% and 8.37% in the two tax rates, 4.8% and 2.74% respectively.
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1i. State and Local Community perspective (Appendix P1, P2, Q1 & Q2)

If only the state tax and the property tax components are taken for comparison, then
0.9% (state component and 0.4% (Property tax component) add up to 1.3%. If 1.3% is added to
the average Community Benefit of For-Profits, then the For-Profits would provide in this revised
list, 5.63% + 1.3% = 6.93% vs. Not-For-Profits Community Benefit of 6.60%, a 0.33% higher
Community Benefit provided by For-Profits.

Though local Community Benefit is relevant and important to the State and County
Commissioners, these numbers also ignore the 6% sales tax which For-Profits pay for most if not
all supplies and equipment. There are exceptions for items such as prosthetic devices, etc. but
there are still several high cost items in the overall expense, that are taxed and which drive
margins. If this component is also factored in, then the Not-For-Profits would come up much
shorter, even from a local state and county perspective. This is important, especially since state
and county budgets are struggling to cope with costs of providing care to their respective indigent
populations, who are unable to pay. Under these situations, the additional tax amounts saved by
Not-For-Profits can assist in the care of these population groups enormously.

A caveat is, even though the state and community public officials grapple with the gravity
of the health care issues for their respective population groups, the federal taxes foregone by the
Not-For-Profits cannot be ignored, as the federal cost of health care is $2.2 frillion and consumes
nearly 17% of the GDP.

ili. Policy perspective:

The new administration is pushing for healthcare reform and even the insurers have
come forward with their accommodations, that they will drop the pre existing condition criteria for
coverage of their enrolled members, reduce premiums, etc. (with the condition of course that all
Americans must have coverage).

Under a government mandated insurance coverage, whether a hospital is a for-profit or
not-for-profit, they will continue to see the patients who were earlier categorized into charity care
costs and shortfalls for government sponsored programs, such as SCHIP, Medicaid, and state
indigent care programs. In fact more patients would flow through the two types of hospitals
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as mandated insurance cover for all would remove some of the barriers to seek and obtain care.
Since for-profits do not enjoy tax breaks for providing community benefit, and the
controversy surrounded the inadequacy of community benefits provided by not-for-profits
in relation to their tax exempt status, they should also be treated as a for-profit. This way all
hospitals would be categorized as one type of facility for healthcare delivery.
Also, with dwindling financial resources and escalating healthcare costs, over $2.2 trillion
and 17% of GDP, the taxes would provide additional resources to the federal, state and local
governments who all take part in tax receipts from for-profits.

The concemn | have is that during the first quarter of 2009, according to AHA, 50% of the

hospitals, had negative margins. So if not-for-profits were to convert to for-profits to neutralize tax
preferential treatment, then several hospitals would face viability and sustainability issues to
continue to serve their missions. From a policy perspective, | do not foresee any legislation that
would give a tax break for providing community benefits, as the for-profits do not enjoy such.

The only scenario for tax breaks would come in the form of continued tax exemption, if
the not-for-profits provide much greater community benefit than their for-profit counterparts. This
can be achieved in a regulated environment for not-for-profits after the revised schedule H of IRS
Form 990 is used for a couple of years and comparisons are framed between not-for-profits and
for-profits.

In theory, though all hospitals could be treated alike, from Feldstein’s perspectives and
policy marketplace, the not-for-profits will fight to the death to preserve their tax advantages,
regardless of the realities of their market behavior. In addition to the theoretical issues, there are
likely political challenges that will be faced by anyone who wants to reform the system of tax
benefits for not-for-profits.
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END NOTES

1. The authors compared specialty hospitals with not-for-profit competitors only, since not-for-

profit hospitals receive special consideration (exemption from income, property, and sales taxes)

in exchange for providing community benefits, particularly uncompensated care. For-profits

receive no such special consideration.

2. In 1994, 23.7 percent of nonelderly Californians were uninsured compared to 17.3 percent
nationally. Only two states (Texas and New Mexico) had a higher percent uninsured than

California (Employee Benefit Research Institute 1995).

3. Acute care hospitals’ implicit obligation to serve the community is based on two policies: the
Hospital Survey and Construction Act of 1946 and non-profit tax exemption. The nominal intent of the
Hospital Survey and Consfruction Act of 1946 (commonly known as the Hill-Burton Act) was to bolster
the relatively under-developed postwar hospital industry by requiring states “to develop programs for
the construction of such public and other non-profit hospitals as will, in conjunction with existing
facilities, afford the necessary physical facilities for furishing adequate hospital, clinic, and similar
services to all their people” (Hospital Survey and Construction Act 1946).

4. A summary of these issues can also be found in Nancy Kane’s testimony to the Subcommittee

on Oversight of the U.S. House Committee on Ways and Means (Kane 2004).

5. The terms “nonprofit” and “tax-exempt” (or “untaxed”) are sometimes used interchangeably, but
they are technically distinct. For the purposes of federal taxation, an organization may be deemed
tax-exempt by meeting the requirements of section 501 of the Intemnal Revenue Code. Nonprofit
status, on the other hand, is granted by state governments on the basis of criteria that vary from
state to state. In CBO’s analysis, hospitals that identify themselves as nonprofit in Medicare

Hospital Cost Reports are assumed to be exempt from federal, state, and local taxes.

8. Hospitals are identified as nonprofit, for-profit, or governmental on the basis of classifications
reported by hospitals in the “control type” variable in the Medicare Hospital Cost Report.

According to the control type variable, “nonprofit” refers to voluntary nonprofit (with or without

church affiliation); “for-profit” refers to proprietary hospitals owned by individuals, corporations,
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partnerships, or other entities; and “government” refers to state, coﬁnty, city county, city, hospital-
district, or other governmental entities (federal hospitals were excluded from the analysis).

7. “Community hospitals” include nonfederal short-term general hospitals. This definition includes
most hospital facilities but excludes, for example, federal hospitals run by the Veterans
Administration, psychiatric hospitals, and long-term-care hospitals. Several of the key data
sources used were Medicare administrative files. Therefore, only Medicare-certified community
hospitals were included in the analyses in this paper. Throughout the text “all community
hospitals” referred to all Medicare-certified community hospitals. The findings were referred to as
representing the year 2003, but the data were actually taken from either 2003 or 2002. For the
analysis of uncompensated care, which included hospitals in only five states, the data for 57
percent of hospitals were from federal fiscal year (FFY) 2003, and those for 43 percent of
hospitals were from FFY 2002. For convenience, 2003 was used to describe the findings because
the majority of hospitals report data for FFY 2003. For consistency, the analysis for all community
hospitals used the same data years that were used to analyze uncompensated care costs in the
five states. The FFY 2003 data were used for all hospitals not in the five states. For the other
analyses, which included hospitals in all of the states, 90 percent of hospitals had FFY 2003 data
and 10 percent of hospitals had FFY 2002 data.

8. The range of $100 million to $700 million represents the 90 percent confidence interval from
the underlying statistical analysis.

9. In CBO'’s analysis, a hospital provides “high-level trauma care” if it is a level 1 or level 2 adult
trauma center (stand-alone pediatric trauma centers are not included). A hospital may be
designated as a trauma center if it meets certain criteria developed by the American College of
Surgeons. Trauma centers are assigned a level ranging from 1 through 5, with level 1 being the
highest. To be designated a level 1 or level 2 trauma center, a hospital must “[provide]
comprehensive trauma care” and must “have immediate availability of trauma surgeons,
anesthesiologists, physician specialists, nurses, and resuscitation equipment.” See Ellen J.
MacKenzie and others, “National Inventory of Hospital Trauma Centers,” Journal of the American

Medical Association, vol. 289, no. 12 (March 26, 2003), pp. 1515-1522.
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10. A concept in the discipline of economics that is similar to a collective good is that of a “public
good.” Public goods are defined as having two properties: (1) non rivalry in consumption
(meaning that one person’s consumption does not diminish another person’s ability to consume
the same good) and (2) non excludability

(meaning that, because of the nature of the good, it is not feasible, once the good has been
produced, to stop someone from consuming it; therefore, it is not possible for a seller of the good
to recoup adequate payment for it). if non indigent members of the community are made better off
when indigent individuals are given health care, and if it is not possible for the hospital that
provides such care to prevent non indigent community members who have not contributed to the
hospital from being made better off, then the provision of uncompensated care to poor people fits
the definition of a public good. Because people can benefit from a public good without paying
anything toward its production, a private marketplace may not produce an appropriate amount of
such goods. Governments may intervene to bring about adequate production of public goods by
either having the govemment produce those goods or by providing subsidies to private producers
of such goods. Prevention of the spread of communicable disease also fits the definition of a
public good and provides an additional rationale for subsidization of certain hospital activities,
including care for the indigent.

11. Nonprofit hospitals operating in the same market as for-profits appear to imitate their behavior
to some extent. See Cutler and Horwitz, “Converting Hospitals from Not-for-Profit to For-Profit
Status: Why and What Effects?”; Silverman and Skinner, “Medicare Upcoding and Hospital
Ownership”; and Jonathan Gruber, “The Effects of Competitive Pressure on Charity-Hospital
Response to Price Shopping in California,” Journal of Health Economics, vol. 13, no. 2 (1994),
pp. 183-212. That phenomenon has led some researchers to focus not on the effect of the
ownership status of individual hospitals, but, instead, on the effect of the share of hospitals that
are for-profit in defined geographic areas. See, for example, Mark Duggan, “Hospital Market
Structure and the Behavior of Not-for-Profit Hospitals,” Rand Journal of Economics,

vol. 33, no. 3 (Autumn 2002), pp. 433-446. CBO did not analyze any market-level ownership
effects or interaction effects among hospitals. Possible interaction effects might include crowding
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out (the existence of governmental hospitals could reduce the uncompensated care provided by
nongovernmental hospitals in

the same market) and imitation effects.

12. Al Dobson and others, Executive Summary: Evaluation of the Adequacy of Medicaid
Payments to Hospitals in Pennsylvania (prepared by the Lewin Group for the Hospital and

Healthsystem Association

of Pennsylvania, June 2005), available at:

Is_in_Pennsyivania IN E mm.

13. Hospitals may not absorb all the costs associated with caring for the uninsured because they
receive direct payments from different govemment sources to help cover their unreimbursed
costs, including those for charity care, bad debt, and low-income patients. For exampie, Medicare
and Medicaid make payments to hospitals that serve a disproportionate share of low-income
patients under their respective disproportionate share hospital programs. Other state payments
may also be available to hospitals, although their specific types vary widely. For exampie,
hospitals may receive payments from special revenues, such as tobacco settiement funds;
uncompensated care pools that are funded by provider contributions; and payment programs
targeted at certain services, such as emergency services.

Bad debt is generally defined as the uncollectible payment that the patient is expected to, but
does not pay.

14, For this study, the Government Accountability Office (GAO) analyzed 2003 data from five
geographically diverse states—California, Florida, Georgia, Indiana, and Texas—with substantial
representation of the three ownership groups. For each state, GAO determined the three
ownership groups’ percentages of total uncompensated care costs and patient operating
expenses devoted to uncompensated care. GAO 2005. Nonprofit, For-Profit, and Govemment
Hospitals: Uncompensated Care and Other Community Benefits, GAO-05-743T.


http://www.haponline.org/downloads/Evaluation
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15. Congressional Budget Office (CBO) found that, on average, nonprofit hospitals provided
more uncompensated care than otherwise similar for-profit hospitals, although the ranges of
uncompensated care provided by the two types of hospitals largely overlapped.
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VARIABLES LOCATION in CMS FORM 2552-96
1. Total Operating Patient Revenues: Worksheet G3 Line# 1 Columné# 1
2. Contractual Aliowances & Discounts: Worksheet G3 Line# 2 Columné# 1
3. Net Patient Revenues: Worksheet G3 Line# 3 Columni# 1
4. Total Operating Expenses Worksheet G3 Line# 4 Column# 1
5. Netincome Worksheet G3 Line# 5 Columnit 1
6. Ratio of Cost to Charges: Worksheet S10 Line# 24 Columni 1
7A. Uncompensated Charges Worksheet S10 Line# 30 Columndt 1
78. Uncompensated Cost Worksheet S10 Line# 31 Columni# 1
7C. Uncompensated Revenue Worksheet S10 Line# 17 Columnit 1
8. (SCHIP):
A. SCHIP Charges Worksheet S10 Line# 26 Column#t 1
B. SCHIP Cost Worksheet S10 Line# 27 Columné# 1
9. (SCHIP):
A. SCHIP Revenues (Payment Received) Worksheet S10 Line# 19 Columni# 1
10. (Medicaid):
A. MCAID Charges Worksheet S10 Line# 28 Columné 1
B. MCAID Cost Worksheet S10 Line# 29 Columni# 1
11. (Medicaid):
A. MCAID Revenues (Payment Received) Worksheet S10 Line# 17.1  Column# 1
12. Georgia Indigent Care Program Costs:
A. GICP Charges Worksheet S10 Line# 23 Columnit 1
B. GICP Cost Worksheet S10 Line# 25 Column# 1
13. Georgia Indigent Care Program Revenue:
A. GICP Revenue (Payment Received) Worksheet S10 Line# 18 Columni# 1
14. DSH Payments http:/mww.cms.hhs.gov/CostReports/02_HospitalCostReport.asp
15. Income Tax Tenet, HCA, HMA (Corporate office)
16. Property Tax Tenet, HCA, HMA (Corporate office
17. Other Tax Tenet, HCA, HMA (Corporate office)

APPENDIX A

THE VARIABLE LIST
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APPENDIX B

MSA ATLANTA NOT-FOR-PROFIT HOSPITALS
REVENUE S1ze BASED COMMUNITY BENEFIT

Cost of Uncompensated Care and Shortfalls in
SCHP, Medicaid, Georyia Indigent Care Program
& percentage of Net Revenue for each Revenue Size
Scenario 1 Scenario 2
A Tax Tax
Uncompensaled SCHIP Shatial NCAD ~ GAIC DSH Comunity Benefit Pescent Percent

PercentofNet PescentofNet Percentof Net Percentof Net Percentof Nelt 25 Pescent (come + Toid  (inoome + Total
N %od Revensefor Revewefor Revenvefor Revewefor Revenvefor ofNetRevenve  Propery) Commundy Properly) Comuniy

Under$tOM 3 18% 3% 0.04% 172% 06™%  Qu% 583% 8% 583%
$100M-Under 3 18% 481% 001% 085% 046%  -147% 4,66% 468% 4566%
$250M
$29M-Under 3 10% 1% 003% 285% 0%%  -16% 863% 1)) L63%
$500M
$500M-Under 3 8% 5% 0.00% 083% 050% 4% 3160% 360% 360%
$1000M
Owr$iOOM 5 2% 1253% 0.00% 061% 0% -L00% 12.16% 1246% 10.16%

N K] 8% 0% 0% 0% 1%

17 hospitals (represents all revenue sizes) were chosen from a list of 34 not-for-profit hospitals
provided by the Georgia Hospital Association (GHA), due to unavailability of data or unreported data
for 17, in the CMS Medicare Cost Report File. For hospitals in the under $100 Million Total Patient
Revenue range, and for their average Net Patient Revenue, the three hospitals provided average
Community Benefit of 5.83% after adjusting for 0.44% of DSH payment. In the $100 Million to
under $250 Million range, three hospitals provided average Community Benefit of 4.66% after
adjusting for 1.47% of DSH payment. In the $250 Million to under $500 Million range, three
hospitals provided average Community Benefit of 8.63% after adjusting for 1.63% of DSH payment.
In the $500 Million to under $1 Billion range, three hospitals provided average Community Benefit
of 3.60% after adjusting for 3.45% of DSH payment. Finally, in the over $1 Billion range, five
hospitals provided average Community Benefit of 12.16% after adjusting for 1.00% of DSH

payment.
Data for For-Profit Hospitals is provided in Appendix C.
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APPENDIX C

MSA ATLANTA FOR-PROFIT HOSPITALS
REVENUE S1zE BASED COMMUNITY BENEFIT

Cost of Uncompensated Care and Shortfalis in
SCHIP, Medicaid, Georgia Indigent Care Program
as percentage of Net Revenue for each Revenue Size
Scenario 1 Soemario )
Al Tax Tax
Unconpensaled SCHP Shoriall MCAD ~ GAC~ DSH Conmupidy Benel Percent Percent

Percent of Net  Percentof Net  Percentof Net Peroent of Net Percent ofNet 25 Percent (income + Totdl  (income + Tola
N %ofdl Revemefor Revenvefor Revenvefor Revenvefor Revenvefor ofNetRevenue  Property) Community Properly) Communily

RevenveSie  Hogpibls RevenweSze RevenueSize RevenveSze RevenueSze RevenweSize 430% Benelt L4 Benelt
Under $100M 1 "W 1085% 054% 2% 020% 8% UIN ABN  165T% AN MSIX
$100M - Under 1 1% 768% 000% 144% 10%  26% TSN AS0X 2% LM% 1055%
$250M

$250M - Under 1 1% TM4% 000% 000% 000%  140% 5% AN 10M4% LM% A%
$500M

GOOM-Under 3 4% 6.47% 000% 130% 000%  -208% SH%  ASX 100N L% 8e%
$1000M

Over$1000M 1 1% 590% 000% 000% 15, ) ] 663 AKX  HAY L oI
M T 10 6.50% 001% 0.69% L18% 260 5% 1053% 855

7 hospitals (represents all revenue sizes) were chosen from a list of 9 for-profit hospitals provided by
the Georgia Hospital Association (GHA), due to unavailability of data or unreported data for two, in
the CMS Medicare Cost Report File. tn Scenario 1, for hospitals in the under $100 Million Total
Patient Revenue range, and for their average Net Patient Revenue, one hospital provided average
Community Benefit of 11.77% after adjusting for 1.83% of DSH payment. in the $100 Million to
under $250 Million range, one hospital provided average Community Benefit of 7.51% after
adjusting for 2.63% of DSH payment. In the $250 Million to under $500 Million range, one hospital
provided average Community Benefit of 5.64% after adjusting for 1.40% of DSH payment. In the
$500 Million to under $1 Billion range, three hospitals provided average Community Benefit of
5.29% after adjusting for 2.98% of DSH payment. Finally, in the over $1 Billion range, one hospital
provided average Community Benefit of 6.63% after adjusting for 2.99% of DSH payment.

Further, if tax components are added to the community benefit of for-profit group, then these hospitals
in the respective revenue size groups, improve their Total Community Benefits, in scenario 1 with
4.8% tax, to 16.57%, 12.31%, 10.44%, 10.09%, and 11.43% respectively in the five revenue range. In
scenario 2, with 2.74% tax, they drop to 14.51%, 10.25%, 8.38%, 8.03%, and 9.37% in the five
revenue sizes respectively.
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APPENDIX D

MSA ATLANTA NOT-FOR-PROFIT AND FOR-PROFIT HOSPITALS
AVERAGE & MEDIAN HOSPITAL TYPE BASED COMMUNITY BENEFIT
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APPENDIX E

MSA ATLANTA NOT-FOR-PROFIT HOSPITALS

CosT OF UNCOMPENSATED CARE: YEAR ENDING 2007
Based on FORM CMS- 2552-98-Section $10 (INSTRUCTIONS FOR THIS WORKSHEET ARE PUBLISHED IN CMS PUB. 1541, SECTION 3609.4)

Uncompensated
Net Costto  Uncompensated Uncompensated Care Cost

Total Paient  Patien! Charge  Care Care as Percent of

Facility Name Revenue Rewnue  Raio  Charge Cost Net Revenue
[WeliStar Paulding Hospital (37) & (?) 90,638,062 44005429  0.3963 1614524 644,749 1.46%
WeliStar Windy Hill Hospital (117) &(150) 92200023 44300435  0.3708 621,584 230,507 0.52%
(Tanner Medical Center/Villa Rica {11) 94431433 37622952 03664 27,956,170 3,588,931 9.54%
{Emory-Adventist Hospital (67) & (96) 118412417 41600655 0.2978 11,200,000 3320914 8.00%
{Nevmuediml(:enter(ﬂ) &(13) 191534977 70083760  0.3169 4,960,755 2,106,884 3.01%
Northside Hospital-Cherokee (8) 228529893 81894165 0.2400 11,858,156 2,798,021 34%
Tmneruedmlcmcm {10) &(10) 312501,237 129387479 03333 75000000 11,000,000 8.50%
ospita ystems : 322,043,620 111067690  0.2057 21,122,520 8,018,017 1.2%
PlemthayeueHospM(MZ) &(1 16) 426,106,142 141610379 02827 28,296,560 7,098,079 585%
Regional Medical Center {113) & (35) 690612152 236082951 03025 34481602 10429478 4.40%
Cobb Hospital (60) & (87) T.247281 219069477 03178 21154047 9,051,490 3.24%
[EmrymefodemHospital(M) &(50) 940,506,061 400440133 03739 107,131,000 39,007,000 9.53%
Saint Joseph's Hospital of Alanta (39) & (53) 1,062532404 358300275 03022  26,128938 1,897,262 2.20%
Fospital (38) & (51) (RWKS) 1200306427 336106915 04098 430,000,000 170,000,000 50.58%
1481718617 536,311,006  0.3031 60,536,508 18,350,311 342%

1608501821 605320175 02034 69579125 23814710 393%
1621618625 618007201 02078 51,824,083 15432020 2.50%

17 hospitals (represents all revenue sizes) were chosen from a list of 34 not-for-profit hospitals
provided by the Georgia Hospital Association (GHA), due to unavailability of data or unreported data
in the CMS Medicare Cost Report File. Not-For-Profit Hospitals together provided 8.17% of their Net
Patient Revenue as Uncompensated Care Cost. Grady Memorial Hospital skews this result upwards
due to its large uncompensated care burden of 50.58%. If this hospital results are removed, the
Uncompensated Care Cost drops to 4.01% for the Not-For-Profit group. In comparison, the For-Profit
group provided 6.59% of Community Benefit as shown in Appendix F.
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MSA ATLANTA FOR-PROFIT HOSPITALS

CosT oOF UNCOMPENSATED CARE: YEAR ENDING 2007
Based on FORM CMS- 2552-96-Section $10 (INSTRUCTIONS FOR THIS WORKSHEET ARE PUBLISHED IN CMS PUB. 15-i, SECTION 3600.4)
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Uncompensated
Net Costto Uncompensated Uncompensated Care Cost

Ownership Total Patient  Patient Charge Care as Percent of

Facility Name Revenue  Revenve  Ratio Chamge Net Revenue
Barrow Community Hospital (26) HVA 20163 1872583 03260 6005912  1,994707 1065%
Walton Regional Medical Center (27)  [HMA 106,172046 34732571 02088 8047666 2665909 768%
Cartersville Medical Center (18) HCA 468,079,393 110599230 0.1681 34500000 7,790,100 7.04%
Spalding Regional Hospital (19) Tenet §30,015916 114140966 01684 50800000  6530,042 14™%
South Fulton Medical Center (80) Tenet 554025888 106514519 0.1937 80800000 11,600,000 10.89%
North Fulton Regional Hospital (73) [Tenet 715574720 144307623 0.1645 10300000 3,605,064 256%
Atianta Medical Center Tenet 1009485872 240200319 01936 48535022 14395992 5.99%

7 hospitals (representative of all revenue sizes) were chosen from a list of 9 for-profit hospitals
provided by the Georgia Hospital Association (GHA). Two did not have available data or did not
report data to CMS and were not in Medicare Cost Report File. For-Profit Hospitals together provided
6.59% of their Net Patient Revenue as Uncompensated Care portion of Community Benefit. North
Fulton Regional Hospital provided much lower uncompensated care in comparison to the others in
the same revenue size. Even if it took on a similar uncompensated care burden as the others in the
group, the group Community Benefit component of Uncompensated Care would go up by 1% to
7.59%. In comparison, the Not-For-Profit Group provided 8.17% of Community Benefit in terms of

uncompensated care.
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APPENDIX G

MSA ATLANTA NOT-FOR-PROFIT HOSPITALS

CosT OF SHORTFALL IN SCHIP CARE: YEAR ENDING 2007
Based on FORM CMS- 2552-98-Section S10 (INSTRUCTIONS FOR THIS WORKSHEET ARE PUBLISHED IN CMS PUB. 151, SECTION 3600.4)

SCHP  Average SCHP s
Net Costio St Percentof Nt
TowlPaient Paent  Chage SCHP  SCHP  SCHP SCHP  ssPement Revemuehr
Facity Name Rewne  Revme  Raio Chage  Cot  Reveme Shorfl  ofReverwe RevenueSie
WielStar Pauking Hospial N/ M50 000 12556 SIS TI5H0 0 om%
WellSar Wiy Hil Fospia QA0 MA0GS 08 18K 4T84 186 0 om%
{Tanmer Medical Centec\ila Rica MAOIAD VAR 06 150 83 0 485 0%
04%
Fmory-Advenkst Hosp HBAM241T  M1G00E55 02978  B423 2688 08 2660 001%
Nevion Medical Center 1915477 TOMTE0 03180 99755  3MB6 A2 584 001%
Nortside Hospia-Cherokee 288295 81804185 0.400 0 0 0 0 000%
0005%
Tarmer Medical Cenieramfion ST IBWTA OND WM RMS 0 8M5  0%5%
Fospia & Heallh Systems WD 1106700 0257 149 WP/ BIM B2 00
IPedvon Fayel Hospita @612 100 02821  SHAB 1625 100707 61868 OO
. .. . v o.m
Gouthem Regional Wedical SOBIZI2 26982050 0025 41280 1484 11175 1308 001%
WelStar Cotb Hospial TMTZB TOMIATT O3MTB ISI0566 1SS 145056 0 000%
IEmory Crawdord Long Hospitd MOS06061 H0MD1 0379 0 0 6 0 omw
0.00%
[Gait Josephv' ospil of Allarka 1052532404 35000275 03022 0 0 0 0 0o%
{orady Memoia Hospita 1200647 6ABIS 04088 229 QT %M 0 0%
Predvont Hospial LABTIGET S0 03031 2856  TSMI 464 27 00%
WelStar Kennesione Fosptal 1608501821 6052075 02004 2585566  TS8TT 1856545 0 00%
Noriae Hospal 1621510525 618007201 02078 0 00 0 000%
IO

17 hospitals (representative of all revenue sizes) were chosen from a list of 34 not-for-profit hospitals .
provided by the Georgia Hospital Association (GHA), due to unavailability of data or unreported data
in the CMS Medicare Cost Report File. Not-For-Profit Hospitals together provided 0.01% of their Net
Patient Revenue as SCHIP portion of their Community Benefit. In comparison, the For-Profit Group

. also provided 0.01% of Community Benefit in terms of SCHIP care as shown in Appendix H.



122

APPENDIX H

MSA ATLANTA FOR-PROFIT HOSPITALS

CoST OF SHORTFALL IN SCHIP CARE: YEAR ENDING 2007
Based on FORM CMS- 2552-96-Section S10 (INSTRUCTIONS FOR THIS WORKSHEET ARE PUBLISHED IN CMS PUB. 15-it, SECTION 3609.4)

SCHIP  Average SCHIP as

Net Costto Shorfial  Pescent of Net

Tolal Paient  Pafient Chage SCHIP SCHP SCHIP SCHIP  asPercent Revenve for

Facility Name Revenue Revenie  Ralio  Chage Cost  Rewnwe Shorfal of Revenue RevenueSize

Barrow Communily Hospital M08 1872683 03260 802448 421934 30000 10194  0.54% 0.54%
Walton Regional Medical Genter 106172046 732511 02088 0 0 0 0 000% 0.00%
(Cartersville Medical Center £65M6 110903079 01686 175167 20446 30905 0 000% 000%
Spalding Regional Hospial 30015916 114149966  0.1684 0 0 0 0 000
South Futlon Medical Cenler 554026888 106514519 04937 0 0 0 0 000%
North Fulion Regional Hospial 551470 14307628 01645 0 0 0 0 000%

000%
(Atlania Medical Center 1009485672 240209319 0.18% 0 0 0 0 000% 000%

17 hospitals (representative of all revenue sizes) were chosen from a list of 34 not-for-profit
hospitals provided by the Georgia Hospital Association (GHA), due to unavailability of data or
unreported data in the CMS Medicare Cost Report File. The For-Profit group provided 0.01% of
Community Benefit in terms of SCHIP care as shown, while the Not-For-Profit Hospital group also
provided 0.01% of their Net Patient Revenue as SCHIP portion of their Community Benefit.
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APPENDIX J

MSA ATLANTA NOT-FOR-PROFIT HOSPITALS
COST OF SHORTFALL IN MEDICAID CARE: YEAR ENDING 2007

Based on FORM CMS- 2552-96-Section S10 (INSTRUCTIONS FOR THIS WORKSHEET ARE PUBLISHED IN CMS PUB. 15-11, SECTION 3609.4)

NCAD  Average MCWD 23

Net Costbo Shottl  Percent ofNet
ToaPaliet Palet  Chage MCAD  MCAD MCAD  NCAD  asPevcent Revenuefor
Facikly Name Reverue Revene  Rao Chage  Cost  Revenue  Shofal  of Rewrwe RevenueSize
WellStar Pauiding Hospital 06/ 44085420 03953 THZE5 3000214 4B4ETS 0 00
WeNStar Windy il Hospital QN0M  M045 03708 43556 1607785 4335545 0 00
[Tanner Medical CentantVit Rica AN WA 03064 17749900 6504007 4560153 1043854  5I7%
172%
[Emory-Adventist Hospita HBAI2A1T 109855 02678 4755774 1412416 908857 423580  1Q@%
Newion Medical Center 191534077 70093760 03169 1146744 3643845 3757500 0 000%
Northside Hospital-Cherokee 26620803  B1804185 02400 275011 6562967 50142 161545  154%
085%
Tanner Medical Center/Camolion 2501207 108741 0B 2456101 14153402 6000919 8113483  62%
Rockdale Hospital & Health Systems IWMIEN 111067690 02957 60,251,706 17813906 16,123,185 1600801 1.52%
Piednmont Fayetie Hospital 4610612 141510370 02877 27158898 7678516 86053 101118  076%
285%
{Southem Regional Medical Cenler 60612152 236962051  0.3025 184650061 40000971 46172018 386950  150%
WellStar Cobb Hospita T2 B TR06I4TT 0378 116,200,155 6954802 M20155 2604647 0%
{Emory Crawiord Long Hospital 040,506,061 409440133  0.3720 108,326,506 40505477 48,856,326 0 000%
083%
[Saint Joseph's Hospital of Allanta 1052532404 359300275 03022 2319550 7010672 4645400 235212 086%
{Grady Memorial Hospital 1200306427  336,108915 04098 215000000 67.000000 85,106,000 2000000  0.83%
Piedmont Hospita 1481716617 SB311,006 03031 45211737 13722476 10540507 373669 050
WellStar Kennesione Hospital 1608501821 605329175 02834 157,000,000 46,000,000 48,000,000 0 000%
INorthside Hospital 1621618625 616007201 QL2078 153211,331 45622811 30600827 5923184  0.96%
081%

17 hospitals (representative of all revenue sizes) were chosen from a list of 34 not-for-profit hospitals
provided by the Georgia Hospital Association (GHA), due to unavailability of data or unreported data

in the CMS Medicare Cost Report File. The Not-For-Profit group together provided 0.86% of their Net
Patient Revenue as Medicaid portion of their Community Benefit. In comparison, the For-Profit group
provided 0.69% of Community Benefit in terms of Medicaid care as shown in Appendix K.
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APPENDIX K

MSA ATLANTA FOR-PROFIT HOSPITALS
CosT OF SHORTFALL IN MEDICAID CARE: YEAR ENDING 2007

Based on FORM CMS- 2552-96-Section S10 (INSTRUCTIONS FOR THIS WORKSHEET ARE PUBLISHED IN CMS PUB. 15-11, SECTION 3609.4)

WAD  AephCADas

M b Sutd  Peosiolie

ToiPdnt Phl  Cap WAD WAD WOAD MCAD aPumt  Reenelr

Paliyle  Reene  Ree  Rdo O (8 Reene Swdd  ohelRoene RomeSie

arowComuriy o NS BTSES O GIMSM TSN 1SN M 2 214

Wolion Regional Medical Center 1067206 TS 0260 6%8012 267508 211 MM 14k 145

Carerl Meica e K 100D O B0ND SMIEON000 0 0 0%
Sy Regiord Hospd GOOGHE MO 06 G200 1SENMO0 TNN0 M0N0 34N
5o Fln Necd Cenr CAOSHD  f06SUSIO 01907 VGG N0ME NMMGE AT 05
o Ful Reiona ospa WA MASH 065 TSANM0 000M0 62000 0 00
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17 hospitals (representative of all revenue sizes) were chosen from a list of 34 not-for-profit hospitals
provided by the Georgia Hospital Assaciation (GHA), due to unavailability of data or unreported data
in the CMS Medicare Cost Report File. The For-Profit group provided 0.69% of Community Benefit in
terms of Medicaid care as shown in comparison to the Not-For-Profit group which provided 0.86% of
their Net Patient Revenue as Medicaid portion of their Community Benefit.
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APPENDIX L

MSA ATLANTA NOT-FOR-PROFIT HOSPITALS
COST OF SHORTFALL IN GEORGIA INDIGENT CARE PROGRAM: YEAR ENDING 2007

Based on FORM CMS- 2352-96-Section S10 (INSTRUCTIONS FOR THIS WORKSHEET ARE PUBLISHED IN CMS PUB. 15-11, SECTION 3609.4)

Average GICP as
Nt Costo  Georga  Georgfa  Georga  Georgia  Shorid  Perventof Net
ToiPaert ~ Paiet  Chage bdget  hdgent dgent Indgent  asPeenl Revenuofor

Faciily Nanss Rewnve  Rewne  Raio  CaeCh  CareCo Revewe Shotiad  ofRevenve RevenueSize
WelStar Paudding Hospita N6V 4005420 0383 2001478 82T 2001478 0 000%
(WellStar Windy Hi Hospital 0000 M045 08 144N SUTE 1414970 0 000%
(Tanner Medical ConterVila Rica MOTAD  WEZSD 0364 1277009 465087 3000 THRT  202%
067%
{Emory-Adventist Hospital 18412417 460985 02978 0 0 0 0 000%
{Newkon Medical Cenler 191534977 70003760 03169 17007970 530370 442603 90767  137T%
Northside Hospital-Cherokee VBR083 1804185 0240 ¢ 0 ] 0 000%
0.46%
Tanner Medical CenteriCanolion MLSMT 120387479 033 BRBEST 8943118 TS0603 1003515  O7%
Rockdale Hospital & Health Systems WMIE0 11067600 02057 4118074 127546 2200000 0 000%
Piedmont Fayetie Hospia 28108142 141810370 02827 0 0 0 0 000%
0%
{Southem Regional Medical Center 600612152 206962951 03025 2958972 M8 S5MO88 30000  177%
WelStar Cobb Hospital TRUIB 906947 0378 1700823 5E85ATI 178822 0 00%
{Emory Crawhond Long Hospita MOS6061 400440133  0.3730 1086586 40505477 20500000 1005477 0%
050%
{8aint Joseph's Hospitalof Allanta 100250404 39200275 02 1463408 42303 64406 ITROT  OA1%
{Grady Memorial Hospital 1200208427 336106815 04098 164,000,000 66,900,000 102,000,000 0 00%
Piedmont Hospia 1481718617 53311006 03031 0 0 0 0 000%
[WelStar Kennestone Hospita 1608501821 60539475 0294 48,600,000 14300000 48,500,000 0 000%
INorthside Hospita 1621618625 613097201 0978 0 0 ¢ 0 000%
002%

17 hospitals (representative of all revenue sizes) were chosen from a list of 34 not-for-profit hospitals
provided by the Georgia Hospital Association (GHA), due to unavailability of data or unreported data
in the CMS Medicare Cost Report File. The Not-For-Profit group together provided 0.17% of their Net
Patient Revenue as Georgia Indigent Care Program portion of their Community Benefit. In
comparison, the For-Profit group provided 1.18% of Community Benefit in terms of Georgia indigent
Care Program portion as shown in Appendix J.
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APPENDIX M

MSA ATLANTA FOR-PROFIT HOSPITALS
CoOST OF SHORTFALL IN GEORGIA INDIGENT CARE PROGRAM: YEAR ENDING 2007

Based on FORM CMS- 2552-96-Section 810 (INSTRUCTIONS FOR THIS WORKSHEET ARE PUBLISHED IN CMS PUD. 15-11, SECTION 3609.4)

Average GICP as

Net Costo  Georpa Georgia Georgia  Georga  Shorfal  Percentof Net

Total Paiet  Patient Chage Indigent Indigent Indigent Indigent  asPercent Revenue for

Facility Name Reverue Revewe  Rao  CaeCh CaeCo Revenve Shofal of Revenve RevenueSize

Barrow Gonmunily Hospial N20463  187258% 0380 605200 2A2 7500 WA 0% 020%
(Watton Regional Medical Center 106172046 4751 02088 1131218 355141 0 ¥ 102% 102%
Carterswille Medical Center 49365346 110903079 01606 185863 31244 8624 0 0% 000%
Spalding Regional Hospital 530015916 114148966 01684 0 0 0 0 000%
South Fullon Medical Center 554025800 106514519 01937 0 0 0 0 000%
North Fulion Regional Hospital 557470 144307628  0.1645 0 0 0 0 0.00%

000%
IAllanta Medical Center 1000485672 240209318  0.1936 50,409,306 9,758,854 1038955 6719809  363% %
Doclors Hospial T86817 206002473 01955 0 0 0 0 000%
Fairview Park Hospita 4340055  GTRB305 0230 146085 TS 4065 60780 00TH
Trinily Hospital of Augusta 6oewt BTN 0NG 726 TAB  TA0 635 0T

17 hospitals (representative of all revenue sizes) were chosen from a list of 34 not-for-profit hospitals
provided by the Georgia Hospital Association (GHA), due to unavailability of data or unreported data
in the CMS Medicare Cost Report File. The For-Profit group provided 1.18% of Community Benefit in
terms of Georgia Indigent Care Program portion while the Not-For-Profit group together provided
0.17% of their Net Patient Revenue as Georgia Indigent Care Program portion of their Community
Benefit.
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DSH PAYMENTS FOR MSA ATLANTA NOT-FOR-PROFIT HOSPITALS

Average DSH
Net DSH DSH as Percent of
Total Patient  Patient as Percent of Net Revenue for
No MCId Facility Name Revenue Revenue Payments  NetRevenue Revenue Size
1 110042(WeliStar Paulding Hospital (37) & (7) 90638062 44085428 60,115 0.44%
2 112007 |WeliStar Windy Hill Hospital (117) &(150) 92200023 44300435 0 0.00%
3 110015 {Tanner Medical Center/Vila Rica (1) 94431433 37622852 449268 1.18%
0.44%
4 110183 |Emory-Adventist Hospital (67) & (99) 118412417 41609855 243,949 0.59%
5 110018|Newion Medical Center (12) & (13) 101534977 70,083,760 1,580,400 225%
& 110161 |Northside Hospital-Cherokee (8) 28829803 1894185 129547 1.58%
147%
7 11oo11rmmcaw1camumn(m)&(w) 312,501,237 129387479 2,261,460 1.75%
8 ale Hospi [ s 32043620 111067690 3,499,362 3.15%
9 110215 PiedrrthayeﬂeHospM(142)&(116) 426,106,142 141,610379 0 0.00%
163%
10 110165 Regional Medical Center (113) & (35) 690612152 236962951 7,669,669 324%
1 110143 Cabb Hospial (60) & (B7) 742241281 279069477 591,613 3.08%
12 110078|Emory Crawlord Long Hospital (37) & (50) 40506061 409440133 16540398  4.04%
345%
13 110082[Saint Joseph's Hospital of Atianta (39) & (53 1052532404 350,300,275 0 0.00%
14 nmnmmmammm% 1200306427 336,106915 12,434,704 3.70%
15 110083P|e¢thwplﬂ(66)&(54)(BCWKS) 1481718617 536,311,096 0 0.00%
16 110035WeliSta Hospitl RLW 1608,501,821 605,320,175 6,719,304 1.11%
17110161 {Norhside Hospial (170) & (32) 1621618625 618,097201 1,205476 021%
T 100

1.53%




128

APPENDIX O

DSH PAYMENTS FOR MSA ATLANTA FOR-PROFIT HOSPITALS

Average DSH

Net DSH DSH as Percent of
Ownership Total Patient  Patient as Percentof Net Revenue for

No MCid Facility Name Revenue  Revenue  Payments NetRevenue Revenue Size
1110045 Barrow Community Hospital (26) HMA 71270163 18725836 341,987 18%% 1.83%
2 110046 Walton Regional Medical Center (27)  |HMA 106,172,046 34732571  9138% 263% 263%
3 110030|Cartersville Medical Center (18) HCA 468,079,393  110,599.230 1,546,106 140% 1.40%

4 110031|Spalding Regional Hospital (19) Tenet 530015916 114,449,966 3,938,679 345%;

5 110219]South Fulton Medical Center (80) Tenet 554025388 106,514,519 4,404,052 4.13%
6 110198 North Fulton Regional Hospital (73)  {Tenet TI5574720 144307623 1,959,773 1.36%

298%

7 110115 Atianta Medical Center Tenet 1009485872 240,209,319 7,181,159 29% 2.99%

264%
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REVENUE SizE BASED PROFIT AND COMMUNITY BENEFIT OF NOT-FOR-PROFITS
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APPENDIX Q

REVENUE SIZE BASED PROFIT AND COMMUNITY BENEFIT OF FOR-PROFITS
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APPENDIX P1 (SELECTED LIST OF 17 NOT-FOR-PROFIT HOSPITALS)

REVENUE SizE BASED PROFIT MARGINS AND POTENTIAL TAX BURDEN

e Oy Mo Gslognfeded b Popely T Tod
TolPaient  Pafen (e o fn Ta Ta Ta Ta
Facly Name Roenedze  Reene  Roeme  Epewes  Opersions We o0 Lk W UM

WelSarPaiioghiogld e $00M WSRO WO ETAM G5 M 0 0 MR MR MR
WiV il L 1O0M QAW WG EQ MG oM 1ESS MW MR 2080 1R
T Cketlaica 00N WO TEO0 MRS NNGE MG 10600 BT W 105N 1

EnoryAdvenks gl SO SEON  RADAT MONGE QRN SIE OB 0 0 KK B0 B
el Hedical Cene OM-Ur S50 BIUOT OO WA 4N I 0 0 BT AW AR
NrbshilChunies MU SEM ZASSN0 GO RO WA 0 0 WM WM oUW

TaveNedcd ConeCamolln 05N Under 00M 302500207 3074 600066 dgp 3% 0 0 TR MR WIS
Roodgelogiltethkns W5N-UnGr 0N 00060 BTG TAGRGR MM 2% 0 0 WZ WD WD
PolotFapleogid UMD BION GBIGAQ WISHTD 0T N M 0 0 B B WK

SubenRejoledd Coks OB NS 2RO MBS THMB 2% 0 0 WR WR WR
ki (o o SON-GD QM TRORM DRI MG O6% O 2SMES 11678 B THEIM
By Ot ool S000-odr$1B SOSEY A0N0MS TS OO 1 M0G0 ISTRY MRS 12880

San s o M 0313 R0 BN MM AETE A% 0 0 L 1M Em
Cojlenidogld vt M G5 TIMES MBI BB 0 0 M MO 1M
Pednoifogid OvedtB TTRET SKIOE DOROH6 A0 16N TS 4RBN0 206 IO UBM
el et fogd. Qw818 I O6O0T5 TRUOR MM MR SN 20130 AXENN KRG
NrhsieHogid OB IRIPRE5 GHOTZN GOMEED M A 0 0 2ME 2MB MW
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APPENDIX P2 (ENTIRE LIST OF 27 NOT-FOR-PROFIT HOSPITALS)

REVENUE S1ZE BASED PROFIT MARGINS AND POTENTIAL TAX BURDEN

ey Mebome Goslgi Feld Sk Py Tod

e Tod

ToiaPaent  Palenl {iome from Ta T T&a T Ta
Facily Name ReeneSzz  Reene  Reewe  Epewes  Opersions) W% 0% 0% A um
WelStarPaidngtospid ~~ [Under$100M NEBE WG EBH MAG 2% 0 0 MR MR MR
WS Windy i Hospld U $00M QRO MG BOAD S OM% 1SS MM WA 2801 126K
arverNedcal ConlrViaRica  [Under$100M WO TERW  TYESY 0B 0O 1360 6KV 50A2 190502 1030809
basperlemoria Hospka Under$100M HER 9WBM  WER MM AN BT BM 3D SN R0
Higgins Genesal ol Under $100M MM NUSHS  BERMD ST BN KOM 2SS B 198 6B
Fidgeview ke Under$100M B0 RS ZWSES 0 0% WO BOM 130 1M TN
Decae ot Under $100M BT UM NAGSET 475 B 0 0 HEN  WE S
S ReonalHospil Under $100M RIS NG S22 BME AB 0 0 G oI 1M
EnoryAdvenis Hospla SOM-UnderSB0M  HBAI240T MGG CEMEH 10506 QW% 0 0 4D G0 6
Nevon Nedica Certr SOM-Under 20N 1SMOT OO0 TAAROSHD 40 %% 0 0 MIE MI® AW
NotudeogiChemlee — JSO0M-Under 50N 284900 GBI RIRT2 RS A% 0 0 W WST @
WelSwDugiastosplds  SO0M-UnderS2SOM 23176261 OTABSS0 B2 SATER0 LM% RO AN OS4SR0 291
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SobemPogonaledcal Cenkr  S50M- Under$1B  GBOGI2IS2 2606250 Z0G0N0 MARI0R %% 0 0 MR MWW WE
Cobh Hoggi OOM-Undr$1B TR MR TSI 45N6 00N O76TAR 25MAS 11628 B65 T6ESM
CairdlongHosld — S500M-Under$18 QUOSIGO0 0MOMD J07A0M5 f0MNSE  1M% M045 36! 1T 1985306 1210600
Decab edical Crl SON-Undr$1B  EB2OTE DAORZS ATHESM 2WIM 0N SO 20064 Q4D NN 631
ant dospt's Hossid of Abra~ vr$1B 10250404 S05 000 13K8TE B 0 0 1A 147X 1T
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APPENDIX Q1 (SELECTED LIST OF 7 FOR-PROFIT HOSPITALS)

REVENUE SiZE BASED PROFIT MARGINS AND TAX BURDEN
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APPENDIX Q2 (FuLL LIST OF 9 FOR-PROFIT HOSPITALS)

REVENUE SizE BASED PROFIT MARGINS AND TAX BURDEN

el Opersing  Nethoome GrssMargn Federd  Sole  Propery Told  Told

TokalPaient  Pafient {Income fom T Ta T Ta Ta
Faciéty Kame Revene  Rewwe  Expenses  Operafons) I0% 050% 0% A% 1%
Batrow Communily Hospia HA0M60 Q7606 M6 40058 A% 6N 16850 U MMM i
AnchorHospital 636 197600 178X 69513 UM% 6B MM T e B
Syivan Grove A0 G6X%0 STEIN g7 A MO0 ME0 N8 M %8

Wallon Regiondl Medcal Cenler 106,706 WTRAN BTBATT  OIM 0%0% 1560 323 1380 1667463 1667183

Crtrsile Medcal Genlr G000 11050200 GTEOTAT 2001805 1% GO 9633 4% SXETE SX8TR

Spading Regional Hospla 5005016 HAMO%D %5%6% 19613330  206% 39620 10030 45660 5418198 541
ot Fuln Wedia Cenker G405 106914510 11432616 -THOB0T  -14f% 378008 SRS A0S SH26MT MR
Norh Flkon Regiona Hopi TOSTATH0 1MA30TE23 131204070 1302653  182% DSOT6T 1288769 STT20 G676 G760
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MEeDIAN COMMUNITY BENEFIT OF NOT-FOR-PROFITS
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APPENDIX S

MEeDIAN COMMUNITY BENEFIT OF FOR-PROFITS
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APPENDIX T

MAP OF METROPOLITAN STATISTICAL AREA OF ATLANTA
BLUE COLOR REPRESENTS THE ATLANTA MSA COUNTIES

Georzia Metropolitan Statistical Areas i3S A

Sowmes: Pepuistion Division, U.S. Consus Buses. Janunry 2006




APPENDIX U
LisT oF HOSPITALS BY COUNTY
FOR PROFIT HOSPITALS
No Facility Name Owner County
1{Barrow Community Hospital HMA Barrow
2{Walton Regional Medical Center HMA Walton
3|Cartersville Medical Center HCA Bartow
4{Spalding Regional Hospital Tenet Spalding
5{South Fulton Medical Center Tenet Fulton
6North Fuiton Regional Hospital Tenet Fuiton
7|Atlanta Medical Center Tenet Fulton
NOT-FOR-PROFIT HOSPITALS
No Facility Name County
1{WellStar Paulding Hospital Paulding
2|WellStar Windy Hill Hospital Cobb
3i{Tanner Medical Center/Villa Rica Villa Rica
4 Emory-Adventist Hospital Cobb
5|Newton General Hospital Newton
6{Northside Hospital-Cherokee Cherokee
7 {Tanner Medical Center/Carroliton Carroliton
8|Rockdale Hospital & Health Systems Rockdale
9|Piedmont Fayette Hospital Fayette
10]Southern Regional Medical Center Clayton
11|WeliStar Cobb Hospital Cobb
12|Emory Crawford Long Hospital Fuiton
13|Saint Joseph's Hospital of Atlanta Fulton
14 |Grady Memorial Hospital Fulton
15{Piedmont Hospital Fulton
16 [WellStar Kennestone Hospital Cobb
17|Northside Hospital Fulton

138
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APPENDIXV

iRS FORM 990, SCHEDULE H

eyt Hospitals
m > To bo oampleiad by crgenizations thet answer “Tes™ e Fam S50, 2008
Part . B 20 p
vl Py o B ARzch %3 Ferm S0 :
N of o arganiafion
i
Care and Certain Other Beanefitz at Cost X for e
Yan | Mo
1 Does the organirafion have a cherity care policy? ¥ “No," skiptoquestiona . . . . . . . . . .
b K Yen " mitawrtenpolicy? . . . . . . . . . . . o . o i i o e e e e e e e
2 K the organization has awlliple hospitals, indicate which of the following best describee application of the
ity care policy to the vasious hoapitals.
Appliod uniiormily 1o el hospitals (] Applied uniormiy to most hoapiiais
Generslly tallored to indivichsal hospilnds
3 Answer the following besed on the charily care eligibility crilexia that applies fo the largest menber of the
omganizetion’s palients.
a Doss the organizetion use Federsl Poverty Guidelines (FPG) 1o determine sligihility for providing free came o low incoene
individuale? f "Vee." indicate which of the followiny is the family income mil for éighifity for freecaeer . . . .
O 100 O iso% [ 200% [ Other _____ %
b Does the ogentzstion use ARG to delermine aligblity for providing discormted care to low income individuats? f "Yes,”
mmuhﬂ—qnhhﬁthhmyMMM _________ E_]
1 200% [ 2s0% ss0% [ s00% [] Omer____ %
© lhownﬂnnchualﬂuemhmm describe in Part Vi the income baned crilaria for
for free or discourded care. inciude in the deacription whather #he orgenization uses an
anset test or other threshold, regardiess of income, to determine aliphility for free or discouniad cam.
& Does the organization”s policy provide free or discxamted care io the “medically indigent™ . | | | | 4
Ba Doss the arganizalion budget amounts for free or discounted care provided under ila charity care policy? 5u
b ¥ “Yen,” did the organization’s dharly cam expenses excesd the budgeted amoaet? | | | | | | | 5
c ¥ "Yas” to fina 5h, a5 8 resull of burget consicierations, was the arganizalion uneble 1o provide fee or
discountad cave 10 & patiant who was eiigble for free or discountedcare? . . . . . . . . . . . e
8a Doas the arganization prepare an annual commenilybenaftreport? . . . . . . . L . L L L.
b ¥ “Yas,” dooa the organization make it avallobletothepublc? . . . . . . . . . . . . . . .
Compiste the following table wsing the worksheels provided in the Schedule H instnuctions. Do not submit
these workshesis with the Schedule
7__Charity Core aswi Certoin Other Communily Banedits at Cost
Care snd Maumbarof | B Femns | o) Tolm y | 4 Dwoot ) Nt y -ﬂu
Means-Tesind Governenast ""‘-"m," sorowd Dl axporom — it anpares ponm
Programs foptions e
a ﬂ-qr,l.u"-gnu:i o
b Unraimibwrsed {om
Wonksheot 3, cokesn ®) -
© Unveiwiasaed —

Far Peisscy Acl and Pap wne S hatrooiians fer Fomn G0 Gt N SOISEEY Satesiuie H JFoun S0N) 2008
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e 2

buiiding activities. anramu)

Jo vasatver ot | g P | o Totet ooty
actERs or serve) buliiing anpEeo

progams | foplionel
ponnl

4 oot citseting | {u) Nt comemntly | ) Pascont of
]

Tesp—— P Sy——

Section A. Bad Debt Expanse

1 mnmmummnmmmﬁmﬂm
Associstion StalementNo. 187 | | | . . . . . . . . .. . ... ... . .

2 Enter the amourt of the organization’s bad debt expense (at

casl)
3 Ender the sstimaled smount of the arganization’s bad debt axpense (at cost) attritnstable
to pationts efighle under the organization’s charily care puolficy,
4 Provide in Part VI the text of the footnole to the arganizalion’s financial siaterants that describes bad debt
In addilion, describe the costing mathodolkgy used in delsemining the amourts reported on fines

expanse.
2 and 3, or rafionale for including other bad debt amounts in comsmunily banalit

Section B. Madicars

[ BN N

of the following methords wes used:

O Cost accounting system [ Cost to charge ratio
Seclion C. Collection Practices

S Does the orgenizalion have awritten debt collectionpolicy? . . . . . . . . . . . . . . .
b K"Yes,” uhm:mmmmmnmmbum
for paliern ﬂnnhmbqﬁyhd-iymwmm ..

Enter total revenue received from Medicars finckeding DSHand M} . . . . . .
Erter Medicars aliowable costs of care relaling to paymentsonfine 5 . . . . . .
Enterine Sless ine 6—-mephm or {shertfally. . . . . . .
Describe in Part VI the axtent 10 which any shortfall raported in ine 7 shoukd be trealed as community bensfit
and the costing methodology or saurce used o delermine the anount repartad on ine 6, and indicate which |

........

O Other

Part IV Nl Vi al for
{8} Nemm of onitly ) Donoeiplicm of pnary O, divoiors
aciivity of anllly proit % or shook tremines, oriey | ol % o shook
cwnaraip % wuployeos’ peoit % | cenanhip %
or shodk qeveseship 3%

sl :!ﬂe‘o el |nfaals |-

Schadule } o §08) 5900
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Sohaduta H Faws 1) 2008 ' rage 4

[N Sapplemantal information (Opbond! for 2006)

Complets this part fo provice the following information.

1

Provide the description recquired for Part 1, ine Sc; Pert 1, ine 6a; Pt |, ne 7g; Part |, fine 7, mt-mm;Ml.herl.

ne 4; Fart i, fine &; Part B, Ine 8b, and Part V. Sae inetructions.

Neetds asssssment. Deacribe how the organizstion azsenses the health care needs of the comemunilies it sarves.

Patient agucsaiion of eligibility for sssistence. Describe how the arganization informs and ecucates pafients snd paraons who

mhﬂdhpﬂlmﬂlhﬂh-ﬂmuﬁﬁﬂﬂ,ubﬂwﬁmwuﬂ
the organization’s chesily care policy.

Communily I comninity organization taking geographic

M“mmmhmmﬁmmwﬁanhanlm

the healih of the conwmmilies the organizalion sarvea.

Frovide any other information important 1o describing how the amanization”s hospitals or other health care iailities further i exempt

purpase by promoaling the health of the comemunity (a.g., opan medical staff, community board, vee of surphs furxds, eic).

Ihw-ﬁdmﬂdhﬂlmmmummdhmmuﬂu

i promoting the health of the commanilies served.

¥ applicable, identily al) states with which the organization, or a related organization, filas a communily banelit raport.

Scheduls 1 fFows S08] 2008
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APPENDIX W
GLOSSARY OF TERMS

AVERAGE (OF NET PATIENT REVENUE)

In the Community Benefit analysis, one of the approaches is the average of revenues and total
Community Benefit, required for caiculating Average Community Benefit percentage of net
revenue.

BAD DEBT

Patient charges not paid (excluded contractual adjustments). This results from failure of patients
to pay their portion of a bill, which is their responsibility.

CHARITY CARE

Charity care is free or discounted health and health-related services to persons without ability to
pay.

GEORGIA INDIGENT CARE PROGRAM (GICP)

This is a heatth insurance program for the medically indigent provided by the State of Georgia. it
pays hospitals for care delivered to beneficiaries that are determined to be eligible by the State
for this program. Citizens that do not qualify for Medicaid but are considered low-income might be
eligible for coverage. Payments from GICP to hospitals that do not cover the cost of providing
care are considered govemment sponsored health care shorifalls (defined below)

COMMUNITY BENEFIT

Expenses associated with providing charity care, plus government sponsored health care
payment shortfalls (SCHIP, Medicaid, GICP), plus the dollar amount paid in corporate income tax
and property tax. They also should technically include sales tax, but this is not taken into account
in this research, as it is challenging to obtain this. These components are summed up to

determine the Community Benefit as percent of net revenue.
CONTRACTUAL ADJUSTMENT
The resultting difference in the amount charged for services by hospitals, less the amount

received as payment from HMOs, PPOs and govemmental payors.



144

FOR-PROFIT HOSPITALS

Hospitals organized not only to provide hospital care to patients but also to earn profits that
increase value to shareholders. This group consists of hospitals that pay both corporate income
tax and property tax. They do not receive tax exemption by the govemment.

GOVERNMENT SPONSORED HEALTH CARE PAYMENT SHORTFALL

Government sponsored health care payment shorifall includes unpaid costs of public programs. It
is the “shortfall” created when a facility receives payments that are less than its costs for
providing care to the beneficiaries. This “payment shortfall” is not the same as a contractual
allowance, which is the difference between charges and government payments received.
Categories included in this research are SCHIP, Medicaid, and GICP.

MEDIAN

In Community Benefit analysis, one approach is the median of revenues and total Community
Benefit, required for calculating Median Community Benefit percentage of net revenue.
MEDICARE

This is a federally funded health insurance for the aged (65 and older). Some patients with certain
medical conditions qualify at a younger age.

MEDICAID

Funded by federal and state governments, this is health insurance program for the poor. Also
referred to as a state’s “welfare program.” Payments from Medicaid to hospitals that do not cover
the cost of providing care are considered government sponsored health care shortfalls.
NON-PROFIT HOSPITALS

These are private, non-profit and non-government hospitals organized with a charitable purpose
to provide hospital services in their communities. They receive tax exemption from the federal
and state govermments and do not pay taxes.

REVENUE SiZE

Hospitals are grouped according to the size of their total revenues in one approach for
Community Benefit.
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County Profile of the two types of Hospitals (Appendix T and U)
Both types of hospitals are located in the following counties according to their

revenue size:

Reven ize

County

Not-For-Profit

For-Profit

Under $100M

$100M ~ under $200M

$200M — under $500M

$500M — under $1 B

$Over 1B

Pauiding
Cobb
Villa Rica
Barrow

Cobb
Newton
Cherokee
Walton

Carroll
Rockdale
Fayette
Bartow

Cilayton
Cobb
Fulton

Spalding

Fulton
Fulton
Fulton
Cobb

Fulton

Three Hospitals

Three Hospitals

Three Hospitals

Three Hospitals

Five Hospitals

One Hospital

One Hospital

One Hospital

One Hospital

Two Hospitals
One Hospital

One Hospital
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Resident Population Projections by Year and Planning 2007

Area

Physical Rehabilation Plnring Areas A

Yar Comty Tl TOTW TOMh TOMk TOfewss TOTWT 0T TOTe o o

an

A
Barow BA RS NN MG NS OB ¥R 4 9B 18
Barow WS @B uB S @ BE0 BRI 06 159 17
Cardl MmO N BWM  HM TW B 6 9B 199 2%
Ceoke  10%0 TGN AW 1026 WIS 66 1972 B 20 24
Cafn MBS BO WM MM B WD U0 N 1R
b WM Q6 TR W% M AW M MO 19 90
Fape 00 G50 B2 NM SH AWM BE W 1B 2
Fan W WO WD M0 0T Z66H  SEEB M5 M9 i
Howtn G2 MW M KA BT5  NS®  RE  TW 156 40
Pakiy Q4T NOTIE MM R OB MST MMM T2 1 1
Rodde G136 SR MM N0 M BB AW 6 1M 1%
Spaling B M ATS WM R 1620 %O 6 1M 1%
Waln HES 67 BA N80 MAD M G5 66 136 16
Tot MMM 1SAD LI AN LOBI0 IS TSI MM Be6 o

Tot JESML SAM 11 AL LB0 KRGS ST MM Ne6 Qe

Prepared  Georgia Department of Commundy

By Hedh Souroe: Govemors Ofice o Pening and e

Note: White male and femake projections do nat include Hispanics.  Nomwhie male and female projections include Hispanics of any race.
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APPENDIX Z

MSA ATLANTA (SELECTED AND ALL) NOT-FOR-PROFIT AND FOR-PROFIT HOSPITALS
AVERAGE COMMUNITY BENEFIT IN TWO TAX RATE SCENARIOS
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