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| Executive summary

Nonprofit hospitals are exempt from most taxes, and in exchange, they are expected
to give back to their communities in the form of financial assistance and investments
to improve health.

The health and well-being of communities depends on hospitals investing
their fair share, but there is little accountability to ensure that hospitals do so.

The Lown Institute developed its Fair Share Spending Index to evaluate the
extent to which hospitals provide financial assistance and community
investment in excess of their tax breaks. To do this, we compare spending
on programs that provide a direct and meaningful benefit to communities
with the estimated value of hospitals’ federal, state, and local tax exemptions.

Do they pay their fair share?

VALUE OF
HOSPITAL
TAX EXEMPTIONS

The Lown Fair Share Spending Index MEANINGFUL
expects hospitals to invest in their COMMUNITY BENEFIT
SPENDING

communities at levels that match
or exceed their tax exemptions.

In this report, we analyze the Fair Share spending for 21 private nonprofit
general hospitals in New York City in 2019. Here are our key takeaways,
in brief:

e NYC hospitals received about $1.5 billion in tax breaks in 2019, but
spent only $1.1 billion on meaningful community benefits, resulting
in a $435 million gap in Fair Share spending. However, Fair Share
was markedly uneven, ranging from a $76 million surplus to a
$359 million deficit.

e Nine hospitals (43%) had a Fair Share deficit, meaning they spent less
on meaningful community benefits than the value of their tax break.
These hospitals received $1.2 billion in tax breaks and spent $489 million
on meaningful community benefit, resulting in a Fair Share deficit of
$727 million.

@ Fair share spending at New York City hospitals



e Twelve hospitals (57%) had a Fair Share surplus, although the average
surplus of these hospitals was three times smaller than the average
deficit. Overall, hospitals with a surplus received $322 million in tax
breaks and spent $614 million on meaningful community benefit,
resulting in a $292 million total surplus.

e Many of the city’s largest and most prestigious hospitals had the greatest
Fair Share deficits. New York-Presbyterian hospital had the largest Fair
Share deficit; at -$359 million, this amounted to about half of the city’s
entire deficit.

The substantial Fair Share deficit among NYC hospitals indicates the need for
a policy review. In this report, we offer potential policy solutions to improve
transparency and accountability around the value of nonprofit tax exemptions
and to incentivize more meaningful community benefit spending in NYC.
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| Introduction

Nonprofit hospitals are exempt from most federal, state, and local taxes, a financial
benefit worth an estimated S6o0 billion." In exchange for this boon, hospitals are
expected to give back to their communities in the form of financial assistance

(free and discounted care) and investments to improve community health.

Private nonprofit hospitals are required to have a financial assistance
policy, conduct a community health needs assessment, and report
community benefit spending to maintain their tax-exempt status.
However, there is no federal requirement for how much hospitals have
to spend, and as a result, hospital spending on financial assistance and
community investment vary significantly.?

When hospitals offer generous financial assistance, address the neighborhood’s
most pressing health issues, and invest substantially in tackling the upstream
social factors that drive health from childhood, they are doing their part to
help communities thrive. However, hospital underinvestment is a threat to
community well-being. Every dollar that hospitals receive in tax breaks is a
dollar that could have gone to schools, social welfare, affordable housing, and
other government initiatives. Given the large body of research showing the
importance of social factors like education, financial security, and housing
security on health, there is a concern that too many tax dollars going to
hospitals may actually make communities less healthy.3

To understand the extent to which hospitals are giving back to communities,
the Lown Institute developed its metric of Fair Share spending, which compares
the estimated value of hospitals’ tax exemptions to their spending on
meaningful community benefits. The Lown Institute Fair Share Index builds
on previous research on the value of the hospital tax exemption and uses an
average estimate of 5.9% of expenses, weighed against hospital spending on
certain community benefit categories that provide a direct and meaningful
impact on community health.4
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This research reveals that, unfortunately, most nonprofit hospital systems receive
more in estimated tax breaks than they spend on their communities — what we refer
to as a Fair Share deficit. According to an April 2022 report from the Lown Institute,
82% of America’s nonprofit hospital systems underspent on financial assistance

and community investment in 2019, resulting in a combined Fair Share deficit of
$18.4 billion.’

While these findings may be surprising to some, they are consistent
with research over the past decade showing a relative lack of investment
in financial assistance and community health by nonprofit hospitals.
Analyses of hospital cost reports show that on average, nonprofit hospitals
don’t provide significantly more financial assistance than for-profit
hospitals.® A recent investigation by the New York Times found that the
nonprofit Providence St Joseph health system not only underspent on
financial assistance but hounded patients to pay who were eligible for
assistance.’” These trends have led researchers, community advocates,
and policymakers to call for more transparency and accountability
around community benefit spending.

New York City has a divided hospital system, containing some of the

largest and most prestigious academic medical centers in the nation
alongside public safety nets. The Covid-19 pandemic revealed deep inequities
within this system; while safety net hospitals in Queens and the Bronx were
overwhelmed with sick patients during the Spring 2020 wave, the wealthier
Manhattan hospitals had beds to spare.®

As the Covid-19 pandemic wanes, NYC contends with another pandemic
that is slower but just as urgent - extreme disparities in chronic disease
burden, created by decades of structural racism and poverty. To reverse this
“slow pandemic” and build a healthier future, the city needs all hospitals to
invest their fair share in their community.

To deepen our understanding of hospital community benefit and accountability

in the nation’s largest city, the Lown Institute has conducted an analysis of
the Fair Share spending of private nonprofit general hospitals in NYC.
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| Methods \

In this report, we examine the financial assistance and
community investment spending for 21 private nonprofit
general hospitals in NYC and compare this to the value
of their tax exemption, to determine the extent to which
NYC hospitals are giving back their Fair Share. We build
on the Fair Share Spending Index, using a customized
methodology to estimate the value of six elements of
the tax exemption, rather than using an average share
of expenses. Private acute care nonprofit hospitals 9 9
located in the five boroughs that had IRS and Q9
CMS data available were included. Q

O
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Table 1: NYC nonprofit hospitals included in Fair Share analysis

HOSPITAL NAME BOROUGH
Bronx Health System Bronx
Jamaica Hospital Medical Center Queens
New York Community Hospital of Brooklyn, Inc. Brooklyn
Mount Sinai Hospital’ Manhattan
Richmond University Medical Center Staten Island
Mount Sinai St Luke’s Roosevelt Hospital®° Manhattan
New York-Presbyterian/Queens Queens
Brooklyn Hospital Center - Downtown Campus Brooklyn
Montefiore Medical Center Bronx
New York-Presbyterian Hospital Manhattan
Lenox Hill Hospital Manhattan
Staten Island University Hospital Staten Island
Mount Sinai Beth Israel! Manhattan
Flushing Hospital Medical Center Queens
Maimonides Medical Center Brooklyn
New York University Langone Medical Center'? Manhattan
Wyckoff Heights Medical Center Brooklyn
Brookdale Hospital Medical Center Brooklyn
New York-Presbyterian/Brooklyn Methodist Hospital Brooklyn
St John's Episcopal Hospital at South Shore Queens
St Barnabas Hospital Bronx
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Measuring hospital community benefit

Nonprofit hospital community benefit spending is reported in IRS Form 990 Schedule H.
We use IRS data for fiscal year ending (FYE) 2019 for all hospitals. We generated our own
comprehensive dataset that linked CMS hospital data to IRS tax filings. To do this, we
created a crosswalk between the two datasets through an address-matching process.”

To determine Fair Share spending, we include only the IRS categories of community benefit
that have a direct and meaningful impact on community health, based on conversations with
community benefit experts.* We refer to these categories collectively as meaningful community
benefit spending. These categories are:

o Financial assistance - free and discounted care provided for patients eligible for financial
assistance under the hospital’s policy.®

e Subsidized health services - clinical services that meet an identified community need and
are provided despite a financial loss to the hospital. Examples include primary care clinics,
addiction treatment, and neonatal care.*®

e Community health improvement activities — programs subsidized by the hospital for the
express purpose of improving health, that do not generate revenue for the hospital. Examples
include health fairs, community health education classes, immunizations, and interpreter
services."

e Cash and in-kind contributions - cash and in-kind contributions to local healthcare
organizations or other community groups.

e Community building activities — programs that address the social drivers of health, such
as affordable housing, community support and advocacy, and environmental initiatives.*

The IRS categories of Medicaid shortfall, health professions education, and research were not
included, because they do not have a direct and meaningful benefit on community health.
Medicaid shortfall (the difference between the cost of hospital care and what Medicaid pays),
was not included, as hospitals already make up for the shortfall by charging private insurers
more or by receiving Disproportionate Share Hospital payments. Hospitals offer discounted rates
for most insured patients, yet these are not considered community benefits; it is unclear why
discounts for Medicaid patients should be an exception. While spending on financial assistance
reflects the amount patients would pay absent of hospital policy, Medicaid shortfall does not
convey a hospital policy choice.

Hospital spending on health professions education and research were not included because

these investments do not have a direct impact on the health of its community. The labor that
hospital trainees provide helps hospitals deliver patient care, but their work is not targeted toward
particularly underserved patients or specialties. Additionally, hospitals are already reimbursed for
trainees through both direct and indirect medical education payments they receive from Medicare;
the indirect payments are not reported on the IRS Form 990. While research funding is a public
good, it is unlikely that a hospital’s self-funded research has a direct impact on the health of the
surrounding community.
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Measuring the value of the nonprofit tax exemption

To calculate the value of the nonprofit tax exemption, we estimated the amount of the following
tax benefits for NYC nonprofit hospitals:

e Federal corporate income tax exemption
e State corporate income tax exemption

e State & local sales tax exemption

e Property tax exemption

e Tax-exempt bonds

e Tax-exempt charitable donations
Unless otherwise specified, all methods have been adapted from Herring et al (2018).

Federal corporate income tax exemption

We applied the corporate income tax rate of 21%2° to hospital net income from CMS hospital cost
reports (HCRIS) for fiscal year ending in 2019.> For any hospitals with negative net income, net
income was set to $S0.

We created a range of estimates to account for potential adjustments to net income that nonprofit
hospitals could make if they were for-profit. For the upper bound, we leave net income unchanged
as previous researchers have done, under the assumption that hospital net income would not
change if it were a for-profit.>

We also report an alternative net income for hospitals that includes adjustments for prior year
losses going back three years, as well as a deduction of state and local taxes paid from net income.
These were adapted from methods used by the American Hospitals Association (AHA) in their 2022
report on federal revenue forgone due to tax exemption.>

State corporate income tax exemption

The New York state corporate income tax rate is 6.5%, which we apply to net income from 2019
CMS hospital cost reports.

State and local sales tax exemption

The combined state and local sales tax rate for New York City is 8.875%, which we apply to each
hospital’s total supply expense from the 2019 AHA survey.?
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Property tax exemption

To determine each hospital’s property tax exemption, we use data from NYC’s Property Tax
Exemption Detail database.? We used data from the assessed property value final roll and filtered
to include only parcels under the exemption codes for hospitals, health centers, and hospital staff
housing.?” Parcels with revoked exemptions were removed. Parcels were matched to hospital by
ownership name. If no owner name was available, parcel address was used to map to the owner.
Tax-exempt organizations affiliated with the hospital were considered part of the hospital for
purposes of calculating the property tax exemption.”® The property tax rate for the applicable

tax class was applied to each parcel’s assessed value to calculate the value of each hospital’s tax
exemption.?® The value of the property tax exemption may be underestimated if a hospital owns
parcels not coded as healthcare institutions.

Tax-exempt bonds

Nonprofit hospitals benefit from being able to issue tax-exempt bonds because they can offer

a lower interest rate to investors. We found the average 10-year corporate bond yield from the
U.S. Treasury Department and applied a marginal tax rate of 30%, following the method used by
the AHA (2022). The difference between the average corporate bond yield and tax-exempt bond
yield was applied to the total bond issue for each hospital, obtained from Schedule K of the IRS
Form 990. We calculated the tax- exempt bond value as an average over three years, to even out
potential spikes in bond issues from year to year.

Charitable donations

If hospitals were for-profit, donations to the hospital would not be tax-exempt, which would likely
result in fewer donations. Following the method of Rosenbaum et al (2011), we used charitable
donations from IRS Form 990 Part VIII, excluding government grants, non-cash contributions,

and contributions to related organizations.*® We estimate the value of donations attributable to

the tax exemption assuming a 32% marginal tax rate for donors.
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| Results

In total, NYC private nonprofit hospitals spent $1.1 billion on financial
assistance and community investment in 2019. The vast majority of this
spending was in the categories of financial assistance and subsidized health
services, which together made up more than three-quarters of meaningful
community benefit spending. On average, NYC hospitals spent $52 million
on meaningful community benefit.

Table 2: Meaningful community benefit spending at NYC hospitals, 2019

TYPE OF COMMUNITY

FINANCIAL SUBSIDIZED COMMUNITY ALL
COMMUNITY HEALTH CONTRIBUTIONS

BENEFIT ASSISTANCE IMPROVEMENT SERVICES BUILDING CATEGORIES
# of hospitals 21 17 19 7 8 21
with spending
Utz EomTLnisy $408 M $161 M $464 M $63 M $6 M $11B
benefit
% of total
community 37% 15% 42% 6% 0.6% 100%
benefit

In total, the value of NYC hospitals tax exemptions amounted to about
$1.5 billion in 2019. The largest category of tax exemption value was for
state and local sales taxes, followed by property taxes and federal income
taxes. On average, NYC hospitals received $71 million in tax breaks.

$1.5 billion

The total value of tax exemptions
provided to the 21 New York City
hospitals included in this report.
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Table 3: Estimated value of NYC hospital tax exemptions, 2019

FEDERAL STATE +
?)((ZE\/I??‘II:'I-E)A:I( INCOME "\?zg-ll-VElE LOCAL PROPERTY BONDS DONATIONS TOTAL
(UNADJUSTED) SALES
# of hospitals
oL oS 12 12 17 21 10 16 21
Total value $381 M $118M  $525M $442M  $25M $8M  $15B
% of total tax 25% 8% 34% 29% 2% 3% 100%

exemption value

Out of the 21 hospitals examined, nine hospitals (43%) had a Fair Share
deficit, meaning they spent less on meaningful community benefit than
the value of their tax exemption. For these nine hospitals, the average
Fair Share deficit was $81 million and the median deficit was S$25 million.

The total Fair Share deficit for NYC was $727 million in 2019. To make up
this deficit, hospitals that underspent would have to more than double their
meaningful community benefit spending from 2019. A single hospital —
New York-Presbyterian Hospital — made up half of this total, with a Fair
Share deficit of -$359 million. Federal income tax, property tax, and sales
tax had the largest values for this hospital.

However, many other hospitals spent more than the value of their tax breaks.
The hospital with the largest Fair Share surplus was Montefiore Medical
Center, which spent about $76 million above the value of its tax exemption
on meaningful community benefit. The largest category of spending for
Montefiore was contributions to community groups, followed by subsidized
healthcare services.

Including additional adjustments to net income when calculating the

federal income tax exemption lowered net income to zero for three additional
hospitals and reduced the value of the federal income tax exemption by

$198 million. Using adjusted net income to calculate the federal tax
exemption, the total Fair Share deficit was -$561 million.

Table 4: Aggregate tax exemption with net income adjustment

FEDERAL INCOME TOTAL TAX TOTAL FAIR SHARE

NETINCOME  TAX EXEMPTION EXEMPTION DEFICIT

Unadjusted $1.8B $381.5M $1.5B -$727.2 M

Adjusted for prior year losses

and state/local tax deduction $7347 M $1831M $1.38B "$561.0M
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Table 5: Fair Share spending by hospital, 2019

TOTAL
HOSPITAL NAME soroucH | YERINGRLL  pxewprion  PARSHARE
BENEFIT

Montefiore Medical Center Bronx $185.1 M $109.1M $76.0M
Mount Sinai Beth Israel Manhattan $85.0 M $32.0M $52.9M
Brookdale Hospital Medical Center Brooklyn $37.3 M $7.2M $30.1 M
Jamaica Hospital Medical Center Queens $38.1 M $8.1 M $30 M
St Barnabas Hospital Bronx $35.2 M $6.9M $28.3 M
St John'’s Episcopal Hospital at South Shore Queens $28.2 M $4.4 M $23.9 M
Maimonides Medical Center Brooklyn $71.3M $51.2 M $20.1 M
Flushing Hospital Medical Center Queens $26.1 M $9.9 M $16.2 M
Richmond University Medical Center Staten Island $17.7M $9.5M $8.2 M
New York Community Hospital of Brooklyn, Inc. Brooklyn $4.5M $282 K $4.2M
Bronx Health System Bronx $28.0M $26.3 M $1.7 M
Lenox Hill Hospital Manhattan $57.1 M $56.8 M $254 K
Brooklyn Hospital Center - Downtown Campus Brooklyn $18.1 M $19.7 M -$1.6 M
New York-Presbyterian/Queens Queens $10.3 M $14.0M -$3.7 M
Wyckoff Heights Medical Center Brooklyn $8.6 M $12.9 M -$43 M
Mount Sinai St Luke’s Roosevelt Hospital Manhattan $39.8 M $65 M -$252M
Staten Island University Hospital Staten Island $26.7 M $52.2 M -$25.5 M
Ez\;\:)?ic;rl‘k-Presbyterian/BrookIyn Methodist Sl $27.6 M $70.8 M -$43.2 M
Mount Sinai Hospital Manhattan $128.8 M $227 M -$98.2 M
New York University Langone Medical Center Manhattan $95.1 M $261.6 M -$166.5 M
New York-Presbyterian Hospital Manhattan $133.7 M $492.7 M -$359.0 M
All NYC hospitals $1.1B $1.5B -$435.2 M
All NYC hospitals with deficit $488.9 M $1.2B -$727.2M
All NYC hospitals with surplus $613.5M $321.6 M $292.0M
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| Discussion and policy implications

Among NYC nonprofit hospitals, Fair Share spending varied widely in 2019,
with some hospitals spending up to $76 million more on their communities
than the value of their tax break, and others underspending by hundreds of
millions. Notably, many of the city’s largest and most prestigious hospitals
had the greatest Fair Share deficits. It’s not surprising that large academic
medical centers benefit more from tax breaks, since their net income is
greater and they own more property than smaller community hospitals.

Yet these institutions also have greater financial resources and capacity

to invest in community health, making their large deficits disappointing.

New York City’s Fair Share deficit represents more than S700 million in valuable
taxpayer funding that could have been used to improve New Yorkers’ social welfare
and community health needs. For example, S727 million could triple what the city
currently spends on school meals annually”, create 3,500 new affordable housing
units®, or pay off the medical debt for every patient sued by a New York hospital
over the past five years.”

This substantial deficit indicates the need for policies to improve transparency
and accountability around the value of nonprofit tax exemptions and to
incentivize more meaningful community benefit spending in NYC.

Policy and regulatory actions to improve Fair Share spending could include:

-+ Utilize state reporting requirements to encourage transparency.
New York State currently requires hospitals to publish community service
plans that “describe each hospital’s performance in meeting the health
care needs of the community, providing charity care services, and
improving access to health care services by the underserved.”3* The state
could require hospitals to include in these reports the amount of money
being spent on these programs and how this spending compares to the
value of their tax exemption. Especially useful would be reporting on
the total value of hospitals’ tax-exempt property in each municipality.

+ Leverage the state indigent care pool. New York hospitals are eligible
to participate in the General Hospital Indigent Care Pool (ICP), which
provides hospitals with funding for uncompensated care to ensure
healthcare access for those who cannot afford to pay. The state could
require hospitals to maintain a certain level of Fair Share spending as
a condition for participating in the ICP.
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+ Leverage the certificate of need process. In New York, major hospital
expansions and mergers are subject to state review under the certificate
of need (CON) process. The NY Department of Health has proposed
including a consideration of how hospitals are serving their community
within the CON review.? If adopted, the state could also consider Fair
Share spending when evaluating hospital system requests to merge or
expand and add additional community benefit spending requirements
as a condition of CON approval.3®

+  Consider community benefit spending minimums. Increasingly, states
are establishing minimum levels of community benefit spending for
nonprofit hospitals to ensure that hospitals are giving back their fair
share to communities. For example, Oregon passed a law creating a
community benefit spending floor for each hospital, with spending
minimums based on hospitals' previous unreimbursed care spending
and operating margins.’

As hospital social responsibility moves further into the spotlight, we need
clear and meaningful metrics to evaluate hospital performance. By measuring
how much hospitals give back to their communities beyond the value of their
tax break, we seek to highlight areas in need of improvement while giving
credit to hospitals already leading the way.
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