ecent inquiries made by the Senate
Finance Committee, the IRS, state
attorneys general, and local taxing
authorities into the justification for hospitals’
tax-exempt status have prompted hospital
associations, and their affected member hos-
pitals, to try to more clearly define what is—
and more importantly, what is not—a
community benefit.' Such an effort is overdue,
but there is a risk that Congress could define
community benefit so narrowly that many hos-
pitals would be forced to shift resources from
services that significantly benefit their com-
munities to services that are less needed in their
community but fall within a narrow “community
benefit” definition in order to preserve their
tax-exempt status.

This risk arises from a tension between the
goals of establishing a clear and uniform def-
inition of community benefits that nonprofit
hospitals can use to demonstrate that they pro-
vide sufficient benefits to the community to jus-
tify their tax-exempt status, and allowing
each hospital to determine how to best address
the charitable needs of the community it
serves. As hospital associations and regulatory
bodies struggle to reach consensus on what
should be counted, and reported, as commu-
nity benefits, they should be trying to develop
a definition of “community benefits” that is flex-
ible enough to allow nonprofit hospitals to tai-
lor community benefit programs to meet the
particular needs of their communities. Simi-
larly, if legislation is enacted defining, and man-
dating, community benefits, such legislation
should allow for the same flexibility.

Background
The most influential regulatory definition of
community benefit is found in Rev. Rul. 69-545,

1969-2 CB 117, which sets forth the
requirements for hospitals seeking
exemption from federal income tax.?
Its predecessor, Rev. Rul. 56-185, 1956-

requiring hospitals to operate without
regard for the ability of their patients
to pay, to the extent of the hospitals’
financial ability to do so. By con-
trast, Rev. Rul. 69-545 focuses on pro-
motion of health as the basis for
hospitals’ tax-exempt status. The Rev.
Rul. 69-545 standards are:®

* A board comprised of independent civic
leaders.

* Provision of emergency services without
regard for ability to pay,* and all other
services for those able to pay, including
Medicare and Medicaid beneficiaries.

+ Use of surplus revenues to improve
patient care, expand facilities, advance
medical training, and/or provide educa-
tion.

The last standard is a broad, open-ended def-
inition of community benefit, which allows hos-
pitals to develop community benefit programs
adapted to the particular needs of the com-
munities they serve. The standard has been crit-
icized as being vague, however, because it
does not define, except in the most general terms,
what constitutes a community benefit, or man-
date that any such benefits, whether defined by
type or monetary value, actually be provided.®

Reporting community benefits

The heightened attention to the advantages of -

enjoying tax-exempt status have prompted sev-
eral organizations to voice their opinions on the
best practices for reporting community benefits.

Ernst & Young study. One recent study finds
that nonprofit hospitals seem to be meeting the
standards set forth in Rev. Rul. 69-545. On
11/27/06, Ernst & Young released a study pre-
pared for the American Hospital Association
(AHA) that analyzed certain AHA members’
responses to the community benefit component
of the Service’s Compliance Check Question-
naire.® In its study, Ernst & Young reported 100%
compliance with the Rev. Rul. 69-545 standards.
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