
NEHIA/HFMA
2024 Compliance & Internal Audit 

Conference

Wednesday, December 4 - Friday, December 6, 2024
Mystic Marriott Hotel, Groton, CT



Community Benefit
Bridging Compliance, Data, and 

Impact in Healthcare



Learning Objectives

• Understand the 
strategic 
importance of 
community 
benefit in 
healthcare 
organizations

• Identify components 
and challenges in 
conducting a 
community benefit 
audit

• Explore effective 
methods for 
leveraging data 
to communicate 
community 
benefit impact



Disclaimer
The information presented in this session is provided solely for educational and informational 
purposes and is not professional advice. 

The speaker’s views and opinions are their own. References to products, services, or organizations 
are for illustrative purposes and do not constitute an endorsement or recommendation.

Attendees are encouraged to seek legal, financial, or their organizations’ leadership before 
acting on any information provided.
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Community Benefit: 
What is it and why is 

it important?



Why is Community Benefit important to tax-exempt hospitals?
Tax-exempt hospitals must show that they benefit the community and the public 
by promoting the health of the community to maintain their tax-exempt status 
under section 501(c)(3). 

When and where did the Community Benefit requirement originate?
Nearly 50 years ago, the IRS in Rev. Rul. 69-545 stated that a hospital must show 
that it benefits the community and the public by promoting the health of the 
community (community board, open medical staff, full-time emergency room, 
the admission of all types of patients, etc.) This “community benefit standard” is 
the principal means by which tax-exempt hospitals justify their exempt status 
and differentiate themselves from their for-profit counterparts.

Introduction to Community Benefit
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Introduction to Community Benefit

How is Community Benefit defined?
The primary components of community benefit are uncompensated care (financial assistance and Medicaid shortfall), medical 
education, medical research, and other community programs. Community benefit excludes bad debt, Medicare shortfalls, and 
community building. 

How is Community Benefit measured and reported?
Community benefit is reported to the IRS on Form 990, Schedule H as a percentage of annual patient operating expenses. 

What impact has 501(r) had on Community Benefit requirements?
Public controversy over whether nonprofit hospitals provided adequate community benefits to justify their tax exemption gave rise to 
Congressional consideration of the issue between 2005 and 2009. Under the leadership of Senators Grassley and Baucus, key 
committees gathered extensive testimony that ultimately informed Congressional development of the community benefit standards 
enacted as part of the Affordable Care Act (ACA) in 2010 – IRC § 501(r). 
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Federal Requirements for Tax-Exempt Hospitals
IRC §501(r) 

• Four specific additional requirements that hospitals 
must satisfy in order to qualify for tax-exempt status 
under Section 501(c)(3)

Community Benefit Standard

• Operating an emergency room open to all, 
regardless of ability to pay

•  Maintaining a board of directors drawn from the 
community

•  Maintaining an open medical staff policy
•  Providing hospital care for all patients able to pay, 

including those who pay their bills through public 
programs such as Medicaid and Medicare

•  Using surplus funds to improve facilities, 
equipment, and patient care; and

•  Using surplus funds to advance medical training, 
education, and research.

(3) Community Health Needs Assessment  
(CHNA) 

(4) Financial Assistance Policy
-Free and discounted care generally
-Emergency Care

(5) Limitations on Charges  (6) Billings and Collections Requirements

501(r)
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Timeline

February 

2019
October  

2019
September

2020
December

2020
April

2023

Senator Grassley sends letters to 
IRS in February 2018 and February 

2019 asking about 501(r) 
enforcement efforts.

Senator Grassley sends a letter to 
UVA Medical Center inquiring 

about debt collection practices 
and compliance with 501(r). 

GAO report encouraged IRS to 
improve oversight of tax-exempt 
hospitals and require facility by 
facility reporting in Schedule H. 

Senator Grassley sends another 
letter to UVA Medical Center. 

Lown Institute issues its 2023 “Fair 
Share Spending” report indicating 
that most hospitals spent less on 

charity care and community 
benefit than the value of their tax 

breaks.
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Timeline

April

2023
August  

2023
October

2023
April

2024
June

2024

House Ways & Means Committee 
held a hearing on tax-exempt 
hospitals and the community 

benefit standard.
Bipartisan group of Senators sent a 

letter to IRS and Treasury 
expressing concern that certain 

“nonprofit hospitals may be taking 
advantage of” their tax-exempt 

status.

Senate HELP Committee releases 
report asking IRS to mandate 
charity care and community 

benefit standards.
Nine Democratic members of the 

House sent a letter to IRS and 
Treasury calling for new 

regulations and guidance for 
nonprofit hospitals.

Committee for Responsible Federal 
Budget encourages lawmakers to 

reform or repeal the tax 
advantages for nonprofit hospitals. 
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With all the Scrutiny – What’s Next? 

• Understand the value of your organization’s tax-exempt status
• Compare the tax benefit of exemption to the amount of community benefit provided
• Be proactive in telling your story

– Form 990 reporting
– Community benefit reporting

• Educate stakeholders and leaders on telling your story
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IRS Audits

• IRS will be starting 35 exams of hospitals this year focused on compliance with Section 501(r) and 
community benefit standards

• Exams are extensive and much more detailed than compliance checks seen previously
• Exposure: 

– $50,000 excise tax penalty per year per hospital for not conducting a CHNA
– Taxation of hospital facility income for failure of 501(r)(4)-(6)
– Loss of tax-exempt status 
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IRS Audit Activity
Over a four-year period from 2015 through 2019, more than 4,700 Community Benefit Activity 
Reviews (CBAR) were conducted and almost 1,000 tax-exempt hospitals were referred for audit 
or compliance checks because reviewers identified potential violations.

• As part of that enforcement, more than 300 written advisories were issued and excise 
taxes on 40 noncompliant hospitals were levied from CBARs and resulting audits from 
fiscal years 2015 through 2018.



Government Accountability Office





Start with the Headlines



Lown Institute: ​
Are nonprofit hospitals earning their tax breaks?
“Nonprofit hospitals are going to need 
help changing their behavior… These 
hospitals are supposed to be 
accountable to Americans through 
federal, state, and local authorities—
but oversight has been negligible.”
   -Vikas Saini, MD, President of the Lown Institute

• The Lown Institute Hospitals Index analyzed 1,773 nonprofit 
hospitals using fiscal 2020 form 990 data

• Lown Institute analysts identified more than 1,350 hospitals 
that have “fair share” deficits

• The report defines “fair share” as the difference between 
the value of the hospital’s tax exemption vs the amount of 
“community investment” provided. 

• The categories of Medicaid shortfall, health professions 
education, and research were not included in “meaningful 
community investment”.
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Penalties for Noncompliance
• Taxation of noncompliant hospital facilities
• Payment of an excise tax for failing to meet the CHNA requirements ($50,000 per noncompliant 

facility)
• Revocation of tax-exempt status
• Revocation of section 501(c)(3) status – relevant factors include:

• Previous failures to meet 501(r) requirements
• Size, scope, nature and significance of the failure
• Number, size and significance of facilities (within a system) that have failed to meet the 

requirements | Reason for the failure(s)
• Whether established practices or procedures are reasonably designed to comply with 501(r)
• Whether the practices and procedures had been routinely followed
• Whether the organization had implemented safeguards reasonably calculated to prevent similar 

failures
• Whether the organization corrected the failure(s) promptly after discovery



Risk Considerations Related to Community Benefit

• Educate hospital board members and management 
• Identify where your organization is falling short
• Monitor community benefit legislation and IRS changes
• Build sustainable community benefit infrastructure

• Build collaborative relationships with community members
• Secure adequate staffing
• Develop policies and procedures
• Deliver on promises



What can you do 
about it?

Internal Audit Optimization 
Project



Internal Audit
Internal Audit



Internal Audit Activities in Community Benefit and 501r
• 81 501r/Community Benefit audit projects 

since 2016

• Between January 2017 – November 2021:
– 58 total projects; 39 under ACP
– 51 total issues
– Impacted business objectives

• Maintain compliance with Internal Revenue Code 
section 501(c)(3) to preserve tax exempt status and 
minimize the risk of fines and penalties.

• Develop and implement community benefit programs 
that meet the community’s needs as based on a 
CHNA.

• Consistently administer charity care/financial 
assistance to all eligible patients in accordance with 
established policies and procedures.

•  Appropriately capture and record community benefit 
expense to support Form 990 Schedule H filing.



Control Assessment

• Control assessment or walkthrough
– Who owns Community Benefit 

Reporting?
– Consider 501r
– Marketing
– VP of Mission
– Strategy



Sample Control Questions



Planning

• Research
• Scope and Objectives
• Regulatory environment
• Key risks
• Fraud potential



Testing

• Sample audit program to follow:
– 14 steps (scoped down from 45 steps and 20+ expected controls)

• Scoping based on discussion and risks around not properly recording 
and/or reporting community benefit

• See appendix for sample audit program



Testing - Structure and needs



Testing - Accounting and Reporting



Optimization 
Project



We are well-versed in Catholic Health Association’s guidelines for reporting community benefit 
and will work with you to identify unreported or under-reported community benefit activities.

• Review of calculations quantifying community 
benefit reported on IRS Forms 990, Schedule H, 
including a detailed analysis of all worksheets and 
underlying supporting calculations for financial 
assistance at cost, unreimbursed Medicaid and cost-
to-charge calculations.

• Analysis and identification of service lines that meet 
qualifications to be reported as subsidized health 
services. 

• Review supporting documentation and calculations 
for other benefits, such as community health 
improvement services and health professions 
education, to validate amounts reported and to 
ensure items such as fringe benefits and indirect 
costs are appropriately captured.

• Assistance with developing community benefit 
reporting policies and procedures to develop a 
consistent framework for community benefit 
reporting.

• Education sessions for community benefit reporting, 
including interactive sessions to identify unreported 
community benefit activities.

• Benchmarking analysis of amounts reported for 
community benefit against 
• peer organizations
• hospitals of similar size
• hospitals in same geographic region
• children’s hospitals, where applicable

• Development of customized tools to automate and 
help systematize Community Benefit calculations 
from general ledger and other internal financial 
data.

• Organizational review of community benefit function 
that assesses leadership structure and functional 
reporting responsibilities, board involvement, 
community benefit planning and budgeting 
processes, communication strategies, culture and 
legislative influence.  

Community Benefit Optimization



Most Frequently Identified Gaps

Value of Tax-Exempt 
Status Calculation

Community Benefit 
Optimization

501(r) Review 
Operational Review of 

Community Benefit 
Function

Community 
Benefit 



QUESTIONS?



Thank You
Anthony Mio
VP & Chief Compliance Officer
Hartford HealthCare
Anthony.Mio@hhchealth.org

Mike Witek
Risk Technology Solutions Leader

Kodiak Solutions LLC

Mike.Witek@kodiaksolutions.io

Brittney Kocaj
Partner

Crowe

Brittney.kocaj@crowe.com
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