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Most hospitals in the United States operate 
as nonprofit entities,1 which exempts them 
from federal taxation in recognition of the 
benefits they provide to the community. 
This tax exemption represents a sizable 
amount, estimated at $24.6 billion in 2011.2 
The size of the exemption has prompted 
debate about the favored tax status of 
these hospitals, as the amount and type of 
community benefit that they provide has 
been called into question.
 Concerns about the justification 
for this large tax exemption prompted 
Congress to include community benefit 
requirements in the Patient Protection and 
Affordable Care Act (ACA)—requirements 
that most hospitals would have needed to 
comply with by 2013.3 These provisions 
require hospitals seeking tax-exempt 
status to conduct community health 
needs assessments (CHNAs) every three 
years and develop strategies to address 
those needs.4 According to the regulations 
governing these CHNAs, social determinants 
of health such as neighborhood safety, 
the availability of healthy foods, and 
whether residents earn a living wage 
should be considered as health needs and 
addressed in hospital strategies.5 These new 
regulations are meant to direct tax-exempt 
hospitals “to look beyond providing medical 
services to patients and to address the 
health needs of their communities.”6 The 
law does not, however, set any minimum 

value of benefits that must be provided in 
any category in order for hospitals to qualify 
for tax-exempt status.7

 Although the ACA provides requirements 
for gaining tax-exempt status, the 
provisions it lays out may not guarantee 
that the community benefits provided 
by nonprofit hospitals actually address 
community needs. In 2014, hospitals 
nationwide spent an average of 8.1% of 
their total expenditures on community 
benefits, but community benefit spending 
varied considerably—from approximately 
0.96% of total spending by hospitals in the 
lowest total spending decile, to 18.28% of 
total spending by those in the highest total 
spending decile.8 A similar study determined 
that the variation in community benefit 
spending did not correlate with measures 
of community need.9 Therefore, CHNAs 
and the implementation plans required 
by the ACA may not ensure that nonprofit 
hospitals provide sufficient and appropriate 
community benefits to justify their valuable 
tax-exempt status.
 In addition to an apparent lack of 
correspondence to community needs, 
nonprofit hospitals’ community benefit 
spending often does not necessarily address 
broad community needs. Community benefit 
measures, as described by the U.S. Internal 
Revenue Service (IRS), can be split into two 
broad categories: expenditures directly 
related to patient care and those associated 
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TMC institutions, previous research has 
found a positive relationship between 
increased community benefit spending 
in community service categories and the 
teaching status of a hospital.13 As most 
of the institutions within the TMC have 
teaching status, we would expect them 
to have higher levels of spending on 
community service. 
 Motivated by the significant distinctions 
between hospitals within the TMC and non-
TMC hospitals, we conducted a comparative 
study between these two groups, including 
private for-profit and public institutions 
in addition to private nonprofits. We 
compared their overall levels of community 
benefit spending, as well as breakdowns by 
type of spending.

METHODOLOGY

Although previous related research has used 
data from the IRS Form 990 Schedule H— 
which hospitals use to report community 
benefits they provide each tax year—for 
this study, we collected data on hospital 
community benefit spending from the Texas 
Department of State Health Services (DSHS). 
Compared to accessible Form 990s, the data 
available from the DSHS encompassed more 
hospitals in Harris County and contained 
more recent expenditure information. For 
instance, the most recent Form 990 available 
for some hospitals was from fiscal year 2013 
or 2009, whereas all data obtained from the 
DSHS pertained to fiscal year 2014. 
 Complete expenditure data were 
not available for several Harris County 
hospitals. Some hospitals did not have any 
community benefit spending data available; 
these were excluded completely from the 
analysis. Community benefit spending 
data were available for other hospitals, but 
data on their total expenditures were not; 
therefore, community benefit spending as a 
percentage of total expenditures could not 
be calculated, and they were excluded from 
the total community benefit expenditure 
comparison. They were, however, included 
in the spending breakdown analysis (see 
Appendix A for a breakdown of the hospitals 
evaluated in each analysis). 

with community service. Expenditure 
categories that fall into the former category 
include charity care (subsidized care for 
patients who meet criteria set by the 
hospital), unreimbursed costs for means-
tested government programs (split into 
Medicaid and non-Medicaid programs), and 
general subsidized health services (services 
provided at a financial loss). Community 
service categories include community 
health improvement services (i.e., childhood 
immunization efforts), research, health 
professions education, and contributions 
to community groups that carry out 
community benefit activities. A nationwide 
analysis of community benefit spending by 
nonprofit hospitals found that over 85% 
of community benefit expenditures went 
toward direct patient care.10 Although 
providing subsidized direct patient care 
is a valuable benefit, this skew limits the 
resources available for broader community 
health initiatives, such as preventative care 
or population health. 

HOSPITALS IN HARRIS COUNTY, TEXAS

We investigated whether the national trends 
described above held true for hospitals 
in Harris County, Texas. In 2016, 16.6% of 
Texans were uninsured, the highest rate in 
the country. The uninsured rate for Harris 
County has historically been 2–3 percentage 
points higher than that of the state of 
Texas.11 The additional financial burden of 
caring for these uninsured patients placed 
on Harris County hospitals makes this region 
of particular interest in examining hospitals’ 
community benefit spending. We also 
conducted a subanalysis of the Texas Medical 
Center (TMC), the largest medical complex in 
the world. The large teaching and research 
hospitals in the TMC have different resources 
and different spending pressures and goals 
than smaller, non-TMC hospitals. Although 
the TMC’s vision includes “becom[ing] the 
world leader in health and life sciences” and 
“ultimately transform[ing] human health,” it 
does not include any specific goals related to 
local community health benefits.12 
 Although benefiting the local 
community may not be a primary goal of 
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 Because categories of community 
health spending reported to the Texas DSHS 
did not always correspond exactly to the 
categories defined by the IRS, we found 
equivalent or similar categories of spending 
within the DSHS data. The significant 
differences between the categories we used 
and the categories defined by the IRS were 
in the community health improvement and 
community benefit operations category—
which in our analysis represents public 
health education efforts—and in the 
subsidized health services category, which 
in our analysis also includes preventative 
care initiatives.
 Categories were constructed from the 
worksheets of the 2015 Annual Statement of 
Community Benefits Standard (ASCBS), which 
is distributed by the Texas DSHS. Questions 
from these worksheets were combined as 
necessary to construct categories analogous 
to those found on the IRS Form 990, Schedule 
H (see Appendix B for more details about 
how specific categories were determined). 
Community benefit expenditures as a 
percentage of total expenditures were 
calculated using total expenditure data from 
the 2015 ASCBS for each hospital.

TOTAL COMMUNITY BENEFIT 
SPENDING IN HARRIS COUNTY

On average, Harris County hospitals that 
were included in this study spent 9.81% of 
total expenditures on community benefit 
provision, as seen in Figure 1. This figure is 
close to the 2014 national average of 8.1%.14

 Similar to the results found by Young et 
al., individual institutions varied greatly in 
their specific community benefit spending, 
especially when comparing TMC and non-
TMC institutions.15 Without accounting 
for total budget differences between TMC 
and non-TMC institutions, TMC hospitals 
averaged spending over six times as 
much on community benefit provision 
than non-TMC hospitals ($55.8M versus 
$8.7M, respectively). To account for the 
larger total budgets of TMC hospitals, we 
calculated the total community benefit 
expenditures of each included hospital as 
a percentage of the total expenditures. 

Even after accounting for differences 
in total expenditures, TMC hospitals on 
average spent more than twice as much 
on community benefit provision as a 
percentage of total expenditure than non-
TMC hospitals (Figure 1). 

SPENDING BREAKDOWNS OF TMC 
AND NON-TMC HOSPITALS

Similar to the findings of Young et al., most 
community benefit expenditures by both 
groups of hospitals went toward direct 
patient care (Figure 2A).16 Both groups 
spent just over 50% of total community 
benefit expenditures on charity care 
and the unreimbursed costs of means-
tested government programs such as 
Medicaid (Figure 2B, 2C). Because TMC 
institutions spent over twice as much as 
non-TMC hospitals on total community 
benefit provision as a percentage of total 
expenditure, their total spending on charity 
care and the unreimbursed costs of means-
tested government programs was also 
over twice that of non-TMC hospitals as a 
percentage of total expenditure. 
 Larger differences in spending patterns 
appeared when examining how the rest 
of community benefit expenditures for 
both groups is allocated (Figure 2B, 2C). 
TMC institutions devoted 27.8% of total 
community benefit spending to research and 
health professions education, while non-TMC 
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FIGURE 1 — CHARITABLE SPENDING AS A PERCENTAGE OF TOTAL 
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hospitals devoted less than 1% to these areas. 
Non-TMC institutions instead spent 23.1% of 
their total community benefit expenditures 
on other means-tested government services, 
while TMC hospitals spent less than 1% on 
them. Both groups spent less than 2% of 
total community benefit expenditures on 
community health improvement services and 
community benefit operations. 

DISCUSSION

It is difficult to compare spending categories 
in this analysis with the categories of 
direct patient care and community service 
used in previous literature due to the 
differences in definitions of the subsidized 
health services and the community health 
improvement categories. Our analysis also 
included for-profit and public hospitals in 
addition to nonprofit institutions. However, 
some conclusions can still be drawn. For 
instance, given that most TMC institutions 
have teaching status, it appears that this 
status does correlate with increased total 
community benefit spending, similar to 
previous results (see Figure 1).17

 Although TMC hospitals spend more 
on community benefit provision than 
non-TMC hospitals, over 80% of that 
community benefit spending goes toward 
charity care, unreimbursed costs of 
means-tested government programs, 
health professions education, and 
research. Although these expenditures 
do provide a benefit and correspond to 
the TMC’s mission to “serve the health, 
education and research needs of Texas 
and the world,”18 they leave little room 
for spending on community health 
improvement and subsidized health 
services, which would likely provide more 
direct benefit to the local community. 
Another possible explanation for TMC 
institutions’ spending being skewed 
toward these categories is that they 
serve a large uninsured population. These 
hospitals spend 41.7% on average of total 
community benefit expenditure on charity 
care, while the national average is just over 
25%.19 The large uninsured population in 
Harris County may be limiting the ability of 
TMC institutions to spend on community 
health improvement or subsidized health 

NOTE  n=49 (A); n=24 (B); n=25 (C)  
SOURCE  Authors’ own analysis

FIGURE 2 — SPENDING BREAKDOWN BY CATEGORIES

49+14+2+1+1+16+15+2+h42+12+1+1+14+15+14+1+h48+11+23+2+1+14+1+h
Financial assistance at cost

Medicaid

Cost of other means-tested  
government programs

Health professions education

Subsidized health services

Community health improvement services  
and community benefit operations

Research

Cash and in-kind contributions  
for community

A. Harris County B. TMC Hospitals C. Non-TMC Hospitals
1.7 1.5

41.7
49.2

11.2

23.1

1.3
0.3

14.5
0.5

12.60.60.5

14

15.4

13.8

49.4
% % %

14.7

1.8
0.6

0.6

15.6

15.8



5

COMMUNITY BENEFIT SPENDING AND THE TAX-EXEMPT STATUS OF NONPROFIT HOSPITALS

services. The ACA and the resulting 
decrease in uninsured rates was expected 
to reduce the demand for charity care 
and allow community benefit dollars to 
instead be shifted to other initiatives, such 
as those related community health.20 But 
Texas’s decision not to expand Medicaid 
and recent national policy decisions 
diminishing the efficacy of the health 
insurance marketplaces could minimize 
this spending shift.
 The ACA’s requirement that nonprofit 
hospitals conduct CHNAs every three years 
was designed to encourage hospitals to 
increase spending on community health 
initiatives.21 A study reviewing Texas CHNAs 
that were available in early 2014 found 
wide variation in terms of the approach to 
and quality of the reports.22 We viewed 
a small selection of more recent Harris 
County TMC and non-TMC hospital CHNAs 
and found similar results. The CHNAs are 
similar in terms of the data they provide 
on Houston area demographics and health 
statistics, resulting in a large overlap 
in reporting between hospitals. But the 
implementation plans vary greatly. For 
example, Memorial Hermann Health 
System’s implementation plan includes 
a breakdown of specific objectives to 
reach the goals they have set based on 
three priority areas. Each objective details 
specific baseline and target measures, such 
as the number of educational programs or 
presentations (e.g., an outreach program 
for elementary students highlighting bicycle 
helmet safety, mental health education 
sessions for nurses and physicians) and  
the number of patients receiving 
appropriate screening (e.g., emergency 
room patients screened for Hepatitis C 
and HIV).23 While some hospitals such as 
Memorial Hermann provide detailed plans 
and/or dollar amounts to be spent on 
programs, others provide only vague goals. 
Providing a common template or specific 
guidelines for CHNAs could increase the 
value to both hospitals and the community 
of conducting the assessments and 
increase accountability in addressing  
the needs identified.

 The goals of the ACA include an 
increased focus on preventative care 
and population health, but currently, 
much of the community benefit spending 
undertaken by Harris County hospitals 
focuses on financial assistance to 
patients. Even with regard to the CHNAs, 
hospitals tend to focus on access to care 
over community health initiatives. One 
strategy to address the disparity between 
the purported goals and reality involves 
making it easier for hospitals to have 
certain categories of community-building 
activities recognized as community health 
improvement spending. Under current 
IRS rules, community benefit spending 
covers spending on community health 
improvement, which includes “activities or 
programs…carried out or supported for the 
express purpose of improving community 
health.”24 As explained by Rosenbaum et 
al., the IRS defines “community building” 
to include more general community 
improvements such as physical, 
environmental, and economic development 
(e.g., efforts to develop safe, affordable 
housing or advance student achievement). 
Since these activities fall outside of the 
IRS’s definition of a community benefit, 
they must meet additional criteria and be 
justified separately to the IRS as items that 
support community health in order for 
hospitals to credit such activities toward 
their community benefit expenditures.25 
Making it easier for hospitals to do so may 
incentivize them to engage in more of 
these activities and allocate more of their 
community health expenditures toward 
endeavors that benefit communities more 
broadly. Combining this strategy with 
clearly defined minimum requirements 
for certain categories, such as subsidized 
health services or community health 
improvement, could further increase 
the breadth of the impact of a hospital’s 
community benefit expenditures.26 
These strategies can better justify the tax 
exemption enjoyed by these institutions 
and help align their actions with the needs 
of their communities.
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APPENDIX A — HOSPITALS INCLUDED IN EACH ANALYSIS

Hospitals Included in Spending Breakdown by Category

TMC Hospitals Non-TMC Hospitals

Memorial Hermann Select Specialty Hospital – Houston Heights
Memorial Hermann Northwest Houston Northwest Medical Center
Memorial Hermann Southeast St. Joseph Medical Center
Memorial Hermann Southwest West Houston Medical Center
Memorial Hermann Northeast Bayshore Medical Center
Memorial Hermann Katy Clear Lake Regional Medical Center
Memorial Hermann Memorial City Medical Center Park Plaza Hospital
Memorial Hermann Specialty Hospital Kingwood The Woman’s Hospital of Texas
Memorial Hermann Rehabilitation Hospital Katy Tomball Regional Hospital
University of Texas MD Anderson Cancer Center Cypress Fairbanks Medical Center
Houston Methodist Healthsouth Rehabilitation Hospital of Humble
Houston Methodist San Jacinto IntraCare North Hospital
Houston Methodist St. Catherine Hospital Cypress Creek Hospital
Houston Methodist Willowbrook Hospital TOPS Surgical Specialty Hospital
Houston Methodist West Hospital Kingwood Pines Hospital
Houston Methodist St. John Hospital Houston Physicians’ Hospital
CHI St. Luke’s Health North Cypress Medical Center
St. Luke’s Hospital at the Vintage Behavioral Hospital of Bellaire
St. Luke’s Patients Medical Center HopeBridge Hospital
Shriners Hospital for Children Healthsouth Rehabilitation Hospital of Cypress
Texas Children's Hospital Kindred Rehabilitation Hospital Northeast 

Houston
TIRR Memorial Hermann Reliant Northwest Houston
Ben Taub General Hospital Westside Surgical Hospital
The Menninger Clinic Emerus Community Hospital

Doctors Hospital - Tidwell

Hospitals Included in Total Spending Analysis

TMC Hospitals Non-TMC Hospitals

Memorial Hermann Houston Northwest Medical Center
Memorial Hermann Northwest St. Joseph Medical Center
Memorial Hermann Southeast Bayshore Medical Center
Memorial Hermann Southwest Clear Lake Regional Medical Center
Memorial Hermann Northeast Cypress Fairbanks Medical Center
Memorial Hermann Katy IntraCare North Hospital
Memorial Hermann Memorial City Medical Center Doctors Hospital - Tidwell
Houston Methodist
Houston Methodist San Jacinto
Houston Methodist Willowbrook
Houston Methodist West
CHI St. Luke’s Health
St. Luke’s Hospital at the Vintage
Texas Children's Hospital
TIRR Memorial Hermann
Ben Taub General Hospital
The Menninger Clinic
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APPENDIX B — DESCRIPTIONS OF EXPENDITURE CATEGORIES IN SPENDING 
BREAKDOWN ANALYSIS

Category
Questions from  

2015 ASCBS
Description of Questions

Financial assistance at cost w1e
Estimated unreimbursed costs of charity care 
provided

Unreimbursed costs of Medicaid
(w3atot1 * w3b1) –  

(w3c1 + w3c2 + w3c22)
Total Medicaid costs minus Medicaid-
associated payments

Unreimbursed costs of other 
means-tested government  
programs

(w3atot2 + w3atot3 + 
w3atot4) * w3b1 –  

(w3c3 + w3c4 + w3c5)

Total costs from non-Medicaid means-tested 
government programs minus associated 
payments

Community health improvement 
services and community benefit 
operations

w4ac3 + w4ac4 w4ac5
Education of patients concerning diseases and 
home care, community health education, and 
other educational services

Health professions education w4ac1 + w4ac2

Education of physicians, nurses, technicians, 
and other medical professionals; scholarships 
and funding of medical schools, colleges, and 
universities for health professions education

Subsidized health services w4aa7
Unreimbursed costs of subsidized health 
services

Research w4ab2 Unreimbursed research-related costs

Cash and in-kind contributions 
for the community

w4ab1 Donations made by the hospital

Total expenditures w1aa2 Total operating expenses
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