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EXECUTIVE SUMMARY 
 
 

At the 2023 Interim Meeting, the House of Delegates referred Resolution 802, which asked the American 
Medical Association to “advocate for legislation and regulation that requires nonprofit hospitals to notify 
and screen all patients for financial assistance according to their own eligibility criteria prior to billing, 
support efforts to establish regulatory standards for nonprofit hospital financial assistance eligibility, and 
encourage the Centers for Medicare & Medicaid Services  to publish the charity-care-to-expense ratio and 
the charity-care-to-benefit ratio for hospitals listed in Medicare Cost Reports to improve transparency and 
compliance of charitable care and community benefit activities.” 
 
Medical debt is the leading cause of bankruptcy in the United States and can result in those with debt 
being more likely to skip or delay needed medical care or cut back on basic household expenses. 
Approximately 100 million individuals have debt related to unpaid medical bills in the United States, 
totaling between $195-220 billion. Nonprofit hospitals account for 58 percent of community hospitals in 
the United States. Tax-exempt nonprofit hospitals operate as Section 501(c)(3) organizations, which must 
be organized and operated exclusively for tax-exempt purposes. As a condition of tax-exempt status, 
hospitals must administer “charity care” according to broad parameters of federal government regulation, 
which results in differing terms of eligibility, application procedures, and programs or services. While a 
patient may be eligible for aid at one hospital, they may not at another hospital across town. In addition, 
gaps in federal regulation and weak oversight may allow hospitals to provide low levels of charity care. 
 
Hospitals have broad flexibility to establish their own eligibility criteria for charity care, and as a result, 
criteria vary across hospitals. Aid at some hospitals is limited to patients whose income is below the 
federal poverty level (FPL), while at others, patients with incomes that are five or six times the FPL can 
receive assistance. In addition, some nonprofit hospitals may be billing patients with incomes low enough 
to qualify for charity care. There is also an issue related to the lack of a definition for a community benefit 
standard and the inability of the Internal Revenue Service to enforce guidelines for nonprofit hospitals to 
retain their 501(c)(3) status as tax exempt. Charity-care-to-expense ratios may belie the community 
impact of hospitals because not all spending that hospitals claim as community benefits are meaningful 
for community health. Beyond this, state regulations vary in terms of eligibility, the minimum level of 
assistance that must be provided, and the level of transparency required. 
 
The Council on Medical Service recommends new policy for the development of publicly accessible 
minimum standards for nonprofit hospital financial assistance eligibility programs, required screening of 
patients for charity care eligibility prior to billing, and standardizing the definition of what is considered a 
“community benefit” when evaluating community health improvement activities. Additionally, the 
Council recommends new policy for expansion of governmental oversight of nonprofit hospitals and 
enforcement of federal and/or state guidelines and standards for community benefit requirements 
including the ability to enact penalties and/or loss of tax-exempt status. 
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At the 2023 Interim Meeting, the House of Delegates referred Resolution 802. Introduced by the Medical 1 
Student Section, the resolution asked the American Medical Association (AMA) to “advocate for 2 
legislation and regulation that requires nonprofit hospitals to notify and screen all patients for financial 3 
assistance according to their own eligibility criteria prior to billing, support efforts to establish regulatory 4 
standards for nonprofit hospital financial assistance eligibility, and encourage the Centers for Medicare & 5 
Medicaid Services (CMS) to publish the charity-care-to-expense ratio and the charity-care-to-benefit ratio 6 
for hospitals listed in Medicare Cost Reports to improve transparency and compliance of charitable care 7 
and community benefit activities.” 8 
 9 
BACKGROUND 10 
 11 
An estimated 100 million people in the United States (41 percent of adults) have debt related to unpaid 12 
medical bills, totaling between $195-220 billion.1 Of this 100 million, approximately 20 million people 13 
owe money directly to their hospital, physician, or other non-physician provider.2 The remaining 80 14 
million people reflect those that have other debts associated with their health care (i.e., credit card debt, 15 
loans from family and friends). Medical debt is the leading cause of bankruptcy in the United States and 16 
can take many forms, including past due payments owed directly to a hospital or physician, ongoing 17 
payment plans, money owed to a bank or collections that has been assigned or sold the debt, credit card 18 
debt, and/or money borrowed from family or friends.3 Those with unaffordable medical bills are more 19 
likely to skip or delay needed care, cut back on basic household expenses, take money out of retirement or 20 
college savings, or increase credit card debt.4 21 
 22 
Nonprofit hospitals account for 58 percent of community hospitals in the United States.5 These hospitals 23 
can be exempt from federal, state, and local taxes if they qualify as 501(c)(3) organizations as defined by 24 
the Internal Revenue Service (IRS). Seven of the ten most profitable hospitals in the United States are 25 
classified as nonprofit.6 26 
 27 
The IRS defines “charity care” or “financial assistance” as “free or discounted health services provided to 28 
persons who meet the organization’s eligibility criteria for financial assistance and are unable to pay for 29 
all or a portion of these services.”7 Nonprofit hospitals must provide charity care as a condition of their 30 
tax-exempt status. The estimated value of tax exemption for nonprofit hospitals has increased from $19 31 
billion in 2011 to $28 billion in 2020.8 A study by Letchuman, Sunjay, et. al. published in Health Affairs 32 
(2022) estimated that the exemption from federal, state, and local taxes amounts to roughly $25 billion 33 
annually for nonprofit hospitals across the country.9 Similarly, in 2020, KFF found that the total estimated 34 
value of tax exemption for nonprofit hospitals was approximately $28 billion, which divided into $14.4 35 
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billion from exempted federal taxes and $13.7 billion from exempted state and local taxes. KFF further 1 
found that the $28 billion total estimated value of tax exemption exceeded the total estimated charity costs 2 
of $16 billion for these nonprofit hospitals. However, charity care is only a portion of the community 3 
benefits reported by nonprofit hospitals.10 4 
 5 
Within the broad parameters set by government regulation, hospitals establish their own charity care 6 
policies, which vary in terms of eligibility criteria, application procedures, and the levels of charity care 7 
provided.11 In 2020, charity care represented 1.4 percent or less of operating expenses at half of all 8 
hospitals, although the level of charity care varied significantly across different facilities.12 One study 9 
showed that nonprofit hospitals allocated over 80 percent of their community benefit spending on charity 10 
care and payment shortfall from Medicaid, compared to just 12 percent on community health.13 There 11 
could be several reasons for this variation. For example, strengthening the health care safety net by 12 
providing charity care is an important community need. It is easier for hospitals to continue investing in 13 
clinical programs rather than building infrastructure needed to address social determinants of health, or 14 
hospital accounting systems are designed to better track clinical spending, making it difficult to measure 15 
the impact of community health initiatives.14 16 
 17 
According to a recent report by the Lown Institute, approximately 80 percent of nonprofit hospitals give 18 
back less to their communities than they receive in tax breaks. For some hospitals, this means that the 19 
shortfall was hundreds of millions of dollars a year while they made hundreds of millions of dollars in net 20 
income. The 10 hospitals with the largest fair share deficits also reported at least 100 million dollars in net 21 
income in 2021, according to the report.15 The American Hospital Association contested these findings, 22 
stating that the Lown Institute’s accounting was not done fairly and selectively relies on isolated data to 23 
paint a negative picture of nonprofit hospitals and the hospital industry more generally. Specifically, the 24 
Lown Institute report does not account for Medicaid shortfall or money spent on medical research. The 25 
Lown Institute defended its findings by stating that shortfalls in government reimbursement are different 26 
from direct community benefits and hospitals typically receive private or public funds for medical 27 
research.16 28 
 29 
INTERNAL REVENUE SERVICE (IRS) REQUIREMENTS FOR NONPROFIT HOSPITAL 30 
CHARITY CARE 31 
 32 
Tax-exempt nonprofit hospitals operate as Section 501(c)(3) organizations, which by definition must be 33 
organized and operated exclusively for specific tax-exempt purposes and must have the following 34 
characteristics: 1) no part of their net earnings is allowed to benefit any private shareholder or individual; 35 
2) no substantial part of their activities can consist of carrying on propaganda or otherwise attempting to 36 
influence legislation; and 3) the organization should not participate in or intervene in any political 37 
campaign on behalf of (or in opposition to) any candidate for public office.17 38 
 39 
Additional requirements were added following the passage of the Affordable Care Act (ACA) and are 40 
codified in Section 501(r) of the Internal Revenue Code. To retain 501(c)(3) tax-exempt status, nonprofit 41 
hospitals must: 42 

• Establish a financial assistance policy (FAP) that describes who is eligible for charity care, the 43 
level of assistance provided, and how patients can apply. The FAP must be easily accessible to 44 
patients and translated into the languages commonly spoken in the community served by the 45 
hospital. 46 

• Cap charges to patients eligible for charity care based on fee-for-service Medicare rates, Medicaid 47 
rates, and/or commercial plan payment rates. 48 

• Conduct a community health needs assessment every three years and adopt an implementation 49 
strategy to address those needs. Community health needs could include lowering financial 50 
barriers to health care or improving social determinants of health. 51 
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• Make reasonable efforts to determine if a patient is eligible for charity care before engaging in 1 
certain debt collection practices, including selling the patient's debt to third parties, reporting the 2 
debt to credit agencies, and taking legal action to control a patient’s financial assets. 3 

 4 
A hospital has made reasonable efforts under the following conditions: 5 

• The hospital facility notifies the individual about the FAP before initiating any extraordinary 6 
collection actions (ECA) to obtain payment for the care and refrains from initiating such ECAs 7 
for at least 120 days from the date the hospital facility provides the first post-discharge billing 8 
statement for the care. 9 

• In the case of an individual who submits an incomplete FAP application during the 240-day 10 
application period, the hospital facility notifies the individual about how to complete the FAP 11 
application and gives the individual a reasonable opportunity to do so. 12 

• In the case of an individual who submits a complete FAP application during the 240-day 13 
application period, the hospital facility determines whether the individual is FAP-eligible for the 14 
care. 15 

• Extension of the application period beyond 240 days to account for a 30-day notification window 16 
before initiating one or more ECAs to obtain payment for the care.18 17 

 18 
Furthermore, to qualify as a 501(c)(3) tax-exempt organization, a nonprofit hospital must demonstrate 19 
that it provided benefits to a class of persons that is broad enough to benefit the community and operate to 20 
serve a public rather than a private interest. A community benefit for a nonprofit hospital is defined by 21 
Revenue Ruling 69-545 as follows: 1) operating an emergency room open to all regardless of ability to 22 
pay; 2) maintaining a board of directors drawn from the community; 3) maintaining an open medical staff 23 
policy; 4) providing hospital care for all patients able to pay, including those who pay their bills through 24 
public programs such as Medicaid and Medicare; 5) using surplus funds to improve facilities, equipment, 25 
and patient care; and 6) using surplus funds to advance medical training, education, and research.19 26 
 27 
Circumstances brought forth by gaps in federal regulation and weak oversight and enforcement may allow 28 
hospitals to provide low levels of charity care. Federal regulations do not currently define or set minimum 29 
standards for hospitals to determine who is eligible for charity care or the level of assistance that must be 30 
provided.20,21 The IRS requires a tax-exempt hospital to file Schedule H with its Form 990 annually to 31 
provide the public with information on its policies and activities and the community benefits that its 32 
facilities provide. IRS Schedule H categorizes community benefit spending as charity care, unreimbursed 33 
costs for providing services to patients insured by government programs (Medicare and Medicaid), 34 
subsidized health service, community health improvement services and community-benefit operations, 35 
research, health-professions education, and financial and in-kind contributions to community groups.22 36 
 37 
According to the Government Accountability Office (GAO), the IRS does not have the authority to define 38 
specific types of services and activities that a hospital must undertake to qualify for a tax exemption. 39 
Instead, the IRS provides guidance on the types of activities that can demonstrate community benefits. 40 
The IRS allows hospitals to report spending on several categories under the community benefit umbrella 41 
on Form 990 Schedule H. One category is financial assistance that hospitals provide for eligible patients 42 
to help them pay for care. Other categories include programs to improve community health like free 43 
clinics in underserved neighborhoods, free screenings or health literacy events, donations to local groups, 44 
investments in affordable housing, amongst other things. In addition to these community-based activities, 45 
nonprofit hospitals can also report hospital-based activities as community benefits, such as the expense to 46 
train health professionals and costs for hospital-based medical research. This can lead to crossover in 47 
reporting, which could lead to hospitals receiving credit for these activities in multiple ways. For 48 
example, teaching hospitals do not subtract the indirect medical education payments they receive from 49 
Medicare from community benefit reporting, thus inflating the amount of community benefit reported. In 50 



CMS Rep. 1-I-24 -- page 4 of 11 
 

 

addition, hospitals can report the cost of federally funded research as a community benefit even if the 1 
hospital did not put any of its own money into the work.23 2 
 3 
Form 990 Schedule H solicits information inconsistently, resulting in a lack of clarity about the 4 
community benefits hospitals provide. As defined on Form 990 Schedule H, the term “community health 5 
improvement” is an “activity or program, subsidized by the health care organization, conducted, or 6 
supported for the express purpose of improving community health. Such services do not generate 7 
inpatient or outpatient revenue, although there may be a nominal patient fee or sliding scale fee for these 8 
services.” Part II of Schedule H permits hospitals to report expenditures for certain “community building” 9 
activities, which encompass physical improvements and housing, economic development, community 10 
support, environmental improvements, leadership development and training for community members, 11 
coalition building, community health improvement advocacy, workforce development, and other 12 
activities. 13 
 14 
For some factors, the IRS explicitly directs tax-exempt hospitals to report the extent to which they have 15 
addressed them. For the other factors, the IRS provides a space for hospitals to qualitatively describe the 16 
community benefits they provide. In the GAO’s analysis of hospitals’ Form 990 Schedule H filings for 17 
tax years 2015 through 2018, it found inconsistencies in what hospitals reported in the narrative 18 
description. Therefore, reporting results in inconsistent information on many of the community benefit 19 
factors. GAO recommended that the IRS update Form 990 to ensure that the information demonstrating 20 
the community benefits a hospital is providing is clear and easily understood by Congress and the public. 21 
The IRS made minor adjustments to the form, but still allows hospitals to narratively describe the 22 
community benefits they provide which continues to lead to inconsistency among different hospitals and 23 
lacks clarity.24,25 24 
 25 
PATIENT ELIGIBILITY FOR CHARITY CARE 26 
 27 
Hospitals have broad flexibility to establish their own eligibility criteria for charity care, and as a result, 28 
criteria vary across hospitals. Aid at some hospitals is limited to patients below the federal poverty level 29 
(FPL), while at other hospitals, patients with incomes that are five to six times the FPL can receive 30 
assistance. One analysis of a large sample of nonprofit hospitals that used FPL to determine eligibility for 31 
free care in 2018 found that about 32 percent of the hospitals required patients to have incomes at or 32 
below 200 percent FPL or they imposed more restrictive eligibility criteria, while the remaining hospitals 33 
(68 percent) relied on higher income caps. For discounted care, about 62 percent of nonprofit hospitals in 34 
the study limited eligibility to patients with incomes at or below 400 percent FPL or used lower income 35 
levels, with the remaining 38 percent of nonprofit hospitals relying on higher income caps. Hospitals may 36 
condition free or discounted care on other criteria in addition to or in lieu of income thresholds based on 37 
FPL, such as by requiring that patients have limited assets or reside in the hospital service area or by 38 
extending eligibility to patients who are unable to afford large medical bills despite exceeding income or 39 
asset thresholds under standard eligibility pathways.26 40 
 41 
A 2019 Kaiser Health News analysis of tax filings found that one half of nonprofit medical systems were 42 
billing patients with incomes low enough to qualify for charity care. Eligible patients may not receive 43 
charity care because they are unaware that charity care is available, do not know they are eligible, have 44 
difficulty finding or completing the application, are improperly denied charity care by the hospital, or 45 
choose not to apply. Applying for aid can be complicated for patients, requiring considerable personal 46 
financial information and documentation. For example, nonprofit hospitals have estimated that, of the 47 
unmanageable debt they reported in 2019, about $2.7 billion came from patients who were eligible for 48 
charity care but did not receive it. 49 
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COMMUNITY BENEFITS AND CHARITY-CARE-TO-EXPENSE RATIOS 1 
 2 
The lack of definition for a community benefit standard and the inability of the IRS to enforce guidelines 3 
for nonprofit hospitals to remain 501(c)(3) organizations, and keep their tax-exempt status, complicates 4 
this issue further. A 2020 GAO report noted that the IRS had not revoked a hospital’s nonprofit status 5 
based on providing inadequate community benefits over the prior 10 years. A study by Bai, Ge, et al. 6 
published in Health Affairs (2021) found that in aggregate, nonprofit hospitals spent $2.30 of every $100 7 
in total expenses on charity care, which was less than government ($4.10) and for-profit ($3.80) 8 
hospitals.27 For-profit hospitals devote a similar or greater share of operating expenses to charity care than 9 
nonprofit. For-profit hospitals may have a greater willingness to provide charity care in some scenarios 10 
because they can take a tax deduction for these expenses, and it is possible that some nonprofit hospitals 11 
may not expect significant oversight of their charity care practices from government regulators.28 The 12 
discrepancy suggests that many nonprofit hospital charity care provisions are not aligned with their 13 
favorable tax treatment. Because IRS guidelines established by the ACA require nonprofit hospitals to 14 
provide charity care to eligible patients based on their self-determined criteria, there are no standard 15 
qualifications utilized to identify patients eligible for charity care. This lack of standardization is 16 
confounded by hospitals’ differing definitions of charity. For example, one hospital may include 17 
Medicaid shortfall and have a much higher ratio spent on charity care than another hospital, which has a 18 
lower ratio but spends more directly on charity care. Due to this inconsistency, charity-care-to-expense 19 
ratios may not be reliable forms of comparison between hospitals. 20 
 21 
Charity-care-to-expense ratios may also belie the community impact of hospitals, as not all spending that 22 
hospitals can claim as community benefits are meaningful for community health. The broad definition of 23 
what qualifies as a community benefit allows hospitals to include spending on items that do not directly 24 
address community health needs. For example, the largest share of community benefit spending by many 25 
nonprofit hospitals is for Medicaid shortfall. Medicaid shortfall is the difference between what Medicaid 26 
pays for the care hospitals provide and the actual costs the hospital reports.29 Some hospitals already 27 
make up for the shortfall by charging private insurers higher rates or by receiving disproportionate share 28 
hospital (DSH) payments, which are given to hospitals that serve a large population of uninsured or 29 
Medicaid patients.30 30 
 31 
STATE REPORTING REQUIREMENTS AND OUTCOMES 32 
 33 
State regulations vary in terms of eligibility criteria and the minimum level of assistance that must be 34 
available. State policies aimed at increasing hospital charity care provisions have either used a 35 
transparency approach or a minimum requirements approach. The transparency approach mandates 36 
hospitals’ disclosure or reporting of their charity care policies, implementation plans, or expenses. 37 
Examples of states using this approach include California and New York. The minimum requirements 38 
approach requires hospitals to provide a minimum charity care amount, such as Illinois and Texas, or 39 
provide charity care to patients with incomes below a certain designated threshold, such as Washington 40 
and Oregon.31 41 
 42 
Several states have implemented regulations intended to increase the uptake of charity care among 43 
eligible patients and to protect potentially eligible patients from certain debt collection practices. Thirteen 44 
states require hospitals to screen patients for eligibility, 16 states require hospitals to notify patients they 45 
may be eligible for charity care prior to collecting payment or in every notification about collections, and 46 
eight states regulate procedures for patients to appeal denials of charity care.32 47 
 48 
A recent study by Zare, et al. examined the association between state reporting requirements and 49 
community benefit spending by nonprofit hospitals. Nonprofit hospitals in states that required reporting 50 
spent a higher percentage of total hospital expenditures on community benefits compared to states without 51 

https://oag.ca.gov/system/files/attachments/press-docs/Charity%20Care%20-%20Patient%20FAQ%20Bulletin%20%282%29.pdf
http://health.wnylc.com/health/entry/69/#:%7E:text=Insurance%20Status.,meet%20co%2Dpayments%20or%20deductibles.
https://www.team-iha.org/finance/charity-care-financial-assistance/
https://texreg.sos.state.tx.us/public/readtac$ext.TacPage?sl=T&app=9&p_dir=N&p_rloc=133588&p_tloc=&p_ploc=1&pg=5&p_tac=&ti=25&pt=1&ch=13&rl=13
https://www.atg.wa.gov/charitycare
https://www.oregon.gov/oha/hpa/pages/statutes-details.aspx?View=%7B5EB52B2E-5B03-4EDC-9356-B989638C385A%7D&SelectedID=3
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these requirements. A similar association between the percentage of charity care and total hospital 1 
expenditures was found.33 2 
 3 
Studies have shown that some nonprofit hospitals spend only a small portion of their community benefit 4 
spending on services that help the community and a much greater percentage on services that benefit the 5 
hospital. A study conducted in 2018 by Singh et al. found that when states adopted multiple community 6 
benefit and charity care regulations, hospital community benefit spending increased. Other studies have 7 
found a positive association between state regulations on free and discounted care, the amount of charity 8 
care, and resource allocation decisions.34 9 
 10 
Twenty-eight states have passed legislation requiring nonprofit hospitals to report data on community 11 
benefits and charity care. Nonprofit hospitals in states with reporting requirements spent on average 9.1 12 
percent of total hospital expenditures on 17 distinct types of community benefits, which was an average 13 
of $32.9 million. Hospitals in states without reporting requirements spent approximately 7.7 percent of 14 
their total hospital expenditures on community benefits, which was an average of $17.8 million. After 15 
excluding Medicaid shortfall, hospital spending reduced to 5.5 percent ($20.7 million) in states with 16 
reporting requirements and 4.3 percent ($9.7 million) in states without reporting requirements. Charity 17 
care provision averaged 2.3 percent of total hospital expense ($6.7 million) in states with requirements 18 
and 1.5 percent ($3.6 million) in states without requirements. The top four community benefits reported 19 
across all types of states were Medicaid shortfall, charity care, education, and non-means-tested health 20 
services such as qualifying inpatient programs (e.g., neonatal intensive care and inpatient psychiatric 21 
units) and outpatient programs (home health programs). Nonprofit hospitals in states with reporting 22 
requirements spent 36.6 percent on Medicaid shortfall, 20 percent on charity care, 16.8 percent on 23 
education, and 8.9 percent on non-means-tested health services. Nonprofit hospitals in states without 24 
community benefit requirements spent a higher percentage on Medicaid shortfall (44.8 percent) and 25 
charity care (22.8 percent), and a lower percentage on education (11.8 percent), and non-means-tested 26 
health services (9.8 percent).35 27 
 28 
Most recently, CMS approved a North Carolina plan that will award additional Medicaid funds to the 29 
state in exchange for forgiving the medical debt of two million people, potentially alleviating four billion 30 
dollars in medical debt.36 It will cover Medicaid recipients and individuals not enrolled in Medicaid with 31 
incomes at or below at least 350 percent of the FPL ($109,200 for a family of four), or for whom total 32 
debt exceeds five percent of annual income. Hospitals receiving the extra funds will have to agree to 33 
discount medical bills on a sliding scale for patients with incomes at or below 300 percent of the FPL, or 34 
$93,600, and automatically enroll people into financial assistance (i.e., charity care). Finally, for 35 
individuals whose income is at or below 350 percent of the FPL, hospitals must agree to not sell their 36 
medical debt to debt collectors.37 37 
 38 
AMA POLICY 39 
 40 
Policy H-155.958 states that the AMA encourages hospitals to adopt, implement, monitor, and publicize 41 
policies on patient discounts, charity care, and fair billing and collection practices, and make access to 42 
those programs readily available to eligible patients. 43 
 44 
Policy H-160.923 states that the AMA: (1) supports the transitional redistribution of DSH payments for 45 
use in subsidizing private health insurance coverage for the uninsured; (2) supports the use of innovative 46 
federal- or state-based projects that are not budget neutral for the purpose of supporting physicians that 47 
treat large numbers of uninsured patients, as well as EMTALA-directed care; and (3) encourages public 48 
and private sector researchers to utilize data collection methodologies that accurately reflect the amount 49 
of uncompensated care (including both bad debt and charity care) provided by physicians.  50 
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DISCUSSION 1 
 2 
Nonprofit hospitals make up most hospitals in the United States and are exempt from federal, state, and 3 
local taxes as qualified 501(c)(3) organizations. This determination results in billions of dollars of tax 4 
savings annually for these hospitals. As a condition of their tax-exempt status, nonprofit hospitals must 5 
provide charity care. Nonprofit hospitals establish their own charity care guidelines within broad 6 
parameters of government regulation, resulting in many hospitals having different terms of eligibility, 7 
application procedures, and programs or services. A patient may qualify for aid at one hospital, but not at 8 
a hospital across town. Often, the application process is not clear and requires patients to complete 9 
onerous paperwork and submit personal financial records, discouraging patients from completing 10 
financial aid applications. In some cases, patients are not screened by their hospital or physician’s office 11 
prior to being billed for a service. Therefore, patients who may be eligible for financial assistance may 12 
end up getting billed for services they are unable to pay. As a result, patients may accrue medical debt 13 
that is sent to collections, beginning a waterfall of associated consequences. In addition, if hospitals were 14 
more transparent about their charity care policies, patients would be able to make more informed health 15 
care decisions based on charity care coverage. 16 
 17 
Some hospitals have routinely engaged in suing their patients over unpaid bills. For instance, the 18 
University of Virginia Health System sued more than 36,000 patients over medical debt. It halted the 19 
practice after exposure by the media caused public outrage and, in 2021, announced it would cancel all 20 
ongoing lawsuits against households with incomes below 400 percent of the FPL.38 Even amidst the 21 
public health crisis related to COVID-19, hospitals continued to sue over debt.39 A Yale study found that 22 
nonprofit hospitals were more likely to sue for medical bills than for-profit hospitals, with the top 10 23 
percent of hospitals filing more than 40 percent of all lawsuits from 2014-2018.40 24 
 25 
The IRS may not have the authority to define specific types of services a hospital must provide to retain 26 
their tax-exempt status, but it could increase enforcement on nonprofit hospitals that provide little to no 27 
community benefits. According to the GAO, the IRS has not revoked a hospital’s tax-exempt status for 28 
failing to provide adequate charity care since 2010. Given that there are no federal regulations defining 29 
minimum standards for benefits offered, there is considerable leeway available for nonprofit hospitals and 30 
the level of charity care they provide to retain their tax-exempt status. Therefore, increased IRS 31 
enforcement would more effectively compel hospitals to abide by charity care regulations by applying 32 
more force. In addition, a standardized definition of charity care would aid in providing clear guidelines 33 
by which nonprofit hospitals must abide by. 34 
 35 
While charity-care-to-expense ratios can be reported based on the amount spent on charity care by 36 
nonprofit, for-profit, and government hospitals, those comparisons are limited, as there are many factors 37 
that go into determining how much each type of hospital spends on charity care and what qualifies as 38 
charity care in the area where the hospital is located. For these measurements to be useful, common 39 
definitions and federal regulations would need to be established, which seems unlikely, given the lack of 40 
oversight and enforcement by the IRS. 41 
 42 
Some states require minimum levels of charity care and other states require nonprofit hospitals to report 43 
data on the charity care they provide. Studies have shown that when states adopted regulations to track 44 
nonprofit charity care, hospital spending on community benefits increased. More than half of states 45 
require all, or a subset of all hospitals, to extend eligibility to certain groups of people. Among those 46 
states, 11 broadly extend minimum standards to for-profit, nonprofit, and government hospitals.41 In 47 
addition, 19 states and the District of Columbia fill the gaps in federal law by setting standards for the 48 
provision of financial assistance. Some states require hospitals to provide an unspecified amount of 49 
financial assistance to people with incomes under a specific threshold (e.g., under 100 percent FPL in 50 
Florida; under 400 percent FPL in California), while others require hospitals to provide free care for 51 

https://www.commonwealthfund.org/publications/fund-reports/2023/sep/state-protections-medical-debt-policies-across-us
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people with incomes below certain thresholds (e.g., under 150 percent FPL in Maine; under 250 percent 1 
FPL in Vermont).42 In July 2024, CMS approved a North Carolina plan that will give additional Medicaid 2 
funds to hospitals in exchange for forgiving the medical debt of two million people. The plan will 3 
alleviate almost four billion dollars in existing medical debt dating back to 2014 and will cover Medicaid 4 
enrolled recipients and those not enrolled in Medicaid with incomes at or below at least 350 percent of 5 
FPL, or for whom total debt exceeds five percent of total income.43 A sliding scale has also been agreed 6 
upon to discount medical bills for patients at or below 300 percent of FPL.44 7 
 8 
Certain states have passed laws to institute stricter requirements for screening and to remove barriers 9 
related to the application process. Maryland, for example, began requiring hospitals to consider patients 10 
already enrolled in financial assistance programs as “presumptively eligible,” which means automatic 11 
eligibility without applying.45 Illinois, in addition, has had a similar requirement since 2014 and North 12 
Carolina, as part of its 2024 plan, automatically enrolls patients in financial assistance.46 Beyond this, five 13 
states require hospitals to use a state-developed uniform application form to make it easier for 14 
community-based organizations to assist patients.47 15 
 16 
There are several shortcomings with enforcement and regulation of nonprofit community hospitals, 17 
including lack of patient screening prior to billing and lack of enforcement and regulation by the IRS. The 18 
Council recommends that the AMA support efforts to increase patient screening prior to billing and prior 19 
to sending past due bills to collections, in addition to supporting expansion and oversight by the IRS. 20 
Additionally, the Council recommends reaffirming Policy H-155.958 which states that the AMA will 21 
encourage hospitals to adopt, publicize, and implement policies on charity care and other fair billing and 22 
collection processes. 23 
 24 
RECOMMENDATIONS 25 
 26 
The Council on Medical Service recommends that the following recommendations be adopted in lieu of 27 
Resolution 802-I-23, and the remainder of the report be filed: 28 
 29 

1) That our American Medical Association (AMA) advocate that all nonprofit hospitals be required 30 
to screen patients for charity care eligibility and other financial assistance program eligibility 31 
prior to billing. (New HOD Policy) 32 
 33 

2) That our AMA advocate to encourage debt collectors to ensure a patient has been screened for 34 
financial assistance eligibility before pursuing that patient for outstanding debt, provide an 35 
appeals process for those patients not screened previously or deemed ineligible, and require the 36 
hospital to reassume the debt account if an appeal is successful. (New HOD Policy) 37 
 38 

3) That our AMA advocate for the development of minimum standards for nonprofit hospital 39 
financial assistance eligibility programs which are publicly accessible. (New HOD Policy) 40 
 41 

4) That our AMA advocate for a standardized definition of what is considered a “community 42 
benefit” when evaluating community health improvement activities. (New HOD Policy) 43 
 44 

5) That our AMA advocate for the development of a transparent, publicly available, standardized 45 
data set on community benefit including consideration of charity care-to-expense ratios. (New 46 
HOD Policy) 47 
 48 

6) That our AMA advocate for the expansion of governmental oversight of nonprofit hospitals and 49 
enforcement of federal and/or state guidelines and standards for community benefit requirements 50 
including the ability to enact penalties and/or loss of tax-exempt status. (New HOD Policy)  51 
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7) That our AMA reaffirm existing Policy H-155.958, which states that the AMA will encourage 1 
hospitals to adopt, implement, monitor, and publicize policies on patient discounts, charity care, 2 
and fair billing and collection practices and make access to those programs readily available to 3 
eligible patients. (Reaffirm HOD Policy) 4 

 
Fiscal Note: Less than $500. 
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Policy Appendix 
 
Appropriate Hospital Charges H-155.958 
Our AMA encourages hospitals to adopt, implement, monitor and publicize policies on patient discounts, 
charity care, and fair billing and collection practices, and make access to those programs readily available 
to eligible patients. 
(CMS Rep. 4, A-09; Reaffirmed in lieu of: Res. 213, I-17) 
 
Offsetting the Costs of Providing Uncompensated Care H-160.923 
Our AMA: (1) supports the transitional redistribution of disproportionate share hospital (DSH) payments 
for use in subsidizing private health insurance coverage for the uninsured;(2) supports the use of 
innovative federal- or state-based projects that are not budget neutral for the purpose of supporting 
physicians that treat large numbers of uninsured patients, as well as EMTALA-directed care; and (3) 
encourages public and private sector researchers to utilize data collection methodologies that accurately 
reflect the amount of uncompensated care (including both bad debt and charity care) provided by 
physicians. 
(CMS Rep. 8, A-05; Reaffirmation: A-07; Modified: CMS Rep. 01, A-17) 


