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L. INTRODUCTION

Three years ago the Center for Tax and Budget Accountability (“CTBA”) released a study estimating the value
of the annual tax benefits granted to non-profit hospitals located in Cook County (the “2006 Report™).! The
2006 Report compared the value of these tax breaks to the cost of charity care provided in return. The Report
focused on charity care, which is free or reduced-cost medical care delivered to poor and low-income
individuals, because state law is clear: Illinois non-profit, charitable hospitals must provide charity care to
qualify for the local property tax exemption, and the state and local sales tax exemption. This study is an update
to the 2006 Report.

Since tax exemption is, in essence, the use of public funds for a specific public purpose, it follows that
government should understand and evaluate whether the forgone tax revenue is being used to provide the
desired public benefit. To help decision-makers attain that goal, this study compares the value of the aggregate
tax exemptions of non-profit hospitals in Chicago and the Metropolitan Area, against the cost of charity care
those hospitals provide in return. Recognizing the valuable role non-profit hospitals play in the health care
safety-net, ever-increasing health care costs, private sector retrenchment from providing employees with health
care coverage, and on-going fiscal problems confronted by all levels of government, it is hoped that the data
produced in this report will inform this crucial debate in a manner that leads to constructive policy solutions.

II. EXECUTIVE SUMMARY

Publicly-funded health care programs — often referred to as the health care safety-net — are intended to provide
access to basic, affordable medical care to poor and low-income Americans. As health care costs continue to
rise, private coverage moves farther out of financial reach for many families. Over the last ten years, average
premiums for family health care coverage have increased 119 percent.” Public programs have stepped in to
ensure access to needed health services for the most vulnerable members of society. This, in turn, has put
tremendous financial pressure on federal, state and local government budgets, which are already experiencing
significant annual budget shortfalls. Growing public health care costs have posed a significant fiscal problem
for states like Illinois that have structural imbalances in their tax structure, meaning that annual tax revenue does
not keep pace with the inflationary cost alone of providing public services.” Illinois’ deficit is estimated to be
between $4 billion and $9 billion for this fiscal year.* Accordingly, it is imperative that all public dollars
lawmakers dedicate to foster access to affordable health care are actually applied to that end. This should be the
goal in good economic times and bad. However, it is particularly important during severe economic downturns.
In difficult economic times when individuals lose their jobs and their employer-sponsored health coverage, the
need for essential public services, including health care, increases. At the same time demand for public services
is growing, tax revenue that supports services declines, making every available taxpayer dollar that much more
important.



The public health care safety-net has three fundamental components, each of which has a specific funding
stream: (1) Medicaid, the health care program for low-income families, which is funded principally with federal
and state dollars, (2) public hospitals and clinics, which are funded with a mix of federal, state and local tax
dollars and (3) publicly-funded charity care, which is also subsidized with federal, state and local tax dollars
given to non-profit hospitals in the form of tax breaks.

While Medicaid has been instrumental in stemming the growing tide of the uninsured — in 2007, 59 million
Americans received health care coverage through the Medicaid program’ — many struggling families do not
qualify for the program because their income is not low enough. Today, more then 45 million individuals in the
U.S. are uninsured, meaning they do not have private or public health insurance.’ This number is expected to
increase as the economy sinks further into recession — the Kaiser Family Foundation has estimated that as
unemployment grows with the declining economy, the number of uninsured will grow by between 2.6 million
and 5.8 million children and adults, depending on how high the unemployment rate climbs.” Charity care,
delivered by non-profit, charitable hospitals, is intended to cover a portion of this gap. Charity care is medical
care delivered for free or at a reduced cost to uninsured, poor and low-income individuals.

Charity care is funded through tax breaks granted to non-profit, charitable hospitals. Because charity care is
funded indirectly through tax breaks rather than by direct appropriations of public dollars, it has not traditionally
been viewed as a specific public health care “program.” However, government funds that are provided to non-
profit hospitals by means of tax breaks for the purpose of using such funds for a particular public service (e.g.,
charity care), are no different than public dollars that are directly appropriated to other public programs (e.g.,
Medicaid). The dollar value of the tax breaks given (i.e., foregone tax revenue) are public dollars in the hands
of non-profit hospitals that the law requires be used for a specific public purpose: access to affordable health
care by poor and low-income, uninsured individuals through the provision of charity care. Lawmakers have a
responsibility to ensure that all public dollars, whether direct expenditures, or indirect expenditures in the form
of tax breaks, are used for the purposes intended. Moreover, this is particularly important with the use of public
funds given in the form of tax breaks for the very reason that there is less transparency in how these dollars are
ultimately used.

Currently, there is considerable confusion in Illinois and nationally around what types of tax benefits require
charity care. The confusion has been exacerbated by the fact that there are four different types of tax benefits
granted to non-profit hospitals, each of which has different legal requirements: (1) federal income tax
exemption, (2) state income tax exemption, (3) state and local sales tax exemption and (4) local property tax
exemption. This report focuses on charity care provided compared to the value of tax exemptions granted
because Illinois law requires non-profit hospitals to provide charity care for the most valuable tax benefits
conferred — the local property tax exemption, and the state and local sales tax exemption.® This report is
intended to (1) review the different standards that must be met for the different tax breaks, (2) summarize recent
developments in state law and federal reporting on charity care and (3) compare the value of the public dollars
given to non-profit hospitals through tax breaks, to the charity care provided in return.

I1I. KEY FINDINGS

This study analyzes 27 non-profit hospitals and hospital networks in Chicago and the Metropolitan Area (the
“Hospitals Studied”). When hospitals that are included in a hospital network are counted, the study includes 47
hospitals total. The study compares the value of the tax exemptions granted to the Hospitals Studied to the cost
of the charity care they reported providing in return. Following are the key findings of this study.

= The Hospitals Studied receive annual tax breaks worth nearly three times the cost of charity care
provided. The most recent annual value of all tax exemptions granted to the non-profit Hospitals
Studied is estimated to be $489.5 million, while the cost of the charity care provided by those Hospitals
was $175.7 million.
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The amount of the excess tax benefit (the amount by which the value of the tax breaks exceeds the
charity care provided) received by the Hospitals Studied — $327.2 million — would cover the cost of
providing charity care to an additional 47,836 low-income, uninsured patients based on the
national average cost of a hospital discharge.’

Virtually all of the Hospitals included in both this study and in the 2006 Report increased the
aggregate amount of charity care delivered over the last three years. For the Hospitals Studied in
both reports, on average, the cost of charity care reported increased from 1.8 percent of total expenses in
the 2006 Report, to 2.2 percent of total expenses in this study. It is important to note that this follow-up
study to the 2006 Report includes many hospitals the original study did not because at the time of the
2006 Report, charity care data for many hospitals was not yet available.

The Hospitals Studied in both this study and in the 2006 Report increased their aggregate charity
care provided by $40.1 million.

The estimated annual value of all tax exemptions received by the Hospitals Studied in both this
study and in the 2006 Report increased by $93.9 million.

Illinois state and local tax exemptions accounted for 91 percent of all tax benefits granted to the
Hospitals Studied. The local property tax exemption was the most valuable tax benefit conferred to the
Hospitals Studied, amounting to 57 percent ($279.4 million) of the total tax exemptions. The state and
local sales tax exemption accounted for 32 percent ($156.1 million) of all the tax breaks conferred. The
property and sales tax exemptions, both of which require charity care, totaled 89 percent of the value of
the tax subsidies granted by state and local governments.

The value of the tax breaks granted to the Hospitals Studied was on average 3.9 percent of total
hospital expenses, while the cost of charity care provided by the same Hospitals was on average
2.1 percent of total hospital expenses.

By simply doing a better jot of identifying patients eligible for charity care, the Hospitals Studied
could have increased the amount of charity care delivered by $109.5 million, af no additional cost
to such Hospitals. The Hospitals Studied reported a bad debt cost of $218.9 million. Bad debt is the
amount of uncollectible hospital bills. Many hospital finance experts estimate that approximately 50
percent of hospital bad debt is owed by individuals who would qualify for charity care if they were
identified for eligibility prior to going through the collections process.'” Accordingly, better
identification of patients eligible for charity care would have increased the amount of charity care
delivered by the Hospitals Studied by $109.5 million, with a corresponding decrease in bad debt.

WHY GOVERNMENT SHOULD ENSURE IT RECEIVES THE PUBLIC SERVICES
EXPECTED IN RETURN FOR GRANTING TAX SUBSIDIES TO NON-PROFIT,
CHARITABLE HOSPITALS

A. Increasing Health Care Costs Strain State and Federal Government Budgets

Most insured Americans purchase private health insurance through their employer. However, as the cost of
health care skyrockets, the nation’s health care “system” of employer-sponsored health coverage is breaking
down. Just 63 percent of employers nationwide offer health benefits to their workers.'" In Illinois, only 60.8
percent of the workforce has employer-provided health insurance, a decline of nearly 15 percent since 1979."
As the existing private-sector health care system fails for many low, and increasingly middle income families,
the public sector has stepped in to ensure access to basic health care.

Medicaid, the federal-state health care program for qualifying poor individuals, is the largest health care
program in the public safety-net. In 2007, Medicaid covered the medical expenses of 59 million poor



Americans, and total Medicaid spending nationwide reached $305.1 billion."” Illinois and the federal
government spent $12.5 billion on the state’s Medicaid program in 2007."*

A significant amount of public resources are devoted to ensure access to needed medical care for poor and low-
income, uninsured individuals. In light of Illinois’ severe budgets constraints, lawmakers are compelled to
evaluate every aspect of the health care safety-net to determine whether government dollars are being spent as
anticipellsted. The state’s current budget deficit is estimated to be $8.95 billion by the Illinois State Comptroller’s
Office. ™

B. Local Governments Should be Particularly Concerned by Rising Health Care Costs

Historically, charity care has been an integral part of the public health care safety-net.'® Two different types of
hospitals actually provide charity care that is essential to the health care safety-net: public hospitals, typically
owned by local governments, and non-profit, charitable hospitals, which are privately owned but receive public
dollars to cover the expense of hospital care delivered for free or at a reduced cost to poor and low-income
patients. Nationally, 59 percent of the general acute care hospitals are non-profit; 25 percent are public
hospitals; and the remainder, 17 percent, are for-profit hospitals."” Illinois has a higher percentage of non-profit
hospitals than the national average.'® In Illinois, fully three-quarters of all general hospitals are non-profit, and
18 percent are public hospitals.” There are very few for-profit general hospitals in Illinois — just 7 percent.”’
The behavior of the different safety-net hospitals toward caring for the uninsured has a direct impact on other
such hospitals. When one player in the safety-net does not fulfill its intended role with respect to charity care,
the burden for this care is shifted to other safety-net players — either other non-profit hospitals or public
hospitals.

Most public hospitals are owned, operated and funded by counties, and play the most significant role in the
health care safety-net.”’ Public hospitals are coming under increasing pressure to support entire communities of
low-income residents who have no other avenue of care.”> As a result, local governments, as a primary funder
of public hospitals, have much at stake in ensuring that all actors in the safety-net are doing their part,
particularly during difficult economic times when budgets are severely constrained.

Cook County operates a health care system that provides needed medical care to some of the poorest individuals
and families living throughout the City of Chicago, the County and the surrounding Metropolitan Area. There
are more than one million uninsured individuals living in this region.> While most of these uninsured residents
are working, 41 percent earn just $25,000 a year or less, meaning they simply cannot afford private health
coverage.”* Many studies have concluded that low-income, uninsured individuals often put off getting hospital
care when it is needed out of fear of being overwhelmed by medical debt and aggressive hospital billing
practices.”> As a result, the uninsured are often sicker when they ultimately seek medical treatment, and their
care is more expensive.”® As such, it is not surprising that studies have found that frequently, the uninsured have
worse health outcomes than the insured: uninsured heart-attack and trauma patients are less likely to receive
surgical interventions; uninsured heart-attack patients have higher mortality; uninsured cancer patients are more
likely to be diagnosed at late-stage and have shorter survival; uninsured patients with appendicitis are more
likely to have a ruptured appendix; uninsured babies have a poorer survival rate than privately insured babies;
and uninsured trauma patients are more likely to die.”’

Cook County’s Health and Hospital System is the largest provider of indigent care in the County and the State.”®
The System provided $530 million in free or discounted care in fiscal year 2007.° This care is financed in part
with local property tax and sales tax dollars. Approximately 50 percent of the Cook County Health System’s
budget corg]es from local tax revenue, with the intent that these tax dollars are used to subsidize care to the
uninsured.

While public hospitals are intended to play a far greater role than non-profit, charitable hospitals in caring for
the uninsured, non-profit hospitals are also expected to play a vital role through the provision of charity care.
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Non-profit hospitals receive public funds in the form of tax breaks to do so. When non-profit hospitals do not
do a good job of providing charity care, or implicitly discourage low-income individuals from seeking care at
their facilities (e.g., by employing aggressive billing practices), they effectively encourage low-income
populations to seek care at the Cook County hospitals. This shifts the burden, both in terms of patient volume
and financial responsibility, to the County health care system. The end result is that more local taxpayer dollars
than intended are needed to fund access to affordable care for poor and low-income people.

V. THE VARIOUS TAX EXEMPTIONS GRANTED TO NON-PROFIT HOSPITALS AND WHAT
IS REQUIRED IN RETURN

Non-profit, charitable hospitals are granted exemptions from paying various state, local and federal taxes in
exchange for delivering necessary, affordable hospital care to poor and low-income individuals. Each of the tax
exemptions granted has a different legal standard with which non-profit hospitals must comply. The underlying
purpose for each of the subsidies granted to non-profit hospitals is to finance a public service or good the
government otherwise would have provided. Following is a summary of the different tax exemptions non-profit
hospitals receive and what is required of them in return.

A. The Local Property Tax Exemption

The general rule is that businesses, including hospitals, pay local property taxes on the value of any real property
(i.e., land and buildings) owned.” Local property tax revenue is a significant revenue source for most local
governments, typically funding essential public services such as education, health care and public safety.
However, pursuant to state law (even though the property tax is a locally-imposed tax, it is governed by state
law in Illinois and most states), charitable organizations, including non-profit hospitals, are exempt from paying
the local property tax as long as certain requirements are satisfied.”> The principle rationale for preferential tax
treatment of charitable, non-profit hospitals is that the foregone property tax revenue will be used by these
hospitals to ease the burden of local government by providing a public service that the government would
otherwise have provided with the tax revenue (i.e., hospital services that increase access to care for poor and
low-income individuals).*

In Illinois, the issue of property tax exemption for non-profit hospitals has been hotly debated and litigated for
decades.® The seminal Illinois Supreme Court case outlining what is required of non-profit hospitals to receive
and maintain property tax exemption is Methodist Old People’s Home v. Korzen.™ At the heart of the debate is
what charitable activities must a non-profit hospital provide in exchange for the local property tax break. In
Methodist, the 1llinois Supreme Court ruled that non-profit hospitals must use hospital property for “charitable”
purposes in order to be granted, and maintain, an exemption from paying the local property tax.”® This means
non-profit hospitals must provide charitable care — affordable, discounted hospital care — to all those in need of
it, and place no obstacles in the way of those in need of receiving such charity.”’

Unfortunately, while requiring the provision of charity care, the Methodist case did not specifically define what
constitutes charity care, who qualifies for it, or how much charity care is required of non-profit hospitals. These
issues have been left to hospital policy. The holes in the law have led to significant litigation in an attempt to
resolve these issues.”

However, later cases have addressed what charity care is not. “Bad debt,” which is an accounting term for the
amount of unpaid hospital charges for medical services delivered, does not count as charity care for purposes of
the property tax exemption.” Many hospitals discover through the collections process that a patient with an
unpaid balance is either poor or low-income. Non-profit hospitals have argued that value of bad debt should be
counted as charity. However, Illinois courts have recognized that the pursuit of payment, which oftentimes
entails sending accounts to collection agencies as well as instituting legal action, does not rise to the level of



charitable behavior simply because one has learned a patient is impoverished. There is simply nothing
charitable about billing for services rendered. This is a business practice rather than a charitable act.

linois courts have also held that the Medicaid shortfall — the amount by which the actual cost of providing care
to Medicaid patients exceeds what the state pays providers for such care — does not qualify as charity care for
purposes of property tax exemption.” Medicaid is an entirely separate program from charity care, is funded
with different revenue sources and targets a separate population. Accordingly, Medicaid shortfalls are not
pertinent to charity care.

The most recent, and closely watched case addressing non-profit hospital property tax exemption and charity
care is Provena Covenant Medical Center v. Department of Revenue of the State of Illinois.*' Provena is a non-
profit, tax-exempt hospital located in Champaign County. The County revoked Provena’s local property tax
exemption because it was not providing enough charity care. For the year in controversy, the hospital spent just
0.7 percent of its revenue on charity care. The Illinois Department of Revenue held that Provena did not provide
enough charity care in exchange for the local property tax exemption.* The Circuit Court reversed the
Department’s decision without an opinion.* The case was most recently ruled on by the Appellate Court of
Tlinois, Fourth District in August, 2008.** The Appellate Court ruled that Provena was not operating for
charitable purposes, and therefore did not qualify for property tax exemption.*’

In its ruling on Provena, the Appellate Court went through an in-depth analysis of what constitutes “charity”
because charitable behavior is the very foundation for the granting of the property tax break. According to the
Court, “[T]he fundamental ground upon which all [tax] exemptions in favor of charitable institutions are based
is the benefit conferred upon the public by them and a consequent relief, to some extent, of the burden upon the
State to care for, and advance, the interest of its citizens.”*® Provena argued that the delivery of health care
alone is charity.”” However, the Court responded by pointing out that being in the hospital business is not
charity in and of itself — there is certainly a distinction between charitable giving and selling services.”® The
Court found that it is hard to distinguish between what Provena, as a charitable organization, does and what a
for-profit hospital does. “Charity is generosity and helpfulness, especially toward the needy or suffering. There
is nothing particularly kind or benevolent about selling somebody something.”* The Court underscored the line
of reasoning that “[T]o be charitable, an institution must give liberally. To remove giving from charity would
debase the meaning of charity.”’

The Provena case is not over. The hospital appealed the Appellate Court’s decision to the Illinois Supreme
Court, which has accepted the case for review.’!

B. The State and Local Sales Tax Exemption

The State of Illinois and all cities and counties impose a sales tax on the sale of goods. Generally, businesses
pay sales tax on the purchase of goods (e.g., equipment and supplies).”> However, non-profit, charitable
organizations “organized exclusively for charitable purposes” are exempted from paying the state and local sales
tax in Ilinois.”® Accordingly, Illinois non-profit, charitable hospitals operated as such, do not pay sales tax.
Since the statutory and regulatory language outlining the state and local sales tax is virtually identical to the
constitutional language allowing property tax exemption for charitable organizations, the standard for what is
required to meet exemption standards is the same: non-profit hospitals must provide charity care in exchange for
the state and local sales tax exemption.™*

C. The Federal Income Tax Exemption

The legal standard charitable organizations must meet for federal income tax exemption is less clear than the
standards for the exemptions for the local property tax and the sales tax in [llinois. Again, the general rule is
that all businesses are subject to the federal income tax.”> However, charitable organizations are exempt from
paying the tax.”® The current standard non-profit hospitals must satisfy for federal income tax exemption is they
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must provide a “benefit to the community” in return.”’ Activities that qualify as community benefits have not
been defined in federal law, making the standard quite vague.

This amorphous community benefits standard grew out of predictions — which turned out to be wrong — on the
success of public health care programs in covering the uninsured.” Prior to the advent of Medicaid and
Medicare, non-profit hospitals were required to provide charity care to the extent of their financial ability in
exchange for federal income tax exemption.5 ° In 1965, when Medicaid and Medicare were enacted, some health
care finance experts predicted that these programs would reach all the uninsured, and charity care would no
longer be needed.” It was argued that a more flexible standard would be needed for non-profit hospital federal
income tax exemption, as it was feared that if such hospitals lost their tax exempt status, they would go out of
business. As such, the charity care standard for federal income tax exemption for non-profit hospitals was
changed to the community benefits standard in 1969.°'

However, the predictions that the Medicaid and Medicare programs would eliminate the need for charity care
were wrong. As the health care industry became increasingly competitive and health care costs soared, the
number of uninsured individuals — those not covered by private insurance, Medicare or Medicaid — rose
concomitantly. While Medicaid covers 59 million Americans, there are still 45 million additional Americans
without public or private insurance.”” The standard for federal income tax exemption, however, has been not
changed from the community benefits standard. This, despite widespread acknowledgement that the standard is
far too broad, and that charity care remains as vital component of the public health care safety-net.

U.S. Senator Charles Grassley has spearheaded an effort at the federal level to review non-profit hospital federal
income tax exemption. In hearings held in 2004 by the House Ways and Means Committee on Oversight, the
Committee stated that one rationale for requiring charity care in exchange for special federal tax treatment is
that the tax exemption is a subsidy for the cost of providing charity care that the federal government would
otherwise incur in the absence of exemption.”’

Congressional concern over the vague parameters of the community benefits standard and whether this broad
standard effectively generates sufficient public benefits to support federal income tax exemption continues to
mount. In response to this concern, the IRS developed a new form that non-profit hospitals must file annually
with their informational tax return beginning in 2009.** Under the new federal reporting requirement, non-profit
hospitals will have to identify the community benefits provided, including charity care.

D. The State Income Tax Exemption

The Illinois income tax rules generally piggyback off of the federal income tax rules. Accordingly, if a
charitable organization is exempt from the federal income tax, it is also exempt from the Illinois income tax.*”
As such, non-profit hospitals that are exempt from paying the federal income tax are also exempt from the
Illinois corporate income and replacement taxes.

VL. THE NON-PROFIT HOSPITALS ANALYZED

This study analyzes 27 non-profit hospitals and hospital networks in Chicago and the Metropolitan Area
(collectively, the “Hospitals Studied). When hospitals that are included in a hospital network are counted, the
study includes 47 hospitals total. The study compares the annual value of each of the tax exemptions granted to
the Hospitals Studied to the cost of the charity care they reported providing in return. Following is the complete
list of the Hospitals Studied.

Advocate Health Care Network

Alexian Brothers Hospital Network

Evanston NorthShore HealthSystem (formerly, Evanston Northwestern)
Gottlieb Memorial

el NS



5. Holy Cross

6. Ingalls Memorial

7. Jackson Park

8. Little Company of Mary
9. Loretto

10. Loyola University Medical Center
11. Mercy Hospital

12. Methodist Hospital of Chicago

13. Mount Sinai

14. Northwest Community Hospital
15. Northwestern Memorial Hospital
16. Norwegian American

17. Palos Community Hospital

18. Resurrection Health Care

19. Roseland

20. Rush North Shore Medical Center
21. Rush University Medical Center/Rush Oak Park
22. Saint Anthony Hospital

23. St. Bernard Hospital

24. South Shore Hospital

25. Swedish Covenant

26. Thorek Hospital

27. University of Chicago Hospitals

The financial data used to estimate the value of the tax exemptions was pulled from each hospital’s IRS Form
990. The cost of charity care reported was collected from the most recent Community Benefit Reports filed by
each non-profit hospital with the state. Appendix A contains a detailed description of the methodology and data
sources used. This study uses the same methodology as was used in the 2006 Report, with the only change
being the new sales tax rate applicable for each Hospital Studied.

A. Findings

Chart 1 below illustrates the key findings of this study. The first column shows that the annual value of all the
tax breaks given to the Hospitals Studied is $489.5 million. The annual value of the tax breaks granted were
nearly three times greater than the cost of charity care provided, which totaled $175.7 million. On average, the
value of the combined tax exemptions conferred to the Hospitals equaled 3.9 percent of total hospital expenses,
while on average, the cost of charity care provided represents 2.1 percent of total hospital expenses. Of the
Hospitals Studied in this 2009 study, 20 were also analyzed in the 2006 Report, while seven are being analyzed
for the first time.*
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Chart 1

The Estimated Tax Benefits Received by Non-Profit Hospitals Studied,
Compared to the Cost of Charity Care Provided

$600
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State Flederal Income Tax
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Note: Many hospitals indicate that a significant portion of their bad debt expense would fall within the definition of charity care if it were captured at the beginning of the
patient admissions process. We therefore estimated that if 50% of bad debts were identified on the front end of the process, the amount of charity care would increase

by $109.5 million, to $285.2 million. © 2009 Center for Tax and Budget Accountability

The last column in Chart 1 represents bad debt of the Hospitals Studied. Bad debt is an accounting term for
unpaid patient accounts. Charity care is the act of providing free or reduced-cost health care to patients a
hospital has determined cannot afford care prior to when the collections process is implemented. Case law has
determined that charity care does not include the amount of hospital bad debt because no charitable act occurs
when a hospital discovers through its collections process that a patient is poor.”” However, many hospital
finance experts estimate that if hospitals did a better job of identifying patients eligible for charity care on the
front-end of the process, rather than through bill collection efforts, approximately 50 percent of bad debts could
qualify as charity care.”® Accordingly, if the Hospitals Studied did a better job of identifying patients eligible
for charity care, they could increase their charity care by $109.5 million (which would reduce the bad debt
column by the same amount), at no additional cost.

The local property tax exemption was by far the most valuable tax benefit non-profit hospitals receive, totaling
$279.4 million for the Hospitals Studied, 57 percent of the total tax benefit. The sales tax exemption was the
second most valuable tax benefit, amounting to $156.1 million annually for the Hospitals Studied, representing
32 percent of the total benefits received. Much less significant in value were the income tax breaks. The federal
income tax break for the Hospitals Studied was estimated to be worth $43.8 million annually, 9 percent of all tax
breaks received. The Illinois income tax break was valued at $10.1 million annually, just 2 percent of the total
tax breaks.
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The Hospitals Studied in this 2009 study and in the 2006 Report increased their charity care by $40.1 million.
Meanwhile, the estimated annual value of all tax exemptions received by those Hospitals increased by $93.9
million.

Chart 2 below shows the estimated value of the total tax breaks granted for each Hospital Studied and the cost of
the charity care reported by each such Hospital. Seven Hospitals Studied provided more charity care than the
estimated value of their tax benefits: Holy Cross, Loretto, Mount Sinai, Roseland, Saint Anthony, St. Bernard
and South Shore Hospitals. Three other Hospitals — Jackson Park, Methodist, and Norwegian American
Hospitals — provided charity care within $1 million of the value of their tax exemptions. The remaining 17
Hospitals Studied received an excess tax benefit — the value of their tax breaks significantly exceeded the cost of
charity care provided. The total excess tax benefit, the amount by which the public dollars given exceeded the
charity care provided, received by the Hospitals Studied was an estimated $327.2 million. The amount of the
excess tax benefit for the Hospitals Studied could be used to provide charity care to 47,836 poor and low-
income, uninsured patients, using the U.S. Department’s Health and Human Services estimated average cost of a
hospital discharge of $6,840.%

Chart 2: Estimated Value of the Tax Benefits Received Compared to Charity Care Provided (in millions)

Total Estimated Charity Excess
Tax Benefits Care Tax

Hospital/Hospital Network Granted Provided Benefit
Advocate Health Care Network $99.6 $29.1 $70.5
Alexian Brothers Hospital Network $41.7 $12.8 $28.9
Evanston-NorthShore (formerly Evanston
Northwestern) $35.1 $11.6 $23.5
Gottlieb Memorial Hospital $5.2 $1.7 $3.5
Holy Cross Hospital $2.2 $3.5 --
Ingalls Memorial Hospital $10.6 $2.6 $8.0
Jackson Park Hospital $3.9 $3.1 $0.8
Little Company of Mary $13.7 $2.7 $11.0
Loretto Hospital $1.0 $4.8 --
Loyola University Medical Center $23.5 $11.1 $12.4
Mercy Hospital & Medical Center $5.8 $3.6 $2.2
Methodist Hospital of Chicago $0.8 $0.5 $0.3
Mount Sinai $3.5 $5.8 --
Northwest Community Hospital $11.2 $4.3 $6.9
Northwestern Memorial Hospital $48.1 $20.8 $27.3
Norwegian American Hospital $2.9 $2.7 $0.2
Palos Community Hospital $12.8 $3.1 $9.7
Resurrection Health Care $43.4 $21.5 $21.9
Roseland Community Hospital $0.6 $3.6 --
Rush North Shore Medical Center $5.7 $1.0 $4.7
Rush University Medical Center/Rush
Oak Park $37.7 $5.2 $32.5
Saint Anthony Hospital $2.4 $4.0 --
St. Bernard Hospital $1.9 $2.7 --
South Shore Hospital $0.6 $1.3 -
Swedish Covenant Hospital $9.9 $1.4 $8.5
Thorek Hospital $7.0 $1.2 $5.8
University of Chicago Hospitals $58.6 $10.0 $48.6
TOTAL $489.4 $175.7 $327.2
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Chart 3 below shows the estimated value for each the tax exemptions granted to each of the Hospitals Studied.
One of the most important findings of this study is that the two most valuable tax benefits received by the
Hospitals Studied are given by Illinois state and local governments: the local property tax exemption and the
state and local sales tax exemption. Each of these tax breaks requires non-profit hospitals to provide charity
care. The value of these two tax breaks to the Hospitals Studied equaled $435.5 million — fully 89 percent of all
the tax benefits conferred. However, charity care reported by the Hospitals Studied amounted to only $175.7
million — this falls short of the estimated value of property and sales tax exemptions by $259.8 million.

Chart 3: The Estimated Value of Each of the Tax Exemptions for All Hospitals Studied

Estimated Estimated Estimated
Estimated Value of the Value of Value of Estimated
Value of State and lllinois Federal Value of All
Property Tax Local Sales Income Tax | Income Tax Tax

Hospital Exemption | Tax Exemption | Exemption | Exemption | Exemptions
Advocate Health Care Network | $56,518,583 $31,764,838 | $2,139,173 | $9,235,952 | $99,658,546
Alexian Brothers Hospital
Network $21,822,588 $7,968,068 | $2,243,129 | $9,684,786 | $41,718,571
Evanston NorthShore (formerly
Evanston Northwestern) $21,945,266 $13,176,660 $0 $0 | $35,121,927
Gottlieb Memorial Hospital $2,868,574 $1,887,846 $79,029 $341,212 $5,176,661
Holy Cross Hospital $868,024 $1,270,517 $0 $0 $2,138,542
Ingalls Memorial Hospital $5,870,107 $3,279,185 $257,442 | $1,122,223 | $10,528,956
Jackson Park Hospital $1,678,056 $539,805 $322,754 | $1,397,839 $3,938,455
Little Company of Mary $7,088,853 $2,329,801 $818,976 | $3,541,079 | $13,778,709
Loretto Hospital $791,327 $176,244 $0 $0 $967,572
Loyola University Medical
Center $10,970,461 $12,557,923 $0 $0 | $23,528,384
Mercy Hospital $3,458,490 $2,301,611 $0 $0 $5,760,101
Methodist Hospital of Chicago $199,319 $598,418 $0 $0 $797,737
Mount Sinai $2,140,325 $1,444,388 $0 $0 $3,584,713
Northwest Community Hospital $6,525,396 $4,670,580 $0 $0 | $11,195,975
Northwestern Memorial
Hospital $33,886,354 $14,235,368 $0 $0 | $48,121,722
Norwegian American Hospital $1,964,660 $904,411 $0 $0 $2,869,072
Palos Community Hospital $5,685,231 $4,090,463 $547,425 | $2,363,527 | $12,686,646
Resurrection Health Care $26,641,030 $16,798,921 $9,072 $39,166 | $43,488,188
Roseland Community Hospital $352,844 $299,104 $0 $0 $651,948
Rush North Shore Medical
Center $2,445,954 $3,304,607 $0 $0 $5,750,561
Rush University Medical
Center & Rush Oak Park $24,050,964 $13,646,771 $0 $0 | $37,697,735
Saint Anthony Hospital $1,670,358 $670,885 $0 $0 $2,341,244
St. Bernard Hospital $1,050,270 $726,413 $18,109 $78,188 $1,872,981
South Shore Hospital $357,254 $258,817 $0 $0 $616,071
Swedish Covenant Hospital $6,042,093 $2,820,834 $206,113 $889,901 $9,958,940
Thorek Hospital $3,100,575 $804,674 $574,848 | $2,481,927 $6,962,024
University of Chicago Hospitals | $29,455,449 $13,594,201 | $2,931,950 | $12,658,796 | $58,640,397
Total $279,448,407 $156,121,354 | $10,148,020 | $43,834,597 | $489,552,378
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VII. COMMUNITY BENEFITS PROVIDED BY THE HOSPITALS STUDIED

Two factors that are frequently injected into the charity care discussion are community benefits and Medicaid
shortfalls. The problem is that charity care — not community benefits — is the standard for the local property tax
exemption and sales tax exemption.”” Furthermore, case law has determined that Medicaid shortfalls are not
relevant to charity care.”' As such, repeated attempts to bring these issues back into the debate only obfuscate,
rather than inform the public discussion.

To be sure, non-profit hospitals provide many benefits to their communities. Once such benefit is providing
care to Medicaid beneficiaries. Hospitals note that the reimbursement received from the state for Medicaid
services does not cover the actual cost of the care. This is borne out of industry data. According to the Illinois
Hospital Association, Medicaid reimbursements cover 96 percent of actual cost.””

Other community benefits non-profit hospitals provide are access to unprofitable services desired in local
communities, such as trauma units, neonatal intensive care units and community health clinics. These services
are subsidized in part by other hospital revenue.

Under state law, Illinois non-profit hospitals report a number of activities as community benefits. In addition to
the ones mentioned above, these include items such as language services, hospital donations, volunteer services
provided by hospital employees, and medical education and research. While these hospital services certainly
add value to the community, they are not services unique to non-profit hospitals. Nor do many of these benefits
increase health care access to low-income, uninsured individuals. Rather, many of these services are provided
by non-profit and for-profit hospitals alike, as competitive business practices and marketing tools.

Finally, some note the contributions non-profit hospitals make in bringing jobs and economic development to
local communities. However, this is hardly a charitable activity that either Congress or Illinois lawmakers had
in mind when granting charitable hospitals privileged tax status. Any employer, whether for-profit or not,
provides this benefit. Certainly, Illinois hospitals play a vital role in the state’s economy, employing more than
235,270 individuals statewide.”” However, providing access to health care to vulnerable members of society is
the “charitable” act required by the charity care standard — not economic development.

Chart 4 below lists the community benefits reported by each of the Hospitals Studied.
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Chart 4: Community Benefits Reported by the Non-Profit Hospitals Studied

Community Benefits Reported by the Non-Profit Hospitals Studied

Government Government
Language | Sponsored Sponsored Subsidized Other
Assistant Indigent Volunteer Program Health Community

HospitallHospital Network Fical Year End | Charity Care | Services | Health Care | Donations Services Education Services Research Services Bad Debts Benefits Total
Advocate Health Care Network Dec. 31, 2008 $29,135,000 | $1,334,000 | $164,226,000 | $8.944,000 | $2.913,000 | $44.471,000 $0 $0| $14,250,000 | $30,780,000 $0 $2898,033,000
Alexian Brothers Hospital Network Dec. 31,2006 $12,6810,171 $196,539 | $74,880,643 $330491 $770.210 $1.815,070 $42.870 $0 $482,096 $9,246,137 | $1.521,598 $102,107.928
Evanstan-MorthShare HealthSystem Sept. 30,2006 $11.607,866 | $343.258 | $76,964.169 $218.008 | $1,381.692 | $13.037.708 $0| $6352,000 | $17.754,392 | $16,594.000 ) $2,385557 $145 638,577
Gaottlielh Memorial Hospital Dec. 31,2006  $1,649,700 $78.500 | $13,971,000 $5,500 $215,200 $0 %0 30 $465,060 $6,994 721 $26 800 $23 408 481
Holy Cross Hospital June 30, 2007]  $3,530,383 %0 $0 $0 $26,780 $69.005 | $5,101,288 %0 $0 | $14,101,323 $0 $22,828,870
Ingalls Memaorial Hospital Sept. 30, 2006)  $2,576.488 $6,705 | $16 826 466 $93.557 $273,682 $153,240 %0 £0 $1.758.376 | $24.,6683 570 $320,180 $45,602,304
Jackson Park Hospital March 31,2007)  $3,077,384 $600 $628.447 $0 $11.842 $3,240,038 $943,263 $0 $5,306,536 | $24 488,080 $0 $37.675,950
Little Cornpany of Mary Hospital June 30,2007 $2,733,268 $532 $E,648,266 $0 $779.828 $0 $0 $0 $5.454 872 | $14.233.498 $702 258 $30,752,322
Loretto Hospital June 30,2007 $4.799,112 fael $0 $0 $0 $0 $0 $0 $0 $3.836,506 $0 $8.636,387
Layola University Medical Center June 30,2007 $11.102,127 | $1.851.211 | $37,603.000 $316,289 $410528 | $20.552,166 $0| $2,231,249 $403.968 | $33820,318 | $1.105,249 $109,096,108
Mercy Hospital & Medical Center June 30,2007 $3.593.780 | $162.310 $0 $0 $314.898 912,749 %0 30 $1,873.6864 $4,740 588 $17.262 $11.6818.218
Wethodist Hospital of Chicago Sept. 30, 2006 $484,474 %0 $0 $0 $0 30 %0 %0 $254 465 $1.584,010 $3.088 $2,366,037
Mount Sinai Hospital June 30,2007) $5,752,800 | $B40,300 $0 [ $3.632,500 $92,800 $56,962 500 %0 $104,000 [ $14,852,000 | $52,480,000 | $2.402000 $85,918,000
Monwegian American Hospital Sept. 30,2006  $2.671,550 $5,587 $0 28111 $55.882 $0 $0 $0 $354,801 | $13,761,271 $0 $16,861,002
Morthwest Cormmunity Hospital Sept. 30,2006  $4.248,100 | $265600 | $45,032.500 $366,800 | $1,048,800 $913.400 $0 $28,000 $1,626,200 | $25,095,000 | $1,029,300 $80,872,100
Morthwestern Mernaorial Hospital August 31,2006 $20,816,000 | $369,000 | $98,751,000 | $1,365,000 $642,000 | $51,737,000 $0 | $20,023,000 $2,411,000 | $32419.000 | $1.245000 $229,808,000
Palos Community Hospital Dec. 31,2006  $3,073.000 $12.512 | $47,349,000 $82,994 $53.290 $449 856 $0 $0 $856,604 | $12,093,000 $60,907 $64,031,163
Resurrection Health Care June 30,2007 $21451,673 | $679443 | $89.881.581 | $1,132337 $r8466 | $43,788.036 $0 $0| #$13.410,709 | $167,311.267 | $2,308.728 $329 942,230
Foseland Community Hospital March 31, 2007  $3,648,000 %0 $0 $0 $9,182 30 $565,360 %0 $0 [ $16,062,133 $0 $18,272 675
Rush Morth Shore Medical Center June 30, 2007]  $1,028,000 $41,027 $7.241,000 $177,256 $408,435 $880,867 %0 $36,988 $1.416,727 $7.368,164 $0 $18,5809 465
Rush University Medical CenteriCak
Park Hospital June 30,2007  $5.178,617 | $370,173 | $40,289,260 $419,587 | $1,826,537 | $33,350,893 $0 | $10,565,000 $6,627,176 | $33.719400 | $2,122,309 $134 578,961
Saint Anthony Hospital June 30,2007 $4.008,995 | $207.728 $8,351.754 $0 $43,083 $174570 | $1.204,234 $0 $3.610515 $9,671,000 $100,000 $25 371,863
St. Bernard Hospital Dec.31,20068]  $2,716486 $0 $361.4593 $0 $0 $102.813 $0 $0 $4,520571 $8.471,029 $0 $16,172,392
South Shore Hospital Dec.31,20068]  $1,317.252 $868 $0 $120916 $0 $0 $266,178 $0 $162.208 $4,400,872 $0 $6,258,344
Siveedish Covenant Hospital Sept. 30, 2006]  $1,435,000 | $355,686 $4,880,000 | $19,568,000 $118,372 30 %0 %0 $3,891,258 $7.472,000 | $23,820,184 $61,650,651
Thorek Hospital June 30, 2007]  $1,212,000 $3,650 £0 $3.070 $7.022 $4.743 %0 20 $1,619.400 $3.841,832 $188,341 $6,787,058
University of Chicago Hospitals June 30,2007 $10026716 | $715.834 | $87,192.866 $218,000 $229175 | $36,784 547 $0 | $15,000,000 $0| $55330,000 $93.508 $205 590,348

$175,661,912 | $7 288,540 | $818,318,445 | $37,022,257 | $11,813,087 | $258,4404458 | $8,113,293 | $53 340,237 | $103,593,520 | $624 428 718 | $30452 869 | $2,137493,326




VIII. CONCLUSION

Federal, state and local governments grant non-profit hospitals tax-exempt status with the expectation that these
hospitals will provide a public benefit in return. This historically has meant providing low-income individuals
who cannot afford to pay for hospital services, access to necessary health care. Legal precedent at all levels of
government clearly suggests an expectation — and for Illinois local property tax exemption and the state and
local sales tax exemption, a requirement — that non-profit hospitals deliver free or discounted care to low-
income, uninsured individuals who cannot afford health care (i.e., charity care).
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Appendix A: Methodology

This study uses the same methodology as was used in the 2006 Report.

The primary source of financial data for this study was collected from the tax returns of the Hospitals Studied.
Federal Form 990 is the tax return filed by organizations exempt from federal income taxes. The three most
recent tax returns for the Hospitals Studied were used (typically, for tax years 2003, 2004 and 2005). The
following information was gathered from the tax returns of the Hospitals Studied:

» Annual hospital income or loss. For purposes of estimating the property tax exemption, and federal and
state income tax exemptions, annual income or loss was obtained from the three most recently-filed tax
returns for the Hospitals Studied.

» Earnings before interest, taxes, depreciation and amortization (EBITDA). EBITDA is a widely-
accepted metric for measuring profitability. A three-year average EBITDA was calculated for purposes
of valuing the property tax exemption for each of the Hospitals Studied. However, when a Hospital
Studied had an extraordinary loss in one year, resulting in a three-year average EBITDA loss, the loss
year was omitted from the calculation, and a two-year average EBITDA was computed for purposes of
estimating the property tax exemption.

» Operating revenue. When a Hospital Studied had a three-year average EBITDA loss due to more than
one loss year, operating revenue was used as an alternative measurement for valuing the property tax
exemption. The average ratio of EBITDA to operating revenue of the Hospitals Studied with a positive
average EBITDA was applied to the three-year average operating revenues of the Hospitals Studied
with EBITDA losses to determine the Hospital’s pro forma EBITDA.

» Supply expense. A three-year average supply expense was determined for each of the Hospitals Studied
to estimate the value of their sales tax exemption.

» Total contributions. Direct, indirect and government contributions were used in the calculation of
estimated federal and state income tax.

» Total hospital expenses. The amount claimed for total expenses for each Hospital Studied was used for
purposes of measuring charity care and the value of tax exemptions as a percentage of overall expenses.
Evaluating what percentage of total hospital expenses are consumed by charity care and covered by tax
exemptions, places those items into a context that allows measuring their relative importance. Total
expenses reported on each of the Hospitals’ most recent tax return was used, rather than a three-year
average. Using a three-year average most likely would have lowered overall expenses. Therefore, total
expenses as reported in this study may be overstated relative to the three-year average EBITDA and
supply expense. As a result, the value of tax exemption for the Hospitals Studied, measured as a
percentage of total expenses, may be understated.

The annual amount of charity care provided for each Hospital Studied was obtained from the Community
Benefit Reports. The Community Benefits Act requires that charity care be reported at cost, based on the cost-
to-charge ratio on each hospital’s Medicare Cost Report, which is another public report that is filed annually
with the Center for Medicare and Medicaid Services.

These data sources provide a sound basis for calculating charity care and tax exemption values because they
were prepared by the non-profit hospitals being studied, are public records and are updated annually. However,
it is important to note that there is a mismatch in years between the charity care reported and the financial data
used to estimate the value of the tax exemptions. The Community Benefit Reports used were for hospital fiscal
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year 2006 or 2007 (see Chart 4), while the tax returns used for financial data were for fiscal years ending 2003,
2004 and 2005. This problem is somewhat mitigated by use of a three-year average for financial information,
which should level out peaks and valleys in financial results, allowing for a fairly accurate comparison.

It is also important to reemphasize that Illinois has no legally mandated, uniform standard of who qualifies for
charity care. Rather, the provision of free or discounted care is based on individual hospital policy and varies
from hospital to hospital. Charity care policies for the Hospitals Studied varied from offering free care to
individuals earning an income equal to or below the federal poverty level, to 200 percent of the federal poverty
level. The Hospitals Studied generally provided for sliding discounts depending on income for individuals
earning between 200 percent and 400 percent of poverty. The discounts offered differed depending on the
hospital. Hence, comparing the amounts of charity care provided across Hospitals Studied does not provide
much information about the exact populations being served, nor how extensive hospital efforts are given local
demographics.

Bad debt expense data was culled from the Community Benefit Reports. The Community Benefits Act requires
bad debt to be reported at cost. However, the amount of bad debt reported by many of the Hospitals Studied in
their Community Benefit Reports matched the amount of bad debt reported in their financial statements. That is
problematic because bad debt expense is generally reported at charges — not cost — in financial statements.”
Therefore, this study adjusted the bad debt to cost for the Hospitals Studied that stated bad debt at charges, by
multiplying the cost-to-charge ratio reported in each hospital’s Medicare Cost Report.

Recognizing that non-profit hospitals have difficulty identifying patients eligible for charity care, and that a
portion of bad debt may qualify as charity if it were captured before patients are sent through the billing and
collection process, this study estimates what hospital charity care would be if 50 percent of the reported bad
debt, computed at cost, were considered potential charity care.

The value of other community benefits, such as the unreimbursed cost of providing Medicare, Medicaid and
other government health care program services; language services; donations; volunteer services; education;
research; and hospital-subsidized health care services was obtained from the Community Benefit Reports.

L Methodology Used in Estimating the Value of Tax Exemptions

In estimating the value of the tax exemptions for the Hospitals Studied, this study uses the model developed by
Drs. Nancy Kane and William Wubbenhorst of the Harvard School of Public Health.” This methodology was
selected for two reasons. First, it is both recognized and well-respected nationally. Second, it closely
approximates the actual value of property tax exemptions computed for non-profit hospitals in other states that
currently make such valuations.”

A. Estimating the Property Tax Exemption

The Cook County Assessor’s Office is the governmental agency that places a value on real estate for property
tax purposes in Cook County. However, the Assessor’s Office does not currently assess property owned by
non-profit, tax-exempt organizations, including hospitals. Hence, there is no data set available from the
Assessor’s Office for use in determining the value of property held by non-profit hospitals, which is needed to
determine the value of the exemption from paying property taxes.

There are three basic methods of property valuation: the comparison method, the income method and the
replacement cost method. The Assessor’s Office currently uses the income approach, or a combination of the
income and the replacement cost approaches, for assessing for-profit hospital property.”” Accordingly, this
study applied the income method of valuation to estimate the value of property owned by the Hospitals Studied.
Because of limited access to financial data, it was not possible to estimate hospital value using the replacement
cost method.
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In nearly all cases, this study’s valuation methodology for hospital property yielded reasonable results.
However, it posed two problems. First, when a Hospital Studied had a three-year average EBITDA loss, the
income method placed a negative value on its property. This meant that, for purposes of this study, the local
property tax exemption for such hospitals was determined to have no value. This would not occur if the
Assessor’s Office was determining such property tax value, because the Assessor would have applied the
replacement cost approach in these circumstances. As noted above, insufficient information made it impossible
to use the replacement cost method in this study. As such, an alternative methodology was used for Hospitals
Studied with a three-year average EBITDA loss. For purposes of estimating the annual property tax exemption
in this instance, if a Hospital Studied had an average EBITDA loss due to one loss year, the loss year was
eliminated from the calculation, and a two-year average EBITDA was calculated. When a Hospital had more
than one loss year, the average ratio of EBITDA to operating revenues was calculated for all Hospitals Studied
with a positive average EBITDA. This average ratio was then applied to the three-year average of the loss
Hospital’s operating revenue to determine the pro forma EBITDA for such Hospitals to estimate the value of
their property tax exemptions.

The Assessor’s Office also has historically undervalued the fair market value of property for assessment
purposes. The income method of valuation on the other hand, is designed to determine actual fair market value.
This initially resulted in an estimated property tax exemption for the Hospitals Studied much greater than what
the Assessor would find. The formula, therefore, had to include a “discount factor” that would yield a close
approximation of the amount of property tax the Assessor would calculate. The state equalization multiplier,
which the Illinois Department of Revenue computes annually to account for the undervaluation of Cook County
property, was used as the basis for determining the discount factor for this study’s methodology. In Illinois, the
total assessed valuation of real estate in each county must be 33.3 percent of the total fair market value of all
property in such county. The state equalization multiplier is applied in the property tax assessment formula to
achieve this requirement. Because the Assessor’s valuation of property is typically lower than fair market value,
the equalization multiplier usually increases property value for estimating property taxes owed. This study
therefore used the reciprocal of the state equalization multiplier as a reasonable proxy for the discount factor in
the current Cook County assessment process.

The first step in estimating the value of property tax exemption of the Hospitals Studied was determining the
value of the real property they own. This required determining each hospital’s three-year average EBITDA (or
pro forma EBITDA in the case of the Hospitals Studied with a three-year average EBITDA loss), and then
capitalizing that amount to project cash flow of the hospital into future years. When the Assessor’s Office
applies this methodologys, it is attempting to estimate the market “rent” of the property being valued. A
capitalization rate of 14.5 percent was used because this is the rate applied to for-profit hospitals by the Cook
County Assessor’s Office.”® The formula for this calculation is:

Average EBITDA = the capitalization rate = estimated value of hospital property

The discount factor discussed above was then applied to the estimated fair market value of hospital property,
resulting in the discounted value of the property. Next, the complex Cook County assessment formula was
applied to the discounted property value. Commercial property in Cook County is assessed at 38 percent of the
value of the property. Accordingly, the discounted value was multiplied by 38 percent, to determine what is
called the “assessed valuation.” Next, an equalization multiple of 2.7076, determined by the Illinois Department
of Revenue, was multiplied by the “assessed valuation.” This resulted in the “equalized assessed value.”
Lastly, the “equalized assessed value” was multiplied by an average property tax rate for all of Cook County.
While local property tax rates vary substantially depending on the taxing districts in which the property is
located, the study applied an average tax rate of 8.34 percent.”” This was the average Cook County property tax
rate 2005, the most recent year for which an average tax rate was available. The study recognizes that if these
properties were assessed by the County Assessor’s Office, actual tax rates in effect would apply rather than an
average rate.
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It is important to note that in 2007, the Cook County Assessor valued the aggregate value of the property tax
exemption for all non-profit hospitals located in Cook County.*” While CTBA’s 2006 Report and the Assessor’s
report did not include the same hospitals (the Assessor’s Office evaluated all 54 non-profit hospitals in Cook
County, while CTBA’s 2006 Report included 41 non-profit hospitals, a few of which are located outside Cook
County), the estimates of the aggregate value of the property tax benefits were similar. The Assessor’s Office
valued the property tax benefit for all County non-profit hospitals between $238 million and $241 million.
CTBA’s 2006 Report estimated the value of the property tax benefit for the Hospitals Studied at $209 million.

B. Estimating the Sales Tax Exemption

To estimate the value of the aggregate sales tax exemption for the Hospitals Studied, this study used a three-year
average of supply expenses as reported by each hospital on its Federal Form 990, multiplied by the sales tax rate
applicable for each hospital.

C. Estimating the Federal and State Corporate Income Tax Exemptions

To estimate the value of the aggregate federal corporate income tax exemption for the Hospitals Studied, the
study used a three-year average of net earnings, less total contributions for such hospitals, reduced by their
estimated property and state income tax expenses. This resulted in estimated taxable income for each of the
hospitals. Next, this estimated taxable income figure was multiplied by the federal corporate income tax rate of
34 percent, to compute the estimated value of federal income tax exemption.

The Illinois corporate income and personal property replacement taxes were calculated by beginning with
estimated federal taxable income determined under the preceding paragraph, and then adding back any
estimated state corporate income and replacement tax deducted in calculating federal income tax liability. A tax
rate of 7.3 percent was then applied to this sum, which includes both the 4.8 percent corporate income tax and
the 2.5 percent personal property replacement tax rates.
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Appendix B: Hospitals Studied in both this Study and the 2006 Report

Hospitals Studied in both this study and the 2006 Report:

S A il e

9

10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

Advocate Health Care Network

Alexian Brothers Hospital Network

Evanston NorthShore HealthSystem (formerly, Evanston Northwestern)
Gottlieb Memorial

Holy Cross

Jackson Park

Little Company of Mary

Loyola University Medical Center

Mercy Hospital

Mount Sinai

Palos Community Hospital

Resurrection Health Care

Roseland

Rush North Shore Medical Center

Rush University Medical Center/Rush Oak Park
Saint Anthony Hospital

St. Bernard Hospital

South Shore Hospital

Thorek Hospital

University of Chicago Hospitals

Hospitals Studied for the first time:

Nk wh =

Ingalls Memorial

Loretto

Methodist Hospital of Chicago
Northwest Community Hospital
Northwestern Memorial Hospital
Norwegian American

Swedish Covenant

Hospitals included in the 2006 Report, but not in this study:

1.

St. James Hospitals
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Funding Source for this Study

This study was funded by the general operating funds of the Center for Tax and Budget Accountability (CTBA).
A list of all of CTBA’s funders can be found on our website at www.ctbaonline.org. CTBA is an independent,
non-profit research and advocacy think-tank that promotes fair, efficient and progressive tax, spending and
economic policies.
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