
 

 

 

Health Reform Adds New 
Requirements for Nonprofit 
Hospitals to Remain Tax-Exempt 

April 2, 2010 

While the full impact of the Patient 
Protection and Affordable Care Act 
(the “Act”) is still being analyzed and 
debated throughout the country, the 
Act has included a new layer of 
requirements that tax-exempt 
hospitals must fulfill to maintain 
exempt status.  Failure to comply with 
the additional measures may result in 
financial penalties and/or loss of 
exempt status. Many of these 
changes had been debated, 
proposed and defeated over the past 
several years in hearings and 
legislation, including proposed 
amendments to the American 
Recovery and Reinvestment Act of 
2009.  However, with the passage of 
the Act, tax-exempt hospitals must 
become familiar with the new 
restrictions. 
 
These new requirements apply to 
each tax-exempt organization (i) that 
operates a facility required to be 
licensed, registered or recognized as 
a hospital under state law; or (ii) that 
the Treasury Department determines 
to have hospital care as its primary 
function (these faci l i t ies are 
collectively referred to as “charitable 
hospitals”).  If an exempt organization 
operates more than one charitable 
hospital, the requirements will apply 
separately to each charitable hospital. 
 
Section 9007 of the Act creates a 
new Section 501(r) in the Internal 
Revenue Code and imposes the 
following additional requirements on 
charitable hospitals: 
 
• C om mu n i t y  H e a l t h  N e eds 

Assessment. Once every three years, 
each charitable hospital will be 
required to undertake a community 

health needs assessment that 
takes into account input from 
persons who represent the broad 
interests of the community served 
by the charitable hospital, including 
those with special knowledge of or 
expertise in public health.  Each 
assessment must be made widely 
available to the public, and the 
organization must adopt an 
implementation strategy to meet the 
community health needs identified 
through each assessment. An 
excise tax of $50,000 is imposed 
on an exempt organization for each 
year that it fails to meet these 
requirements. Although the 
assessment requirement does not 
take effect until March 23, 2012, 
charitable hospitals should plan to 
conduct at least one community 
health needs assessment by that 
date since the penalty provisions 
took effect upon passage of the 
Act. 

 
• Financial Assistance Policy. Each 

charitable hospital must implement 
and maintain a written financial 
assistance policy that includes (i) 
eligibility criteria for financial 
assistance, and whether such 
assistance includes free or 
discounted care; (ii) the basis for 
calculating amounts charged to 
patients; (iii) the method for 
applying for financial assistance; 
(iv) the actions the organization 
may take in the event of non-
payment, in the event the 
organization does not have a 
separate billing and collection 
policy; and (v) measures to widely 
publicize the policy within the 
communi ty  served by the 
organization. 
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Hancock, Daniel, Johnson 
& Nagle, PC (HDJN) 
provides assistance and 
guidance to health care 
providers in virtually all 
legal matters affecting 
healthcare. Generally, 
these include corporate, 
employment, administrative, 
and transactional matters; 
litigation; and governmental 
affairs.  

• Policy Relating to Emergency 
Medical Care.  Each charitable 
hospital must implement and 
maintain a written policy requiring it 
to provide, without discrimination, 
care for emergency medical 
conditions to individuals regardless 
of their eligibility under the financial 
assistance policy. 

 
• Limitation on Charges.  Charitable 

hospitals must limit the amounts 
charged for emergency or other 
medically necessary care provided 
to individuals eligible for assistance 
under the financial assistance 
policy to not more than the 
amounts generally billed to 
individuals who have insurance 
covering such care. 

 
• Billing and Collection.  Charitable 

hospitals may not engage in 
extraordinary collection actions 
before they have made reasonable 
efforts to determine whether the 
individual is eligible for assistance 
under the financial assistance 
policy. 

 
The Act requires the Treasury 
Department to implement regulations 
and guidance as necessary to 
implement these requirements. The 
Act also requires the Treasury 
Department to review, at least once 
every three years, the community 
benefit activities of each charitable 
hospital. 
 
The Act also includes new Form 990 
reporting requirements.  In future 
F o r m  9 9 0  f i l i n g s ,  e x e m p t 
organizations subject to the above 
requirements will also be required to 
include (i) copies of their audited 
financial statements or consolidated 
financial statements, if applicable; and 
(ii) a description of how the 
organization is addressing the needs 
identified in each community health 
needs assessment, along with a 
description of any such needs that are 
being addressed together with the 
reasons why such needs are not 
being addressed. 

Except for the community health 
needs assessment requirement, 
which takes effect on March 23, 2012, 
the above requirements generally 
apply to taxable years beginning after 
March 23, 2010. 
 
The Act requires the Treasury 
Department to submit an annual 
report to Congress detailing trends 
and issues for all hospitals general 
regarding charity care, bad expenses 
and unre imbursed costs  for 
government programs applicable to 
all hospitals. 
 
Exempt organizations should begin 
reviewing their internal policies and 
procedures to determine the steps 
necessary to comply with the Act.  
HDJN can help with explaining these 
requirements in more detai l , 
determining the impact of these 
requirements on your organization 
and developing a plan to implement 
any necessary changes.  If you have 
any questions or if we can be of 
assistance, please contact Jim Daniel 
or Mike Newby at 804-967-9604. 
Additional information about the 
firm Hancock, Daniel, Johnson & 
Nagle, P.C. is available on the 
firm’s website at www.hdjn.com. 
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For more information 
about HDJN visit the 
firm website at: 

www.hdjn.com  

The information contained in this advisory is for general educational purposes 
only. It is presented with the understanding that neither the author nor Hancock, 
Daniel, Johnson & Nagle, PC, is offering any legal or other professional services. 
Since the law in many areas is complex and can change rapidly, this information 
may not apply to a given factual situation and can become outdated. Individuals 
desiring legal advice should consult legal counsel for up-to-date and fact-specific 
advice. Under no circumstances will the author or Hancock, Daniel, Johnson & 
Nagle, PC be liable for any direct, indirect, or consequential damages resulting 
from the use of this material.  
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HDJN is one of the largest 
Virginia law firms primarily 
focusing its practice on the 
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industry.  
 
 
 
 
 
 
 
 


