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Hospital Community Benefits in a Changing Health Care System 
ROBERT B. HACKEY, PhD; EMMA MCLEOD, BS; JILLIAN NOACK, BS; GEORGIA SEAVER, BS

The recent decision by Attorney General Peter Neronha 
and the Federal Trade Commission (FTC) to challenge the 
proposed merger between the state’s two largest hospital 
networks leaves Rhode Island’s health care market in a 
state of flux. Despite support from key stakeholders, includ-
ing Brown University, health care unions, and the Rhode 
Island Foundation, the creation of a locally controlled, 
non-profit integrated academic health care system (IAHS) 
appears unlikely in the near term. After more than a decade 
of on-again, off-again merger talks, Lifespan and Care New 
England will need to seek alternative paths to shore up their 
financial positions. The prospect of new entrants into the 
Rhode Island health care market, however, raises signif-
icant questions for state regulators in the coming years. 
While much attention will be paid to the impact of future 
merger proposals on the price of hospital care, the state’s 
review process should also foster greater transparency about 
the level and distribution of hospital community benefits in  
Rhode Island. 

Hospital Community Benefits
No clear federal standards govern the provision of commu-
nity benefits by hospitals. In 2021, the American Hospital 
Association warned the fiscal stress of the COVID-19 pan-
demic could limit hospitals’ ability to invest in commu-
nity services in the near term.1 The proposed IAHS would 
have created a “market dominant” hospital network in 
Rhode Island, commanding more than 50% market share.2 
In exchange, the benefits of any future proposed merger 
to patients and taxpayers must be clearly articulated in 
advance of final approval to promote accountability and 
transparency.  

The term “community benefit” was first coined in 1969 
to describe spending that fulfills the requirements for tax 
exempt status under the Internal Revenue Code.3 Hospitals, 
however, are free to define both the nature and level of their 
community benefits. Non-profit hospitals report these ben-
efits annually to the Internal Revenue Service on Schedule 
H of Form 990.4 

Rhode Island requires all hospitals to meet a ‘community  
standard’ for the provision of hospital care, community 
benefits, and uncompensated care.5 To maintain its license, 
each hospital must report its charity care costs, bad debt 
expenses, and Medicaid shortfalls to the Department of 

Health by March 1 each year.6 The state requires hospitals 
to provide free care to uninsured patients with earnings up 
to 200% of the Federal Poverty Line (FPL) and to charge 
patients with incomes between 200–300 percent of the FPL 
on a sliding scale. Hospitals remain free to determine their 
own fee structure.6 The state does not currently specify a 
minimum threshold or target for community benefits. 

Most community benefits reported by hospitals take 
the form of ‘shortfalls’ or ‘underpayment’ by public payers 
such as Medicare and Medicaid. Payment shortfalls, how-
ever, remain a hotly contested measure of hospital commu-
nity benefits. Hospitals routinely negotiate discounts with 
private insurers that pay less than their posted charges in 
exchange for patient volume. As a result, some critics ques-
tion why Medicaid shortfalls count as ‘community benefits’ 
while negotiated discounts with third-party payers do not.7 
In 2020, the Lown Institute – a nonpartisan health policy 
thinktank focused on promoting health equity – developed 
an index that ranked hospitals based on their commitment 
to social responsibility that excluded shortfalls for publicly 
insured patients from its calculations.8 In 2021, the Lown 
Index also computed a ‘fair share deficit’ for non-profit hospi-
tals that compared each hospital’s community benefit spend-
ing to the value of its tax exemption (estimated at 5.9 percent 
of overall expenditures).9  Establishing a floor for commu-
nity benefit spending, however, is potentially problematic. 
While a fixed target could force lagging hospitals to increase 
their expenditures, such regulations could discourage other  
institutions from exceeding the minimum threshold.10

Comparative Lesson Drawing
No New England state requires hospitals to provide a min-
imum level of community benefits, even though all require 
some form of community benefit reporting.6 In Connecti-
cut, the House Public Health Committee passed HB 6550 
in 2021, which proposed to “establish a minimum commu-
nity benefit and community building spending threshold” 
over a two-year period.11,12 In Massachusetts, hospitals must 
“maintain or increase the percentage of gross patient service 
revenues allocated to free care” as a condition of licensure.13 
The Attorney General’s Community Benefits Guidelines 
emphasize collaboration with community groups, but do 
not set requirements for specific programs or a minimum 
level of investment.14 
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In 2019, Oregon emerged as a national leader in setting 
standards for hospital community benefits after the passage 
of House Bill 3076, which established a community benefit 
spending floor for hospitals and hospital systems.10 Institu-
tions that do not meet the community benefit spending floor 
over a 12-month period face the potential loss of their tax 
exemption for the next twenty-four months.15 Non-compli-
ant hospitals must increase their spending to meet the com-
munity benefit spending floor to “the maximum amount 
possible while retaining sufficient days cash on hand” to 
maintain their credit rating.15 This threatened loss of non-
profit status provides a compelling rationale for hospitals 
to comply with the new community benefit requirements.  

Costs and Benefits of Hospital Mergers
State hospital community benefit policies take on renewed 
importance in the context of growing consolidation within 
the U.S. hospital industry. Proponents of hospital mergers 
often cite studies commissioned by the American Hospi-
tal Association that found mergers can lower costs through 
greater economies of scale, consolidated purchasing, and 
organizational efficiencies.16 Numerous empirical studies 
found that after a merger, prices tend to rise, as larger hos-
pitals systems command higher reimbursement rates from 
third-party purchasers.17,18  Leemore Dafny, a health econ-
omist at Harvard Business School argued that “absent any 
change to the status quo, health care businesses and their 
boards, even not-for-profit entities, cannot be relied upon to 
avoid transactions that might reduce net benefits to soci-
ety.”19 In this context, the provision of hospital community 
benefits serve can serve as a key ‘vital sign’ for policymakers 
and regulators to evaluate the impact of mergers on patients 
and their communities. As Dr. Vikas Saini, the president of 
the Lown Institute noted, “It’s not enough for hospitals to 
say they’re committed to social responsibility. They need to 
put their commitment into action.”20

This approach is also consistent with the position of the 
FTC in evaluating proposed hospital mergers. Stakeholders 
in proposed mergers must provide evidence of “cognizable, 
merger-specific efficiencies” that consolidation will yield 
tangible benefits for consumers and patients.21 In November 
2020, the FTC challenged a proposed merger in Memphis 
because “it would have eliminated competition between 
two of only four hospital providers.”22 In December 2020, 
the FTC argued that a proposed hospital merger in Bergen 
County, New Jersey “would control three of the six inpa-
tient general acute care hospitals in Bergen County” and 
“leave insurers with few alternatives for inpatient general 
acute care services.”23 In February 2022, the FTC unani-
mously voted to challenge the proposed merger between 
Lifespan and Care New England by filing an administrative 
complaint in federal court. As the Director of the FTC’s 
Bureau of Competition noted, “By eliminating competition 
between Lifespan and Care New England, this merger would 

create a new healthcare conglomerate with outsized power 
over the entire continuum of healthcare services. As this 
country struggles to recover from a devastating pandemic, 
we can’t afford to allow this kind of concentrated control 
over critical healthcare services.”24 

Policy Implications
In evaluating future hospital mergers or acquisitions in 
Rhode Island, state officials should adopt former President 
Ronald Reagan’s maxim regarding arms control negotiations 
to “trust, but verify.”25 Any proposed transaction must estab-
lish clear guidelines for how the new system will benefit 
the community. The Office of the Attorney General and the 
Department of Health should require a minimum thresh-
old for community investment – separate and distinct from 
‘shortfalls’ related to care provided to publicly insured and 
uninsured patients – as an important element of creating a 
health care system that meets the needs of all Rhode Island-
ers. It is up to policymakers to decide what constitutes a ‘fair 
share’ contribution for hospital systems. Rather than spec-
ifying a fixed percentage of revenues for all institutions, as 
part of the review process regulators should require parties 
to a merger to negotiate public commitments to fund spe-
cific organizations and programs throughout Rhode Island. 

In evaluating new partners for either Care New England 
or Lifespan, state regulators should exercise their leverage to 
re-envision how hospitals can best meet the needs of their 
communities. Since the state provides non-profit hospitals 
with exemptions from income, property, and sales taxes, 
policymakers have a legitimate interest in assessing the 
societal return on investment from these foregone revenues. 
In exchange for their tax-exempt status, public officials can 
– and should – negotiate public commitments from any 
potential merger partners to ensure that hospitals provide 
cognizable benefits to their communities. 
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