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Accounting Matters Column

By Forrest Frazier, CPA, Jessica Dill, CIA, and Michelle Kelly

Community Benefi t: Defi ning Internal 
Audit’s Role in a Rapidly Changing 
Healthcare Environment

In the spring issue of New Perspectives, 
Jane Hopkins, tax senior manager with 
Grant Thornton LLP, wrote an article 
entitled Maintaining Tax-Exempt Status: 
Necessary Controls to Protect Healthcare 
Organizations. The article made the point 
that there is much that internal audit can 
do to help mitigate the risk of losing an 
organization’s tax-exempt status. In the 
article, Hopkins stated that, “Continued 
public scrutiny, and possibly federal and/
or state legislation, is a certainty for tax-
exempt healthcare organizations. Thus, 
proactively creating an environment 
that promotes community health 
initiatives and provides a charity care 
policy consistent with those initiatives 
is critical for an organization to assess 
its community benefi t.” Essentially, 
community benefi t has gone from a 
soft, public relations tool to one with 
signifi cant fi nancial implication. It has 
also become a progressively scrutinized 
component of a tax-exempt healthcare 
organization’s justifi cation for its 501(c)(3) 
status. 

In this article, we build on that 
concept and explore how healthcare 
internal auditors can provide value to 
their organizations by strengthening 
the process for calculating and 
communicating the entity’s community 
benefi t and thus supporting its tax-
exempt status.

Developing a Monitoring Process 
to Calculate and Communicate 
Community Benefi t
Tax-exempt healthcare organizations 
should establish a process for evaluating 
their operations as a whole to determine if 
they are in compliance with requirements 
for tax-exempt entities and, specifi cally, 
evaluate the value of the tax benefi ts 
the entities receive compared to the 
community benefi t they provide. 

Although there is no one size fi ts all 
notion of internal audit’s role related to 
monitoring an organization’s community 
benefi t, below are some ways audit 
functions can strengthen the process in 
their organizations:

Monitoring Regulations
With new federal and state regulations 
debated daily, it is important for not-
for-profi t healthcare organizations to be 
vigilant in staying current with news 
and legislative developments and work 
quickly to determine the best approach 
to deal with any changes in the laws as 
they arise. In many respects, maintaining 
tax-exempt compliance is more complex 
than other regulatory compliance due to 
the lack of standardization across various 
state and federal legislative requirements. 

Questions to ask: 

Does your organization have a 
process for monitoring current 
legislative developments that would 
impact tax-exempt status?

Does your organization have a 
process in place to implement and 
communicate changes in policies 
and procedures to the appropriate 
departments and groups should new 
legislation be enacted?

If gaps are identifi ed in the answers to 
these questions, internal audit can play a 
critical role by assisting the organization 
with identifying an internal champion 
charged with establishing a process 
for identifying and communicating the 
impact of legislative changes throughout 
the organization.

Calculating Community Benefi t
Determining an Appropriate Framework: 
There are a number of groups offering 
frameworks and related tools for 
calculating community benefi t. Popular 

•

•

frameworks include: The American 
Hospital Association’s framework 
included in their Guidance on Reporting 
Community Benefi t, and the Guide for 
Planning and Reporting Community 
Benefi t published by the Catholic 
Health Association of the United States. 

Additionally, many state hospital 
associations provide guidance on 
calculating community benefi t. It is 
important that healthcare organizations 
employ a consistent, cost-based approach 
in performing the calculation and that 
the underlying framework and approach 
has been reviewed and approved by the 
organization as fair and representative of 
its overall community benefi t position. 

Questions to ask:

Has your organization selected a 
standard method to follow when 
calculating community benefi t?

What were the key decision criteria 
by which this method was chosen?

Was senior management buy-in 
obtained in this selection?

Does the organization regularly 
assess whether the chosen method 
is painting a true picture of the 
organization’s community benefi t 
position? Does the method tell the 

•

•

•

•

“Healthcare 
organizations 

should provide 
a consistent 

clear portrait of 
their community 

benefi t.”
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organization’s community benefi t 
story completely and accurately? 

Internal audit could assist management 
in evaluating which framework to follow 
and how to supplement fi lings to provide 
a macro-level portrait of the community 
benefi t impact of its programs. 
Additionally, internal audit can play a 
key role in verifying that costs have been 
assigned accurately to various programs 
and activities, and captured in the actual 
community benefi t calculations. 

Testing for Compliance: In addition to 
offering guidance in other activities as 
noted above, internal auditors should 
take the traditional role of tester and 
monitor in order to identify inaccuracies, 
ineffi ciencies, and opportunities for 
process improvement as it relates to 
performing the community benefi t 
calculation. 

Questions to ask:

Does someone in your organization 
own the community benefi t 
calculation?

Is the process for calculating and 
reporting community benefi t 
designed appropriately and 
providing accurate results?

Are the inputs to the calculation 
verifi ed and the calculation itself 
reviewed for accuracy?

What monitoring controls are in 
place related to community benefi t? 
To whom are the results of the 
calculation communicated, and what 

•

•

•

•

do they do with the results? Are 
there documented procedures to be 
performed if the calculation indicates 
particular areas of concern?

Do your organization’s policies and 
procedures support tracking of all 
the activities that provide community 
benefi t?

Does your organization document all 
activities that improve community 
access to healthcare and improve the 
overall health of the community?

Does your organization document 
the value, frequency, and types of 
charity care your entity provides at or 
below cost?

Does your organization have a 
process for updating the community 
benefi t calculation methodology 
and components for changes in 
the organization’s operations? Are 
completeness checks performed to 
ensure all necessary components of 
the community benefi t calculation are 
being captured?

Regulatory Agency Filings: In addition to 
the Internal Revenue Service’s Form 990 
and Form 990-T, more than 20 states now 
require some type of community benefi t 
and/or charity reporting. These fi lings 
taken together paint a comprehensive 
picture of a healthcare organization’s 
community benefi t position. 

Questions to ask:

Is your organization fi ling timely 
regulatory reports that provide 

•

•

•

•

•

regulators with a clear picture of 
the organization’s not-for-profi t 
activities?

What supplemental documentation 
can be included in these fi lings to 
provide support to the fi ling or to 
more accurately portray the entities 
charitable activities?

What type of quality control 
procedures are performed on these 
fi lings?

Internal audit could assist with these 
fi lings by gathering fi nancial data or 
verifying fi nancial data included in 
the fi lings. Additionally, internal audit 
can encourage fi ling teams to take 
the initiative to develop supporting 
documentation which will provide 
regulators with a clear picture of its not-
for-profi t activities. 

Internal audit can assist with verifying 
the accuracy of various regulatory 
agency fi lings, including IRS Form 990, 
developing documentation to support 
the fi lings, and leading or sitting on 
a community benefi t task force. (See 
A Guide for Planning and Reporting 
Community Benefi t. (2006) St. Louis, MO: 
The Catholic Health Association of the 
United States). 

Communicating the Community 
Benefi t Story: For many healthcare 
organizations, communication of their 
community benefi t story has become 
nearly as important as conducting the 
actual programs. Building a process 
that includes strategy and methods 
for capturing program metrics, and 
documentation that supports state 
and federal fi lings allows healthcare 
organizations to build credibility in the 
community and with regulatory agencies. 
Even where certain information is not 
currently required, thought should be 
given to developing and implementing 
procedures to capture it. Should it become 
required reporting at a future date, 
compliance will not be as burdensome. 

Questions to ask:

Is your organization effectively 
communicating your community 
benefi t story?

What types of information 
are gathered and how is the 
completeness of the information 
determined?

Community Benefi t Task Force: Given 
the complexity and rising importance 
of tracking community benefi t, 
many healthcare organizations have 
implemented a community benefi t task 

•
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force. The goals for the task force can 
be to: centralize community benefi t 
reporting and build and monitor 
related controls and procedures, ensure 
that community benefi t programs are 
visible in the organization, analyze the 
types of programs being identifi ed as 
community-benefi ting, identify areas in 
the community that are high-risk and 
warrant additional support, establish 
criteria for determining the effectiveness 
of existing programs and weighing 
these against potential new programs, 
develop internal communications on the 
benefi ts of community benefi t and means 
for keeping the healthcare organization 
notifi ed of new programs, and draft and 
communicate the community benefi t 
story inside the organization, as well as to 
community, state, and federal agencies. 

Questions to ask:

Is there an established community 
benefi t task force?

Is internal audit represented on the 
community benefi t task force?

What role could internal audit play 
in providing oversight to the entities 
efforts relating to community benefi t 
monitoring and reporting?

•

•

•

If there is no existing community benefi t 
task force, internal audit can assist with 
facilitating the development of and 
sitting on such a task force. The Guide 
for Planning and Reporting Community 
Benefi t published by the Catholic Health 
Association of the United States provides 
an excellent resource for developing such 
a committee. 

Valuable Opportunities for 
Internal Audit
The increasing amount of regulatory 
scrutiny over the past year has made 
community benefi t less of a public 
relations need and more a necessary 
compliance requirement facing not-for-
profi t healthcare organizations — one 
with a huge potential fi nancial impact. 
A healthcare organization’s internal 
audit department can add value to the 
organization by helping to implement 
and monitor controls to protect its 
501(c)(3) status. In addition to testing 
and monitoring for compliance, there are 
numerous consultative opportunities, 
which afford internal audit the 
opportunity to add real value to the 
organization as it relates to community 
benefi t and the organization’s overall not 

for profi t status. Healthcare organizations 
should provide a consistent, clear portrait 
of their community benefi t activities 
to ensure their continued benefi t as a 
tax-exempt entity, and internal audit can 
provide various levels of assistance with 
this effort. NP
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