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Property Tax Exemption for  
Cuyahoga County’s Nonprofit Hospitals 

Executive Summary 

Charities across the U.S. receive various tax exemptions from all levels of government – local, state and 
federal – and charitable nonprofit hospitals are no different. Deeply rooted in their charitable missions 
to serve all patients regardless of their ability to pay, nonprofit hospitals are organized as private, 
federally tax-exempt institutions by the Internal Revenue Service (IRS). Locally, this designation has 
ensured the development of a world-renowned healthcare network now seen in Northeast Ohio. 

While the IRS is responsible for designation as a tax-exempt entity, states have the final word when it 
comes to determining the breadth of activities qualifying for exemption. In Ohio, and specifically in 
Cuyahoga County, charitable operations are almost always granted an exemption from local property 
taxes. This applies to nonprofit organizations across the board: The Cleveland Browns, Case Western 
Reserve University and, of course, the region’s most well-known nonprofit hospitals, such as University 
Hospitals, Cleveland Clinic and St. Vincent Charity Medical Center. 

Given the important fiscal role property taxes play in balancing the budgets of local municipalities, 
hospitals often face public scrutiny regarding their tax-exempt status. However, the charitable character 
of Cuyahoga County’s private nonprofit hospitals is well borne out by the magnitude and scope of 
benefits provided by those hospitals to the community and its citizens. For example, nonprofit hospitals 
in Cuyahoga County provided over $900 million in direct community benefits and financial assistance in 
2013. In addition, these institutions are also responsible for generating over $10 billion in primary and 
secondary income for the region. The importance of their ability to provide for those they serve within 
their walls while also ensuring economic stability for the citizens of the region is unquestionable.  

Despite the community investment and economic stability these nonprofit hospitals provide for the 
region, critics still argue that hospitals’ property tax exemption deprives municipalities of needed local 
tax revenues. In the case of Northeast Ohio, nothing could be further from the truth. Unlike most other 
states, Ohio is unique in that most its municipalities collect and rely upon municipal income tax rather 
than property tax to fund core services.  In fact, comparing revenues collected from property taxes to 
those collected from wage taxes suggests Northeast Ohio municipalities fare much better with this type 
of tax arrangement than they would if nonprofits paid property taxes instead. Analysis shows that 
nonprofit hospital systems in Cuyahoga County generate an estimated $99 million in municipal 
withholding (income) tax revenue, compared to just $47 million in estimate foregone property tax.  
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Relative to most other communities, the finances of Northeast Ohio municipalities fare extremely well 
from the income tax revenue generated by hospital employees’ wages. While cities in the region receive 
nearly twice as much in wage taxes from hospitals than they would if property taxes were collected, 
some municipalities have nonetheless proposed raising additional revenues from nonprofit hospitals to 
“make up for” the lost property tax dollars. These programs, known as payment in lieu of taxes or 
PILOTs do not offer a long-term solution to a municipality’s financing challenges and often strain 
relations between nonprofit organizations and the municipality.  

In some more extreme examples, critics in other regions have suggested that nonprofit hospitals do not 
meet the spirit of the IRS code that exempts them from paying property taxes. Nonprofit hospitals, they 
argue, should have their tax-exempt status revoked and pay property taxes just as any for-profit entity 
would. This argument is short-sighted and fails to consider the community benefit and economic impact 
nonprofit hospitals provide as part of their mission. 

If Ohio’s municipal tax structure were amended and nonprofit hospitals no longer received their tax-
exemption designation, there would be larger costs associated with such a dramatic shift in tax policy. 
Ultimately, like any organization-level tax, the economic burden would trickle down to the individuals in 
the community. In the case of nonprofit hospitals, the burden could be borne by patients, employees of 
the hospitals or both. In short, the result of removing the property tax exemption from nonprofit 
hospitals, or forcing their participation in a PILOT program, would create adverse economic effects – 
both direct and indirect. Additionally, imposing a property tax on nonprofit hospitals could call into 
question the tax exemptions of other longstanding charitable institutions in the community. 

The property tax exemption has served an intrinsic role in the development of Northeast Ohio’s 
nonprofit hospital systems. Through this growth, these institutions have gone beyond their obligations 
as tax-exempt entities to meet their charitable objectives. Had it not been for their tax-exempt status, 
this would not have been possible.  

The argument that nonprofit hospitals do not pay their fair share towards local services, or that they 
ought to participate in PILOT programs as a conciliatory payment for not paying taxes, simply does not 
make mathematical sense. Nonprofit hospitals generate over $10 billion in economic activity for the 
region; provide over $900 million in direct community benefits and financial assistance; and contribute 
$99 million in local wage tax contributions. If these institutions were to rearrange as for-profit entities 
and begin paying property taxes, the region’s municipalities would receive merely $47 million in 
currently foregone property taxes. In addition, nonprofit hospitals would no longer contribute the same 
resources to community benefit activities or financial assistance. Lastly, if charitable nonprofit hospitals 
are singled out and asked to pay property taxes, other local nonprofits would have to question whether 
they too would experience similar treatment. This could force local charitable institutions to reconsider 
the scope and nature of future investments.   
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