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A Quantitative Review of Property Tax Exemptions Provided to Cuyahoga County’s 

Private Nonprofit Hospitals and the Local Taxes and Benefits the Hospitals Generate 

 

Executive Summary 

 

A longstanding principle underlying the operation of US charitable enterprises is exemption from several 

taxes imposed by federal, state and local governments. Exemption from property tax is one of the 

fundamental premises upon which many charitable enterprises rely in order to reduce costs and thereby 

more effectively perform their charitable missions. Consistent with national patterns, most hospital 

facilities located in Cuyahoga County, Ohio are privately-organized nonprofit entities that operate as 

charities. The property tax exemption has served an intrinsic role in the development of the Cleveland 

area’s nonprofit charitable hospitals. 

States have long provided tax exemption for property used for charitable purposes. Every state has such 

an exemption although there are differences in how the exemption is structured, affecting the nature 

and breadth of activities qualifying for exemption. Over time, state implementation of property tax 

exemptions have had to adapt to changing, ever more complex, facts and circumstances. Given the 

important fiscal role of the property tax as well as the burden the tax can place on taxpayers, the 

charitable property tax exemption can emerge as a contentious issue in any given locale. There has been 

more intensive review of exemption standards in recent years. Nonetheless, the basis upon which 

exemption is granted continues to be driven by the facts and circumstances of each case, which state 

administrative and adjudicatory bodies apply to the exemption criteria established by that state’s laws.  

The charitable character of Cuyahoga County’s private nonprofit hospitals is well borne out by the 

magnitude and scope of the benefits provided to individuals and the public. These institutions provided 

over $900 million in direct community benefits and financial assistance in 2013. Furthermore, the 

hospitals systems generate tremendous economic activity for Cuyahoga County and beyond. A recent 

study indicated that nonprofit hospitals in Northeast Ohio generate $10 billion in income for the region, 

reflecting primary and secondary economic effects. These quantified benefits are augmented by a 

myriad of unquantifiable public benefits. The presence of these institutions provides a stabilizing 

influence for their communities, in adjoining neighborhoods and beyond. The many civic activities of 

nonprofit hospitals provide a tremendously important contribution to overall community health.  

Community well-being also depends on a local governing structure able to effectively deliver crucial 

public services, thereby requiring an adequate revenue stream. The existence of property tax 

exemptions for nonprofit hospitals does not leave Cuyahoga County’s communities bereft of local tax 

revenues. Far from it. This is borne out by a comparison of the direct revenue impact of the property tax 

exemption to the local income withholding tax revenues the institutions generate for Cuyahoga County 

municipalities. The analysis deliberately used a conservative estimation methodology related to 

generated tax revenues, leaving out various additional local tax revenues realized through such factors 
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as secondary economic impacts, construction jobs, contract employees, and other local taxes. Even so, 

the analysis shows that the hospital systems generate considerably more local income tax revenue than 

they forego in property tax revenue. They generate an estimated $99 million in municipal withholding 

tax revenue from employee wages and salaries, compared to $47 million in estimated foregone property 

tax (of the $47 million, only $6 million is estimated to be attributable to municipal tax levies). There may 

be concerns about a mismatch between the composition of local governments affected by the property 

tax exemption (mostly school districts) and those localities that receive income tax revenues (municipal 

governments). However, this is an artifact of Ohio’s tax structure and an issue within the purview of 

state policymakers; it is not an issue that can be resolved by the nonprofit institutions. 

Relative to most other communities – more specifically, the great majority of cities either without a local 

income tax or unable to tax nonresidents – the finances of Cuyahoga County’s cities fare extremely well 

from the income tax revenue produced by the wages paid to hospital employees. These institutions tend 

to be labor-intensive and employ many persons with relatively high incomes, making the revenue source 

all that more valuable. Some cities have, at times, had strained relationships with major local tax-

exempt nonprofit institutions stemming from the effort to realize revenues to cover costs of services 

provided to those institutions. Even when those cities’ efforts are successful, the payments (such as 

those from voluntary PILOT programs) represent only a modest fraction of the foregone property tax. 

Ohio’s municipal income tax ensures a much different outcome: it appears that very few - if any – US 

cities are able to generate anything close to the relative level of revenues from nonprofit hospitals that 

Ohio’s cities are able to receive as a result of the tax. 

Assuming a scenario in which property tax exemptions for private nonprofit hospitals no longer existed 

or were otherwise reduced, there would be costs associated with such a change in tax policy. Like any 

organization-level tax, the economic burden of the tax ultimately falls on individuals. For instance, the 

burden of the tax could be borne by consumers of health care services, the employees of the hospital 

systems, or both. Although we cannot ascertain exactly how the economic burden would be distributed, 

without question some of the burden would be borne by local residents through adverse direct 

economic effects (e.g., lower aggregate wages for health care employees) and secondary economic 

effects.  

Finally, the impact of imposing a property tax on charitable-purpose property could have other 

unforeseen adverse effects on the community. For instance, repeal or retrenchment of the property tax 

exemption might have a chilling effect on other important nonprofit institutions located in the Cleveland 

area. Even if only hospitals were initially singled out for changes in the property tax exemption, other 

local nonprofit institutions would have to question whether they too would likely experience similar 

treatment and could make them reconsider the scope and nature of future investments.
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A Quantitative Review of Property Tax Exemptions Provided to Cuyahoga County’s 

Private Nonprofit Hospitals and the Local Taxes and Benefits the Hospitals Generate 

 

A. Introduction 

In the United States, private nonprofit organizations are deeply woven into the social fabric. They are 

vast in number and engage in a myriad of activities. The nonprofit sector leaves a significant imprint on 

the American economy, employing about 10 percent of the U.S. workforce.1  

Charitable institutions are one category within the overall nonprofit sector. Charities are philanthropic in 

nature and exist to provide public benefit. In so doing, they provide a wide array of goods or services to 

ameliorate all manner of human needs. Charities are not necessarily limited to organizations that meet 

the needs of the impoverished and underprivileged. Other nonprofit endeavors such as colleges and 

other educational institutions, scientific organizations, and cultural institutions that benefit the public 

may be considered charities, depending on how expansive one chooses to define the charitable 

concept.2    

“Public charities” – specifically, those entities organized as a public charity pursuant to section 501(c)(3) 

of the Internal Revenue Code - comprise the largest segment of the nonprofit sector. Of nearly 1.6 

million registered US nonprofit entities in existence, 3/5ths – or nearly 1 million – of them are public 

charities. Revenues for public charities were $1.59 trillion in 2011, accounting for 76 percent of total 

nonprofit sector revenues.3 Summary data from federal income tax returns identify “human services” 

organizations as being the most common type of public charity; they represent nearly 35 percent of the 

total number of charities. However, organizations within the “health” classification of public charities – 

encompassing hospitals, primary care facilities, and other health care entities - represent the largest 

category as measured by revenues, expenses and assets, accounting for 59%, 60% and 42% of these 

totals, respectively.4 

Charitable organizations almost invariably organize as nonprofit entities and receive federal tax-exempt 

status.5 Federal tax-exempt status is conferred on an entity meeting requirements in US law and 

regulations pertaining to organization, operation, and purpose. Just as the federal government exempts 

qualifying nonprofit charities from US income tax, so too have state governments enacted tax law 

provisions that accommodate the special nature of these privately-operated, yet public-serving, 

                                                           
1 Congressional Research Service, An Overview of the Nonprofit and Charitable Sector, by Molly F. Sherlock and 
Jane G. Gravelle, R40919, pp 4-12. http://www.fas.org/sgp/crs/misc/R40919.pdf. 
2 There is no single definition of “charity” especially in tax law. The difficulty in crafting a definition of a charity is 
one of the major complications associated with the tax treatment of nonprofit entities. 
3 Urban Institute, The Nonprofit Sector in Brief: Public Charities, Giving and Volunteering, 2013, by Sarah L. 
Pettijohn, p 2. http://www.urban.org/UploadedPDF/412923-The-Nonprofit-Sector-in-Brief.pdf.  
4 Ibid, pg 4. 
5 We should recognize that “nonprofit” status of an organization is actually granted under state law, not federal 
law, and the assignment of such status per se does not confer the federal tax exemption. Application for federal 
tax-exempt status must be made to the Internal Revenue Service. If IRS finds the applying entity meets the 
requirements for tax-exempt status it will issue the entity a determination letter to that effect. 
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enterprises. Most states offer corporate income tax and sales tax exemptions, and they all provide some 

form of property tax exemption.6  

State exemption for charitable-use property long pre-dates the federal income tax exemption.7 Although 

state tax law frequently exempts the property used by federally tax-exempt nonprofit charities, property 

tax exemptions ultimately stand on their own and are not solely based on an entity’s federal tax law 

treatment. Ohio law provides an exemption for property “used exclusively for charitable purposes”.8 

This is one among a variety of different property tax exemptions allowed by Ohio law. Other significant 

property tax exemptions include those provided to primary and secondary schools, nonprofit colleges 

and universities, churches, the US government, the State of Ohio, and other public entities (“public 

property used exclusively for a public purpose”).    

Nonprofit Hospitals 

Hospitals organized as private, nonprofit federally tax-exempt entities are among the most prominent of 

charitable institutions. They play a crucial role in the delivery of acute care and other key health services 

to the American public. They also have tremendous economic scope. And they comprise the dominant 

model for US hospitals: as measured by a variety of economic indices (assets, expenses, etc.) private 

nonprofit hospitals comprise the largest category of hospital organization, larger than both the 

governmental-owned and for-profit hospital categories. 

Over the last several decades the tax treatment of nonprofit hospitals has received increased attention 

from policymakers and the public. For instance, there have been several sets of Congressional hearings 

in recent times on the issue of federal tax exemption for hospital institutions.     

The property tax treatment of nonprofit entities is a subject of local public interest, with hospitals 

sometimes bearing the attention. Exemption applications draw the attention of local officials, 

particularly school officials. Exemptions skeptics raise questions about whether, and on what basis, 

property tax exemptions for nonprofit charitable hospitals have a policy justification. As demand for 

local government services grows while local government revenue generation becomes ever more 

challenging, the foregone revenue associated with property tax exemptions becomes a more frequent 

complaint. But such complaints should be tempered by consideration of the other side of the ledger: the 

significant amount of other local tax revenues generated by nonprofit hospitals and the considerable 

amount of public benefits they provide. In addition, skeptics may not consider the possible negative 

ramifications from dismantling property tax exemptions provided to nonprofit hospitals. 

 

                                                           
6 Unlike most other states, Ohio does not tax tangible personal property. Therefore, the only relevant Ohio 
property tax relevant to this discussion is the real property tax.  
7 Nearly all states (including Ohio) provide the exemption for charitable-use property in state law even though the 
property tax is a local tax (i.e., levied by local taxing authorities and used as a local revenue source). 
8 Ohio Revised Code section 5709.12. 



3 
 

Report Overview 

This paper intends to shed light on the revenue implications of the current local tax system, as that 

system pertains to nonprofit hospitals located in Cuyahoga County, Ohio. It begins with an overview of 

the rationale for the property tax exemption for nonprofit philanthropic organizations and how states 

have approached the exemption. This is followed by a consideration of the role of property tax in the 

funding of local governments, and a look at data and estimates that attempt to measure the amount of 

foregone property tax revenue from nonprofit charitable organizations. After providing background 

information on the property tax and municipal income tax, the report then moves to one of its primary 

purposes: an analysis that compares the amount of local property tax foregone by nonprofit charitable 

hospital systems located in Cuyahoga County to the estimated amount of local community benefits and 

local tax revenue generated by those institutions. The paper also considers whether US cities have 

access to an alternative source of revenue to mitigate the effects of the charitable property tax 

exemption; it uses a sample of other major US cities to shed light on whether alternative revenue 

sources exist, and how Ohio’s cities appear to fare in comparison. Finally, this report considers the 

potential effects caused by eliminating the property tax exemption on nonprofit hospital property.  

Let us reiterate what this paper is intended to do, and also clarify what it does not set out to do. 

Although this report provides some necessary background related to the property tax exemption for 

charities, it is not a legal analysis of the charitable-use property tax exemption as it exists in Ohio or 

across the nation. The report is not an extended policy analysis of the exemption, including its many 

attendant issues. Nor is it an accounting of particular property tax exemption applications of Cuyahoga 

County hospital systems and the disposition of those applications (whether granted or denied).  

Instead, the report provides fiscal context to be considered in any serious consideration of the 

exemption. In particular it reveals the significant amount of local tax revenues and local community 

benefits emanating from Cuyahoga County’s nonprofit hospitals when weighed against the revenue 

consequences of the property tax exemption, answering a primary criticism of the exemption. The paper 

shows that the local tax structure in Ohio ensures outcomes that are different than that experienced by 

most other localities. It also discusses important potential consequences if the existing property tax 

exemption did not exist.  

B. Overview of the property tax exemption for charities 

Federal, state and local tax treatment of charities 

The federal income tax exemption for nonprofit charitable organizations is probably the most well-

known tax provision pertaining to the nonprofit sector. Section 501(c)(3) - the US code citation 

containing the definition of a tax-exempt charity – is ingrained into the public lexicon. The exemption is 

long-standing, in place since the enactment of the modern federal income tax in 1913.9 Charities with 

federal tax-exempt status not only receive a federal income tax exemption on their net earnings but also 

may be more likely to receive contributions because those contributions are typically deductible in the 

                                                           
9 The exemption even pre-dates the 1913 act, having been part of earlier tax bills enacted in 1894 and 1909. 
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computation of a donor’s federal taxable income.10 These charities may issue bonds whose interest 

(paid to bondholders) is eligible for exemption from federal income tax.  

Federal tax laws and regulations pertaining to nonprofit entities are extensive. At the risk of 

oversimplification, we can offer several general observations. A tax-exempt public charity may generate 

residual earnings in any given year and not necessarily jeopardize its tax-exempt status. But profit 

generation may not be the entity’s primary purpose and the entity is to conduct its affairs accordingly. 

Any earnings must not inure to the benefit of any shareholder or individual. Similarly, the entity may not 

operate for the benefit of private interests such as the founder and his or her family, shareholders, or 

executives.  

Organizations granted Section 501(c)(3) tax-exempt status are not absolved of various federal tax 

obligations. As employers, they must collect and remit federal income tax withholding (FITW), Social 

Security and Medicare tax (FICA), and federal unemployment tax (FUTA). Most nonprofit entities do not 

receive special treatment for federal excise taxes, such as the federal gasoline tax. To the extent they 

engage in secondary commercial enterprises, charitable organizations are subject to tax on their 

unrelated business income (UBI).   

Like the federal government, states provide charitable entities a mixture of tax preferences and ongoing 

tax obligations. Occasionally, federal tax-exempt status is itself a sufficient basis for a state to provide a 

tax exemption or other tax preference, although such is not generally the case for the property tax. The 

types of charitable entity tax exemptions contained in Ohio law are relatively consistent with those 

provided by other states. Ohio provides sales tax and commercial activity tax exemptions to nonprofit 

charitable organizations.11 It also allows a property tax exemption for real property used exclusively for a 

charitable purpose. That said, charities still must pay a variety of taxes in Ohio. Among those state and 

local tax obligations with fiscal significance, charitable organizations must collect and/or pay the 

following: state income tax withholding; school district income tax withholding; municipal income tax 

withholding; state and local sales taxes collected on sales of taxable items or services; and property tax 

on land and structures not used exclusively for a charitable purpose.  

Historical development of the property tax exemption 

Although the federal government has no property tax and few states impose a state property tax, a local 

property tax is levied everywhere in the US (i.e., one or more local taxing authorities impose a tax on 

properties located within their jurisdiction). Across the US, philanthropic organizations have traditionally 

been exempt from taxation on the property used in performing their missions. Just as every state allows 

its local governments to levy a property tax, so too every state provides a property tax exemption for 

                                                           
10 Some states also provide a state income tax deduction for contributions to charities. Ohio is not among those 
states. 
11 As of 2010, Ohio no longer levies a corporation capital stock tax or a corporation net income tax (both elements 
formerly included in the now-repealed corporation franchise tax) and no longer imposes a tangible personal 
property tax. The commercial activity tax (CAT) is now Ohio’s general business tax. Although most states do not 
impose a tax similar to the CAT, the fact that Ohio exempts most nonprofit entities from its general business tax is 
what makes Ohio’s tax treatment similar to other states. 
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charitable entities. The exemption is so pervasive and so long-established that it almost seems like an 

intrinsic feature of the property tax.  Despite its prevalence the specific nature of the exemption is far 

from uniform across the states.12 Cross-state variation should not be altogether unexpected, given the 

prerogatives of state governments to establish their own tax laws and the organic process by which tax 

laws evolve over time.  

If one attempts to distill the exemption to a core purpose, two fundamentally different motivating ideas 

may be found.13 One idea posits that “charitable activity does not … rise to the level of taxable activity.” 

Because private charities are so similar to public bodies in function and purpose (if not form), ipso facto 

they should be excluded from the tax base. The theory originates from the premise that charities have 

(or at least used to have) a nearly sovereign role in society. Just as government is exempt from property 

tax, so too should be its analogue: the private charity.  

The other idea involves subsidization, whereby government chooses to encourage private charities to 

engage in their good works and therefore provides financial support. In this case, the support (subsidy) 

takes the form of a property tax exemption. Under this conception of the exemption, the government 

nonetheless decides the public interest is best served by exempting such property from the tax base.  

Special tax treatment for charities is not a modern, 20th-century phenomenon. Its antecedents can be 

traced at least as far back as 16th-century England.  As private philanthropies emerged in that time and 

place in order to provide relief to the poor, “no one bothered to make fine distinctions between the 

work of the state and the work of the charity.”14 English common law precepts took root in colonial 

America and the notion of private organizations providing quasi-public functions found fertile ground. 

Property tax relief for religious, educational and charitable entities became well-established in this 

country.15  

Nonprofit exemptions evolved in several stages through US history.16 Prior to the mid-19th century, a 

regularly and generally-applied property tax had not yet been imposed. Because property taxes were 

sporadically levied and fairly narrowly applied during this ad hoc period, the various exemptions granted 

to churches, philanthropic entities and educational institutions via charters did not engender particular 

concern. Only in the wake of the economic crisis of the late 1830s did routine annual property taxation 

come into widespread effect. The Jacksonian ethos of open government and generally applied rules, 

                                                           
12 States vary in their exemption criteria, including eligibility for owned vs leased property and how “charity” is 
defined. For a summarization of these criteria, see Table 1 in David L. Sjoquist and Rayna Stoycheva, “The Property 
Tax Exemption for Nonprofits,” Working Paper 08-15, July 2008, Department of Economics in the Andrew Young 
School of Policy Studies, Georgia State University. 
13 Evelyn Brody, “Legal Theories of Tax Exemption: A Sovereignty Perspective,” in Property-Tax Exemption For 
Charities, ed. Evelyn Brody. (Washington, D.C.: The Urban Institute Press, 2002). 146-151. 
14 Ibid., 151. 
15 The history of exemptions for churches and other religious organizations follows its own story and is not directly 
relevant to this paper. Nonetheless it is worth noting that all three of these nonprofit categories generally receive 
special tax treatment and, for that reason alone, are frequently referenced together in discussions of nonprofit tax 
law.  
16 Stephen Diamond, “Efficiency and Benevolence: Philanthropic Tax Exemptions in 19th-Century America,” Ibid., 
115-139. 
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along with the emergence of a viable ongoing property tax, led to some questioning of the propriety of 

property tax exemptions. Even so, existing exemptions were typically not repealed and, in fact, new 

exemptions continued to be granted.  In the 1870’s, renewed skepticism was directed toward property 

tax exemptions in part due to perceptions about the growing power of certain religious institutions. In 

the 20th century, government reformers and public finance professionals emerged and decried the fiscal 

effects of property tax exemptions. Despite those concerns charitable property exemptions not only 

remain intact but have likely expanded in tandem with the expansion of the nonprofit sector. 

Modern developments 

Most states allow property tax exemptions for charities and other types of nonprofit entities through a 

combination of the state constitution and legislation. State constitutions usually require or specifically 

permit charitable property to be exempt from taxation; in relatively few cases is the state constitution 

entirely silent on this subject.17 In many states authorization for the exemption emanates from statute 

instead of the constitution (i.e., when there is either no provision in the constitution or when the 

constitution merely allows an exemption). State statutes provide varying levels of guidance and 

specificity with respect to the property tax exemption. In every state a considerable volume of case law 

has been constructed, stemming from the innumerable legal disputes that have arisen over many 

decades.18 

Despite the observed interstate variation, several patterns may be discerned with respect to the 

ownership and use criteria necessary to obtain exemption. Eligibility for the property tax exemption 

usually requires the property to be owned by a qualifying charitable organization. Exemption is also 

typically contingent on the property being used in an eligible manner. For example, property rented or 

leased to a charitable organization is generally taxable. Furthermore, property leased by a charitable 

organization to another party is typically taxable (even if leased to another charitable organization). Just 

because a charity owns property, if the entity does not use the property as part of its charitable 

endeavor then the property is usually taxable. For instance, charities occasionally engage in activities 

not directly related to their charitable endeavors: properties used in such functions are typically taxable.  

Perhaps the most significant source of dispute and litigation involves the definition of “charity,” as it 

pertains to ownership and property use. Statutes typically do not provide a definition of what 

constitutes a charity eligible for the exemption, or an indication of charitable use.19 We should also note 

                                                           
17 Janne Gallagher, “The Legal Structure of Property-Tax Exemption,” Ibid., 4. 
18 To reiterate, this is not an analysis of how Ohio law approaches various issues related to the charitable property 
tax exemption. Such a review is outside the scope of this paper. Instead, this is an overview of the exemption as it 
broadly relates to state and local tax policy. This overview is for the purpose of providing appropriate context for 
our consideration of the estimated value of the property tax exemption for nonprofit hospitals in Cuyahoga County 
and the tax revenues and community benefits generated by these institutions. 
19 Only 11 states provide a statutory definition of charity. Daphne A. Kenyon and Adam H. Langley, Payments in 
Lieu of Taxes: Balancing Municipal and Nonprofit Interests, (Cambridge, MA: Lincoln Institute of Land Policy, 2010), 
12. One scholar notes that “states have probably been reluctant to define charity statutorily because the judicial 
branch is the final arbiter of constitutional matters.” Woods Bowman, “Reexamining the Property Tax Exemption,” 
Land Lines, July 2003, Vol 15, No 3. Accessed at http://www.lincolninst.edu/pubs/830_Reexamining-the-Property-
Tax-Exemption. 
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that no states exclusively rely on federal tax law for crafting such a definition. States are typically more 

restrictive than federal law in granting charitable property tax exemptions, although they tend to 

consider federal tax-exempt status as one element in determining whether an organization meets the 

characteristics of a charity. For this reason it is quite conceivable for a property used by an entity treated 

as a tax-exempt charity under federal law not to qualify for property tax exemption; conversely, it is 

possible (if not very common) for a property used by an entity not qualified as a federal tax-exempt 

charity to be eligible for property tax exemption 

Because of vague statutory construction as well as the fact that charities have become more complex as 

they have evolved to accommodate changing social needs and altered economic, financial and 

regulatory realities, it is not uncommon for exemption requests to be challenged, with some of these 

disputes ultimately going to the courts.20 Questions continue to arise as to whether certain activities and 

entity practices conform to the charitable character required by property tax exemption law. For 

instance, government financing of a charity’s activities has engendered lawsuits. The imposition of fees 

on clients and competition with for-profit entities have also been among the issues that have fostered 

litigation. As part of their decision-making process and to lend clarity and direction to the issues at hand, 

state courts and administrative authorities (and occasionally state legislatures) are left having to set 

forth those characteristics and activities necessary to achieve tax exemption; conversely, they must also 

identify attributes and actions that may nullify eligibility for exemption.  

In response to concerns that a particular group of nonprofit organizations does not qualify under the 

state’s charitable exemption, many state legislative bodies have enacted special exemptions for such 

entities.21 Like other states, Ohio has enacted some of these special exemptions over the years, making 

qualifying property of particular types of nonprofit organizations exempt from taxation.22  

States have developed varying approaches for how they establish exemption for nonprofit hospitals. 

Although some states have a special exemption for nonprofit hospitals, in most states nonprofit 

hospitals must obtain exemption by using the charitable use exemption. Based on a 2002 survey of state 

exemption standards, we can report the frequency with which states use several different criteria in 

determining charitable exemption eligibility.23 A total of 38 states (of 45 reporting states) require tax-

exempt charities to provide a “general public benefit,” while only 14 (of 37 responding states) impose a 

considerably more strict standard requiring a charity to “derive most income from public funds or 

private donations.” States appear to be more evenly split on the requirement that a charity “relieve 

government of a burden”: 19 of 40 respondents impose that requirement. With respect to the 

                                                           
20 In this discussion we also include independent non-judicial bodies authorized to rule on tax disputes. Although 
they are not courts of law, they serve a key role in the adjudication of tax disputes.  
21 For instance, Virginia takes this specific-exemption approach to the extreme: it names over 800 nonprofit groups 
as being eligible for exemption. Gallagher, 11. 
22 See Ohio Revised Code section 5709.12 for Ohio’s charitable use property tax exemption. In addition, note that 
Ohio provides a specific exemption under section 140.08. Under this section, facilities financed through obligations 
issued by a public hospital agency are exempt from property tax. Furthermore, Ohio law provides a property tax 
exemption for real property acquired by the Ohio Higher Education Commission and leased to a qualifying 
educational institution (section 3377.12). 
23 Kenyon and Langley, 12. 
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beneficiaries of their services, 24 states (out of 37) indicated they require the entity to “provide service 

to rich and poor without regard to ability to pay”; 15 states (of 37) require an entity to “provide a 

substantial part of its services for free”. In addition, we should note that 41 of 44 responding states 

allow entities to “charge a fee to recipients of its services”; of the 41, only 12 require the charity to 

“charge poor people below cost.”  

One notable development over the past several decades is the use of a “community benefit” test for 

determining exemption eligibility. This is a conceptual offshoot of the approach adopted by the Internal 

Revenue Service in 1969 as a quid pro quo for hospitals to be able to receive the federal tax exemption. 

Because of the enactment of Medicaid and Medicare in the mid-1960’s, along with other changes in the 

health care industry, charity care became a less common and necessary element in the health care 

sector, and led to changes in the standards used by the federal government in determining charitable 

exemption eligibility.24 With this approach, an organization must quantify the amount of benefits it 

provides to the community at large and also to individuals who receive free or discounted care, without 

reimbursement (i.e., the entity is to report the costs it ultimately bears). At least a dozen states require 

community benefit reporting either on an annual basis or as part of the property tax exemption 

process.25 The types of benefits that states require or allow to be included in these reports, the 

methodology used by organizations in developing the reported figures, and how the quantified benefits 

are used in the decision to grant exemption (e.g., must the total benefits at least equal the property tax 

in order for exemption to be granted?) are among the issues that have sometimes engendered 

disagreement and occasional litigation, with local governments on one side and the nonprofit 

institutions on the other.  

Many of the significant developments affecting nonprofit hospital property tax exemptions have sprung 

from state court decisions. Several controversial decisions involved efforts to impose a stricter charity 

care standard in granting property tax exemptions.26 Two landmark state supreme court decisions were 

issued during 1985 – one by the Utah court and the other by the Pennsylvania court - that established 

charitable exemption restrictions through the use of multifactor tests (Utah County v. Intermountain 

Health Care Inc., 709 P2d 265 and Hospital Utilization Project v. Commonwealth, 507 Pa. 1, 487 A.2d 

1306). These decisions were notable for making tax exemption contingent on the organization providing 

a material amount of service to the poor as well as directly relieving government of some of its burden 

in providing legally obligated services. In both states, legislation was subsequently enacted that 

attempted to conform with these decisions and at the same time provide clear and feasible guidance for 

                                                           
24 Laura L. Folkerts, “Do Nonprofit Hospitals Provide Community Benefit? A Critique of the Standards for Providing 
Deservedness of Federal Tax Exemptions,” Journal of Corporation Law, Vol. 34, No. 2, 615. Accessed at: 
http://www.uiowa.edu/~lawjcl/articles/volume%2034-2/(A6)%20Folkerts.pdf 
25 Theodore J. Patton, "The Calamity of Community Benefit: Redefining the Scope and Increasing the Accountability 

of Minnesota’s Nonprofit Hospitals," Hamline Law Review, Vol. 37, No. 1, 10. Accessed at: 
http://digitalcommons.hamline.edu/hlr/vol37/iss1/1 
26 A useful overview of property tax exemptions for nonprofit hospitals, including the policy limitations of adopting 
a strict charity care standard to ameliorate patient health care cost and access issues, is found in John D. Colombo, 
“Federal and State Tax Exemption Policy, Medical Debt, and Healthcare for the Poor,” Saint Louis University Law 
Review, 2007, Vol. 51, 433-457.  http://www.slu.edu/Documents/law/Law%20Journal/Archives/LJ51-
2_Colombo_Article.pdf     
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the exemption issuance process. Pennsylvania, in particular, had a relatively volatile experience with the 

charitable property tax exemptions in the wake of the HUP decision. The decision set a new standard for 

the state’s lower courts, causing some of them to deny exemptions that would previously have been 

granted; this led the state supreme court to curtail some of the more stringent HUP standards in its later 

decisions; and these developments all ultimately resulted in the 1997 enactment of a bill (the 

Institutions of Purely Public Charity Act) that attempted to implement the HUP standards. The 

questioning and examination of the charitable property tax exemption continues in that state, as shown 

by sporadic efforts in Pittsburgh to limit tax exemptions issued to nonprofit hospitals. 

A more recent court decision involving the nonprofit hospital sector was rendered by the Illinois 

Supreme Court in Provena Covenant Medical Center v. Department of Revenue (236 Ill. 2d 368, 2010). 

The court upheld an appellate court’s denial of a hospital’s property tax exemption on the grounds the 

hospital could not demonstrate that it was “exclusively charitable.” This was largely based on the court’s 

focus on provision of free care, and disregard for other public benefits that were cited by Provena. The 

decision reverberated through the Illinois nonprofit sector. In 2012, the Illinois legislature enacted 

legislation in response to the Provena case. Notably, the law provides a numerical basis for exemption: 

for the hospital to receive exemption, its low-income service recipients or government entities must 

receive unreimbursed services from such hospital in a total amount that is no less than the amount of 

property tax otherwise due. Although the existence of a numerical target is more explicit and restrictive 

than the exemption standards set forth in most other states, the law effectively allowed tax authorities 

to consider more criteria in granting tax exemption than used in Provena.  

The charitable property tax exemption continues to be an area of tax law laden with complexity and 

contention. Each state has a long and storied history of establishing the parameters for exemption 

covering many different sets of circumstances. Determination of taxability will remain a fact-driven 

inquiry. The contingent and dynamic nature of the exemption is a paramount characteristic, with each 

state’s exemption standards typically driven by precedent, but continually subject to modification as 

decision makers (courts and other adjudicatory bodies, legislators, governors, tax officials) respond to 

altered circumstances. Although one may observe greater skepticism of charitable property tax 

exemption requests across the states and find additional factors entering into the exemption decision 

making process - such as the consideration of quantified community benefits, the examination of the 

amount of charitable care provided by institutions, and the degree to which charitable activities occur at 

any given property as opposed to the institution as a whole – each state will determine its own 

standards appropriate to its legal, political and policy environment.  

C. Fiscal effects of the charitable property tax exemption 

A conventional view among economists holds that the property tax approximates the cost of the 

benefits provided by local government services to members of the community. To the extent that such 

services protect or even enhance the value of property owners’ holdings there exists a connection 



10 
 

between the property tax burden and benefits realized from public services. The tax is therefore viewed 

as an appropriate means for local governments to defray those costs.27 

A primary criticism of the real property tax exemption granted to charitable organizations, including 

those provided to nonprofit hospitals, is that such organizations are not paying for the local government 

services they receive. Police and fire services are among the most obvious – and fiscally significant – 

direct, “core” services rendered by local governments, which are typically cities.28 The property tax is the 

most common and important tax revenue source for most cities to deliver core services within the 

United States. Thus, for most (but not all) US cities it is rational to surmise that an owner of a tax-

exempt property does not generate sufficiently large direct tax revenue to defray what is perceived to 

be the owner’s “fair share” of the total costs of core local services. 

However, the conventional property tax-based method for funding core local services does not exist 

everywhere within the US. In fact Ohio is a notable exception to the convention. Ohio’s cities - who are 

the premier providers of core public goods such as police, fire and emergency services within urbanized 

areas of the state – primarily use an alternative to the property tax: the municipal income tax.29 Ohio’s 

cities are far less dependent on property tax and levy a substantially lower property tax than they 

otherwise would if they did not impose the municipal income tax. Later in this paper we shall further 

discuss the role and nature of the Ohio municipal income tax, and examine the amount of municipal 

income tax revenues generated by Cuyahoga County’s nonprofit hospitals in comparison to their 

foregone property tax.  

Meanwhile, we should consider the broader fiscal landscape of the property tax in Ohio and the salience 

of the exemption for charitable use. To do so, we use available data to determine the extent to which 

tax revenues of different categories of local governments are reduced by the exemption for property 

used for charitable purposes. The data will allow us to understand the degree by which an “average” 

local government relies on property tax revenues, and have a general sense of the impact of the 

charitable use exemption on a “typical” locality.  

Property tax as a share of total local government revenues 

Based on data across all local government entities in the US, the property tax is the single-largest tax 

revenue source. In 2011, the property tax accounted for 29.4 percent of combined general own-source 

and inter-governmental revenues.30 The property tax is somewhat less significant in Ohio when 

                                                           
27 See, for example, “Local Property Taxation: An Assessment,” by Wallace E. Oates. Accessed at: 
https://www.lincolninst.edu/subcenters/property-valuation-and-taxation-library/dl/oates.pdf 
28 We can refer to the local public services directly provided to individuals and institutions (be they businesses, 
nonprofit entities or public entities) as “core services”. 
29 By no means does this observation negate the crucial role of other types of local governments in providing 
important public services, such as those provided by school districts, county governments, and townships (at least 
in rural areas). Our point pertains to the provision of core or direct services in urban areas, i.e., those kind of 
services that people can directly observe and that most clearly and urgently affect quality of life. 
30 FY 2011 collections data reported by US Census Bureau, State and Local Finances. “General own-source” 
revenues consist of all revenues generated by local taxes, fees, and charges, but excluding local utility, liquor store 
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compared to the US totals. For Ohio local governments, property tax revenue equaled 25.1 percent of 

combined local own-source revenue and intergovernmental revenue during 2011, more than four 

percentage points below the national average.31  

These aggregate computations mask some important differences in property tax reliance among 

different types of local governments.32 The US data indicate that townships rely the most on property 

tax, with the tax accounting for 55.8 percent of total revenues. On the opposite end of reliance are 

special districts, which use property taxes for only 11.3 percent of total revenues. Across the US, school 

districts rely on property taxes for 34.5 percent of all revenues, followed by counties (26.3 percent) and 

municipalities (21.9 percent).  

Table C-1 provides the property tax reliance percentages in Ohio for each type of local government. The 

Ohio data show townships being most dependent on property taxes (53.0 percent) and municipalities 

the least dependent (9.5 percent). In Ohio, property taxes account for 39.4 percent, 17.5 percent, and 

11.4 percent of the total revenues for school districts, counties, and special districts, respectively. Ohio 

counties and municipalities clearly are less reliant on property tax than the national average, and school 

districts a bit more so.  

TABLE C-1 

Property tax revenue and total local government revenues, by type of local government, 
State of Ohio 

US Census Government Finances FY 2007 data. $ in 1000s.   

Type of Local 
Government 

Total revenues 
(own-source and 

intergovernmental) 

Total property 
tax revenue 

Property tax 
reliance by 

governmental 
type: Property tax 

as % total revenues 

Distribution of 
total property tax 

burden: Local govt 
property tax as % 
total property tax 

County $13,481,543  $2,362,878  17.53% 17.75% 

Municipality $10,646,791  $1,013,957  9.52% 7.62% 

Township $1,455,597  $770,727  52.95% 5.79% 

Special District $3,437,943  $393,341  11.44% 2.96% 

School District $22,253,567  $8,770,015  39.41% 65.89% 

Total $51,275,441  $13,310,918  25.96% 100.00% 

 

 

                                                           
and insurance trust revenues. “Intergovernmental revenues” consist of payments made by the federal government 
and state government.  
31 ibid 
32 Even for a particular type or class of local government, reliance can vary considerably from one specific 
jurisdiction to the next. The purpose of this discussion is simply to provide the average results as a point of 
reference and context. Data reflect FY 2007 collections, reported by US Census Bureau, Census of Governments. FY 
2007 is the most current available Census data reported by type of local government. 
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Local government shares of total property tax revenue 

Another perspective of property tax revenues is obtained from measuring the degree by which total 

property tax revenues are attributable to the different types of local governments. That is, we can look 

at the extent to which the aggregate property tax burden is comprised of the levies imposed by – more 

specifically, the property tax collections received by - different types of local governments. 

Across the US, school districts account for the largest share of property tax revenues, at 43.1 percent. 

Counties and municipalities account for 23.8 percent and 22.6 percent of total property taxes, 

respectively. Although townships are most dependent on property taxes, they account for only 6.5 

percent of total property tax revenue. Analogous computations were performed for Ohio local 

governments, as displayed in the right-most column of Table C-1. In Ohio, schools account for the largest 

share of property taxes, at 65.9 percent. This amount is nearly 23 percentage points larger than the US 

average. The larger school district share that exists in Ohio contrasts sharply with a much lower 

municipal share of property taxes.  

In Ohio, cities and villages account for just 7.6 percent of total property taxes, 15 percentage points 

lower than the national average of 22.6 percent. Ohio municipalities do not contribute to the overall 

property tax burden to the extent they do across the US; the same is true for counties, although to a 

somewhat lesser degree. From these data we can conclude that, compared to the US as a whole, Ohio 

counties and municipalities make greater use of other revenue sources. The primary non-property tax 

revenue sources for Ohio cities and counties are fairly simple to identify: the primary tax revenue source 

for cities is the municipal income tax while the primary county government tax source is the permissive 

sales and use tax. 

Fiscal impact of tax exemption for charitable property 

To what extent are property taxes reduced due to the exemption for charitable organizations and other 

types of nonprofit entities? Furthermore, how does the size of this reduction compare with a 

governmental entity’s total existing revenues? Before attempting to answer such questions several 

factors need to be considered, one dealing with data precision and the other pertaining to the very 

premise of revenue reduction.  

We must recognize certain distinct limitations associated with available data.33 In Ohio, data on the 

value of tax-exempt properties is not regularly published in any greater detail than the county-wide 

                                                           
33 Property tax exemption data is not comprehensively collected across the states. For instance, although the U.S. 
Census Bureau acquires and reports tax collection data, the value of tax exemptions (“foregone revenue”) is not 
included. Some states do collect property tax exemption data and a few produce estimates as to the amount of 
revenue foregone from property tax exemptions. But even when states do report such information, there is not a 
uniform taxonomy among such states to allow for trustworthy cross-state analysis (e.g., some states may include 
educational institutions in the reported data while others exclude them). However, the Federal Reserve Board 
does develop property valuation figures for the nonprofit sector as part of the data collected for the Financial 
Accounts of the United States. The Federal Reserve provides an aggregated national figure pertaining to the real 
property values for individuals, businesses, and nonprofit organizations. As a percentage of individual and business 
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level.34 With a fair amount of effort, however, one could use the data collected by county auditors (i.e., 

the exempt property abstract) to delve into deeper geographic detail. What it will reveal are some highly 

disparate geographic patterns, with some communities having a much larger relative presence of 

exempt property than others.35 A much different issue pertains to the precision of the exempt property 

valuation figures themselves. That is because to some unknown extent we should expect a net 

downward adjustment to the reported tax-exempt values if such property were made taxable. If made 

taxable, the taxable valuation for some of those currently tax-exempt properties (as established by the 

county auditor) would be appealed by property owners and some of those appeals would be 

successful.36 Thus, we should consider the current total reported tax exemption values to be somewhat 

higher than if they were taxable.  

The other factor involves the very question of whether exemptions generally result in revenue loss. 

Voted property tax levies are set at millage rates designed to initially generate a pre-determined amount 

of revenue. These rates reflect the revenue-raising capacity – that is, the existing aggregate taxable 

valuation – of properties located within the taxing jurisdiction. Therefore, the effects of tax-exempt 

property are implicitly accounted for when county auditors establish the tax rates inserted into the 

ballot language provided to voters. For this reason one could plausibly assert that tax exemptions result 

in a higher tax rate imposed on taxable property and do not cause a revenue loss per se; only to the 

extent property previously treated as taxable becomes tax-exempt would there be a loss in tax revenue.  

Although there is some validity to this argument, one can also reasonably argue that tax exemptions are 

far from being wholly “revenue neutral” in nature. Quite intentionally, many tax levies would not 

initially yield the same amount of revenue under a property tax structure with no (or fewer) tax 

exemptions as under the current tax structure (with its various tax exemptions). In all likelihood, if 

currently tax-exempt property had been taxable at least some of the existing property tax levies would 

have been designed to generate more revenue than they do now. After all, because the jurisdiction’s 

overall tax valuation would be higher, the taxing unit would likely attempt to impose a higher overall tax 

effort on property taxpayers – i.e., generate somewhat more revenue than produced under current law 

– with a tax rate still lower than that imposed under current law. (That is, most taxpayers would likely be 

willing to vote for a tax levy that produced somewhat more revenue than it currently generates if it 

meant their tax rate was lower than the current rate.) So, although we recognize the plausibility of the 

“revenue neutral / tax burden shifting” argument of property tax exemptions, in this report we will 

operate the more conventional premise that tax exemptions translate into foregone property tax 

revenue for taxing authorities. 

                                                           
real estate values, the nonprofit share has hovered around 7 percent since at least the 1960s albeit with a 
downward spike during the recent housing market collapse. 
34 County auditors collect the data by taxing district, but such detail is not reported by the Ohio Department of 
Taxation. 
35 Again, we acknowledge that the relative fiscal impact of property tax exemptions will vary from one jurisdiction 
to the next, depending on tax-exempt property as a share of total taxable property and the extent to which the 
jurisdiction relies on property tax. 
36 Because their properties are currently tax-exempt, there is currently no compelling reason for organizations 
owning such properties to contest values that they may otherwise consider to be too high. 
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Reported tax-exempt property value compared to taxable property value: Ohio 

Each year, the Ohio Department of Taxation reports valuation figures on taxable and exempt property 

by county. In tax year 2009, total statewide taxable valuation was $238.1 billion.37 Total exempt value in 

Ohio was $43.8 billion: this includes government-owned property, educational institutions, churches, 

business tax abatements, and all other exempt property. If government-owned property is excluded, 

total exempt value was $23.0 billion.  The exempt valuation of charitable organizations is a relatively 

small share of this figure: the statewide assessed value of tax-exempt properties of charitable 

organizations was reported as $4.6 billion. Included as part of this category is property owned by 

nonprofit hospitals that is used for charitable purposes; excluded from the $4.6 billion figure is tax-

exempt property owned by educational institutions. 

Based on these reported amounts we find that the property of charitable organizations amounts to an 

estimated 2.0 percent of aggregate taxable property. In comparison, total non-governmental tax-

exempt property (e.g., property owned and used by churches, educational institutions, businesses that 

receive abatements, and nonprofit charitable entities) amounts to an estimated 9.6 percent of total 

taxable property.  

Reported tax-exempt property value compared to taxable property value: Cuyahoga County 

For tax year 2009 in Cuyahoga County, total assessed value of tax-exempt charitable property was $884 

million; this represents 3.0 percent of total taxable property. For all exempt property other than 

governmental property, the assessed value was $3.3 billion; this is 11.5 percent of total taxable 

property. As befits a major metropolitan area with a considerable number of nonprofit organizations, 

some of significant size, the Cuyahoga County data indicate a slightly larger presence of nonprofit and 

charitable property relative to the state as a whole. 

Impact of charitable exemption as a percentage of revenue, by type of local government 

To determine the extent to which local government revenues are reduced due to property tax 

exemptions, we can use some of the figures discussed above. An indication of the average relative 

impact of the property tax exemption can be derived from multiplying the property tax reliance 

percentages by the statewide exemption percentages reported above.38 For instance, to yield a 

reasonable estimate of the average impact of the charitable exemption on Ohio municipalities, we can 

multiply the 9.52 percent property tax reliance percentage by the 1.95 percent charitable exemption 

                                                           
37 Table PE-2, Tax Year 2009, Tax Data Series, Ohio Department of Taxation.  
http://www.tax.ohio.gov/tax_analysis/tax_data_series/real_property/pe2/pe2cy09 
38 These computations are predicated on the assumption that, for each type of local government, the ratio of 
exempt property to taxable property is the same as that determined from the aggregate, statewide figures. For 
jurisdictions existing everywhere in the state – i.e., counties and school districts – this assumption is consistent 
with reality. For other jurisdictions – townships, municipalities and special districts - we know this assumption 
must deviate from reality to some degree. However, more detailed data is not available and the lack of more 
precise data does not ultimately take away from the broad-brush fiscal perspective we attempting to provide 
about the property tax exemption. 
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percentage.  The calculation suggests that Ohio municipal revenues would, on average, increase by 

about 0.19 percent if charitable property were made taxable.39   

Table C-2 indicates the results of similar calculations performed for all types of local governments in 

Ohio. Across all local governments, the foregone revenue from the charitable exemption is estimated to 

be 0.51 percent of existing property tax revenues. Looking at the various types of local governments, the 

charitable exemption has its lowest relative impact on municipalities, at 0.19 percent of total revenues. 

The most-affected type of local government is townships, at 1.03 percent. Townships are followed by 

school districts, at 0.77 percent. Of course, the impact of the charitable exemption on a specific 

governmental jurisdiction would deviate to one degree or another from the indicated average for that 

jurisdictional type, depending both on the relative amount of tax-exempt property within that 

jurisdiction (i.e., charitable property as a percentage of total taxable property) and that jurisdiction’s 

overall reliance on property tax revenue (property tax as a percentage of total revenues).  

TABLE C-2 

(a) x (b) = (c)

Type of Local 

Government

Property tax 

reliance: Property 

tax revenue as % 

total revenue

Exemption 

percentage: Tax-

exempt charitable 

property as % 

taxable property

Revenue foregone 

from charitable 

property exemption 

as % total current 

revenue

County 17.53% 1.95% 0.34%

Municipality 9.52% 1.95% 0.19%

Township 52.95% 1.95% 1.03%

Special District 11.44% 1.95% 0.22%

School District 39.41% 1.95% 0.77%

Total (all local govts) 25.96% 1.95% 0.51%

Average impact of charitable property tax exemption on local government revenues, by 

type of local government, State of Ohio

Source: Author's calculations using US Census Government Finances collections data (FY 2007) and Ohio Dept 

of Taxation Tax Data Series Table PE-2 (TY 2009).

 

 

How might these statewide results compare to those of Cuyahoga County local governments? Because 

of the sheer number of taxing jurisdictions within Cuyahoga County, and given the prominence of 

Cleveland as a location for regional charitable institutions, we chose to focus on the Cleveland 

                                                           
39 “Total revenue” includes all general revenue sources. However, it is not limited to General Fund revenue 
sources. Only utility revenues and insurance trust revenues are excluded from this figure.  
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Metropolitan School District. Data published by the Cuyahoga County Fiscal Office40 indicates a total of 

$606 million in tax year 2011 assessed valuation for charitable tax-exempt property located in 

Cleveland.41 According to tax year 2013 rate data published by the Ohio Department of Taxation, the 

Cleveland Metropolitan School District had total millage (except fixed-sum levies) amounting to 54.02 

mills on “class two” property. Applying that millage rate to $606 million translates into $33 million in 

foregone property tax revenue. The school district had approximately $861 million in total (all funds) 

revenue during fiscal year 2013.42 Consequently, the revenue associated with charitable tax-exempt 

property could represent about 4 percent of current revenues.43  

Summary of findings 

Our computations indicate that the revenue foregone from the tax exemption for charitable property is, 

on average, rather small compared to total existing local government revenues. Thus, repeal of the 

exemption would fall far short of being a fiscal panacea. Ultimately, the relative fiscal impact of the 

charitable exemption on a local jurisdiction depends both on the jurisdiction’s reliance on property tax 

as a revenue source and on the proportion by which tax-exempt charitable property value bears to total 

taxable property value.   

D. Explanation of Ohio property tax and municipal income tax  

In this section we discuss pertinent aspects of the two tax sources most relevant to our examination of 

local taxation of nonprofit hospitals: the property tax and the municipal income tax. 

Real property tax base and rates 

We have seen that the property tax is the most widely-used and most fiscally-significant local tax 

revenue source across the US. In most of the US, real property – land and buildings – is subject to 

property tax, as is tangible personal property (e.g., machinery, equipment, inventories).44 In Ohio, 

however, real property is the only form of property subject to taxation; tangible personal property is 

excluded from taxation.45  

                                                           
40 http://fiscalofficer.cuyahogacounty.us/pdf_fiscalofficer/en-US/DTE94_2011.pdf 
41 Although the boundaries of Cleveland and the Cleveland School District are not identical, they are close enough 
to allow us to use the figures for the city of Cleveland. 
42 https://ohioauditor.gov/auditsearch/Reports/2014/Cleveland_Municipal_School_District_13-Cuyahoga-
CAFR.pdf 
43 However, the property tax revenue figure for tax-exempt property is likely somewhat overstated: recorded 
exempt valuation is probably somewhat higher than it would be if it were taxed. Furthermore, if charitable 
property was taxable, it would increase the school district’s per-pupil wealth and therefore likely cause a modest 
reduction in the payments it receives from state-funded school foundation program.  
44 Tangible personal property tax is nearly always limited to property used in business but a very few number of 
states still subject some tangible personal property owned by individuals – most notably, motor vehicles – to 
taxation. 
45 The only exception is the tangible personal property of public utilities. Public utility personal property values are 
established by the Ohio Department of Taxation based on returns filed annually by taxpayers. These values are 
assigned to each taxing district, and these amounts are reported to each appropriate county auditor who, in 
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State constitutional and statutory law establishes the parameters for how property tax is levied. This 

includes requirements pertaining to the nature of the tax base (what kind of property is taxed?), 

measurement of the tax base (how is property valued for taxation purposes?), taxpayers (who is subject 

to taxation?), tax rates (on what basis are rates established?), tax credits, administrative responsibilities 

and procedures, post-assessment processes (how may tax assessments be appealed?), and other 

pertinent elements.  

All real property is taxable unless expressly exempted. The law requires county auditors to assess the 

taxable value of each parcel of land and structures, with guidance by the Ohio tax commissioner. All 

taxable property is to be included in the county “tax list and duplicate”. Except for certain types of 

property specified under the Ohio constitution,46 the taxable value of any given property reflects its 

“true value in money” (essentially, market value); this amount is then multiplied by an assessment rate – 

established at 35 percent – to yield taxable value. Each county undertakes a reappraisal of all real 

property every six years, with an update conducted three years after the reappraisal. However, the 

county auditor need not wait for the next countywide reappraisal or update in order to ensure the 

inclusion of proper valuation amounts, such as the value of newly constructed buildings and structures 

and property that has been recently sold. 

One of the more complex features of Ohio property tax involves the setting of tax rates. Many separate 

local government taxing jurisdictions have the authority to impose property taxes, although voter 

approval is required for any tax levy that would cause the aggregate millage in a taxing district to exceed 

ten mills (one percent) of taxable value. The first 10 mills is considered “inside millage,” comprised of 

separate levies imposed by a variety of local jurisdictions (such as the county government, school 

district, municipality or township, etc.) that altogether do not exceed 10 mills. The tax rate associated 

with inside millage does not change based on a pre-set revenue target (unlike outside millage), so 

revenue produced from such millage will increase or decline in direct response to changes in the overall 

tax base. Similarly, millage adopted via a municipal charter – although not considered “inside” millage – 

is not subject to a revenue target and will therefore produce revenue in tandem with changes in the 

overall property tax base. 

“Outside millage” (often called “voted millage”) consists of all property tax levies other than inside 

millage and municipal charter millage. Outside millage is authorized via a tax levy approved by a 

majority of voters. There exist a variety of levy purposes covering a variety of spending functions such as 

the general fund, police services, fire services, emergency services. State law further stipulates which of 

these levy purposes may be imposed for different types of local governments (e.g., counties, cities, 

townships, school districts, libraries, park districts). In any given geographic location, there exists an 

overlapping set of local government taxing jurisdictions (often called “taxing units”) and most of those 

jurisdictions impose one or more property tax levies whose millage level can be rather small or relatively 

                                                           
conjunction with the county treasurer, compute the tax liability and bill the taxpayer. In addition, note that Ohio 
no longer taxes intangible personal property (the final vestige of the intangible personal property tax – a tax on 
dealers in intangibles – was repealed effective in 2014). Exclusion of intangibles from property tax is consistent 
with the practice of other states. 
46 Agricultural property and forest land are valued under different approaches provided by Ohio law. 
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high (occasionally, a locality will impose a single tax levy of less than one mill; in contrast, some school 

districts impose tax levies whose combined levels can be as high as 100 mills, although most districts’ 

millage is well below that level). Levies may be imposed on a continuing basis, although most are 

authorized with a fixed term thus requiring the jurisdiction to subsequently put the tax levy – either at 

the same rate or some different tax rate – on the ballot in order for the levy to be sustained. 

Certain outside millage tax levies are “fixed-sum” in nature: in order to ensure that the designated 

voter-approved annual revenue amount for the levy is met, the millage rate for such levies will change 

from year to year depending on changes in the aggregate tax base for that taxing jurisdiction. Bond 

levies for capital projects and school district emergency levies are the most prominent types of fixed-

sum levies.  

All other outside millage consists of “fixed-rate” tax levies, in which voters approve a designated “gross” 

tax rate.47 Despite it being termed as a fixed-rate levy, the tax rate essentially changes from year to year 

as a result of annually-computed tax credits commonly called “tax reduction factors”.48 In order to 

ensure that revenue from a tax levy does not change relative to that produced during the previous year 

(which would otherwise occur due to changes in the aggregate value of the tax base), credits are 

computed by the Ohio Department of Taxation, reported to the county auditors and applied to the 

voted millage rate. The resulting post-credit tax rates – what we may refer to as “effective” tax rates - 

are almost always lower than the originally-voted tax rates (as well as the previous year’s tax rates) due 

to continuing increases in the tax base.49   

Ohio tax law requires tax administrators (the Department of Taxation and the county auditors) to place 

taxable real property into two separate classes for purposes of computing and applying the tax 

reduction factors. Owner-occupied residential property, agricultural property, and certain multi-unit 

residential property is included in one category, the so-called “class one” category. All other real 

property (business property) is included in the “class two” category. In the first year of a fixed-rate tax 

levy, there are no tax reduction factors applied to that new levy; this means the effective tax rates for 

both classes are identical. Thereafter, the effective tax rates for these two classes diverge. Because both 

classes will have undergone varying changes in their aggregate valuations since the enactment of the tax 

levy, disparate tax reduction factors are derived for the two classes: this results in different effective tax 

rates.  

Ohio municipal income tax: Structural features 

Ohio’s cities and villages are permitted to impose an income tax under Ohio law. There is no minimum 

or maximum income tax rate established by state law, other than the requirement that any tax rate 

exceeding one percent must be approved by a vote of municipal residents. The same tax rate is applied 

                                                           
47 Essentially, the gross rate is the rate applied during the first year of the levy, before reductions take effect in 
succeeding years as explained below 
48 Ohio Revised Code Section 319.301. 
49 That said, in a large number of jurisdictions the housing market collapse that sparked the 2007-2009 recession 
resulted in several years during which aggregate residential property valuations actually declined on a year-over-
year basis, an event probably not witnessed in most local jurisdictions since the Great Depression. 
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to residents and nonresidents alike (although residents may be subject to a tax credit for tax paid 

elsewhere). 

Ohio law sets parameters on the nature and scope of the tax base. The tax base is primarily comprised 

of wages and salaries although the law provides instruction regarding the taxability of certain forms of 

income such as pension contributions, deferred compensation and stock options. Intangible income is 

not taxable. The tax is levied on all individuals earning wage and salary income within the municipality, 

regardless of where those individuals reside.  

Employers are required to collect and pay employee income tax to the cities in which they are located or 

in which their employees are otherwise performing work duties.  This form of tax collection and 

remittance is termed “employer withholding”. Although the collection requirement is placed on the 

employer, the tax is actually paid by the employee through a reduction in his or her take-home pay 

which is reported on the employee’s W-2 tax form. 

Ohio’s municipal income taxes are accompanied by an income tax on the profits of businesses earning 

income in the community. Nonprofit charitable entities that are exempt under federal tax law, including 

nonprofit hospitals, are exempt from the Ohio municipal profits tax.  

Ohio municipal income tax: Further observations 

Ohio is atypical among states in its extensive use of a local income tax to fund local government – more 

specifically, municipal - services.50 Localities impose an income tax in only 13 states.51 Furthermore, 

those 13 states often limit the tax to a small number of jurisdictions, usually localities of substantial 

size.52 In 2011, only Pennsylvania had more local jurisdictions with an income tax (2,562 municipalities 

and 469 school districts) than Ohio (593 municipalities and 181 school districts). The state with the next 

highest number of localities levying an income tax was Iowa (297 school districts and one county). On a 

percentage of income basis, only Maryland’s local income taxes comprise a higher larger share of total 

state personal income (1.55%) than Ohio’s local income taxes (1.00%). 

The municipal income tax provides Ohio’s cities with their primary means of funding their core services. 

Ohio cities choose not to use property tax as the primary tax revenue source presumably due to the 

                                                           
50 Ohio is all the more unusual in granting authority to school districts to impose an income tax (subject to approval 
by voters). Only three states (Iowa, Ohio and Pennsylvania) give school districts authority to do so. This study does 
not consider the impact of the school district income tax because no districts located in Cuyahoga County levy the 
tax (other than the Euclid City School District which has the only shared school district-municipal income tax in the 
state of Ohio). 
51 All figures are from an August 31, 2011 report by the Tax Foundation. The thirteen states are: Alabama, 
Delaware, Indiana, Iowa, Kentucky, Maryland, Michigan, Missouri, New Jersey, New York, Ohio, Oregon, and 
Pennsylvania. Excluded from this list are those states in which only a limited number of businesses must pay the 
local income tax (San Francisco, CA), or that tax only certain types of non-wage income (535 jurisdictions in 
Kansas), or apply a modest per-employee tax not based on a designated percentage of income (Aurora, Denver, 
and Greenwood, Colorado; Charleston, Huntington, and Weirton, West Virginia). Accessed at: 
http://taxfoundation.org/article/local-income-taxes-city-and-county-level-income-and-wage-taxes-continue-wane 
52 For instance, New York allows income tax only in New York City and Yonkers; New Jersey allows an income tax 
only in Newark; and Missouri permits an income tax only in Kansas City and St. Louis. 
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attendant advantages of the income tax. For one thing, the income tax provides a relatively robust 

source of revenue. Ohio central cities and other cities with a substantial employer presence tend to have 

a relatively dynamic tax base, at least compared to the more conventional property tax-based fiscal 

structure existing in other states. In addition, Ohio’s cities use a tax structure that may reflect a more 

acceptable measurement of economic resources than a property tax-based system. Taxes based on 

income are often perceived as being a more equitable and accurate reflection of “ability to pay” than 

are taxes based on wealth (such as a property tax).  

Another advantage of Ohio’s municipal income tax is the ability of cities to fully tax the wages and 

salaries of nonresidents earned within the community. Although residents are taxed, most Ohio 

municipalities mitigate taxation of residents through a full or partial credit for resident salaries and 

wages taxed by another jurisdiction. Relative to a local tax structure primarily based on property tax or 

an income tax structure that exempts nonresidents, Ohio’s municipal income tax more widely spreads 

the burden of paying for municipal services.53 More common forms of local taxation – specifically the 

property tax – do not place much of a burden on nonresidents. In contrast, the fact that nonresidents 

are subject to the Ohio municipal income tax results in a substantially broader taxpayer population. This 

has the effect of reducing the tax burden on residents, or providing a higher amount of local services 

than would otherwise be available, or – most likely – a blend of these two outcomes. 

E. Municipal income tax revenue and community benefits, compared to foregone property tax 

A central criticism of the property tax exemption granted to charities and other nonprofit institutions is 

that such institutions do not generate sufficient tax revenues to pay for the local public services they 

consume. This contention probably tends to find particular resonance in mature central cities with slow-

growth revenue streams and a concentrated presence of nonprofit institution property.  

Before looking further into this claim, we need to recognize that the premise of measuring the 

consumption of public services is greatly complicated by the inherent nature of those services. Certain 

goods (i.e., in this context “goods” means a whole gamut of desired outcomes, be they services or 

tangible items) are essentially public in nature: they cannot be sufficiently, efficiently, or equitably 

delivered through the private market. They are deemed to be items deserving direct governmental 

provision54 or less direct governmental involvement through such means as incentives and regulations. 

Clean water, fire suppression, investigation and alleviation of crime, maintenance of streets: these 

outcomes deemed so important for the well-being of the community and its inhabitants that the body 

politic typically chooses to have them delivered through public means, i.e., via local government.55  Due 

                                                           
53 Even those cities without a notable employer presence typically enact an income tax. Despite the fact these 
communities are not able to shift much of the aggregate tax burden onto nonresidents they nonetheless opt to 
use an income-based form of taxation to substitute for a tax structure mostly predicated on property valuation 
(“wealth”). 
54 Including services provided privately through contract with a governmental entity. 
55 In more rural areas, township governments assume few of these functions and residents instead rely on county 
government to provide at least a minimum level of service coverage. Furthermore, in this nation’s fairly complex 
federal system even many of the services ostensibly solely within the purview of local government are contingent 
on requirements or incentives established by the state and federal governments. For instance, federal and state 
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to the inherently social aspect of most public services - they benefit the community at large, not just 

particular persons or organizations – it is not feasible to isolate and assign the benefits realized by 

specific individuals or entities for the various public services they consume.56 User charges are simply 

not a viable funding mechanism for most services provided by local government (at least for those 

services that account for the lion’s share of governmental costs).  

Most governmental services cannot be paid for through user fees, so they must be financed through 

taxes. Because most US local governments use property tax as their primary method of funding, the tax 

essentially serves as the means by which an entity’s public service costs are assigned. Given this reality, 

skeptics of the property tax exemption frequently claim that nonprofit charitable institutions 

(particularly larger ones, like hospitals and colleges) should be required to pay the equivalent of some 

portion of the foregone property tax, in order to cover their deemed costs of consumed public services. 

This is a primary rationale for payments in lieu of taxes (PILOTs) paid by tax-exempt institutions in some 

localities across the US. 

As we have seen, however, Ohio law provides an alternative form of funding core local government 

services: the municipal income tax. The tax serves as the primary means by which Ohio cities fund their 

services. It serves as a meaningful substitute for the more common approach of funding local services 

through the property tax. 

The existence of the municipal income tax calls into question the criticism typically espoused about the 

property tax exemption for nonprofit charitable institutions like hospital systems: i.e., that such 

institutions are not paying their “fair share” for the public services they receive. In this section, we 

endeavor to identify the value of the property tax exemption received by Cuyahoga County’s nonprofit 

hospital systems and compare such amount to the municipal income tax revenue these systems 

generate. This approach responds to claims that nonprofit hospitals are not paying for the services they 

consume. 

Comments regarding the tax comparison analysis 

Before proceeding with the tax comparison, we should discuss its parameters.  

The analysis only pertains to the tax revenue impacts from direct (or “primary”) economic effects: it 

does not consider the tax revenue impacts from secondary (indirect and induced) economic effects. 

More specifically, we limit the analysis of generated tax revenue to the amount of municipal income tax 

revenue produced from the wages of hospital system employees. We do not extend the analysis to 

include the tax revenues generated from wages paid to employees of firms that have economic 

relationships with the hospital systems, notably suppliers; these are considered “indirect” economic 

                                                           
environmental mandates – not local initiatives – often trigger local governments to pursue upgrades in water and 
sewer services. 
56 Even if it were possible to isolate and identify actual costs on a recipient-by-recipient basis, many of those 
recipients would not be willing or have the wherewithal to pay for the consumed services (e.g., a family whose 
house catches fire may not be able to reimburse the city for the personnel, equipment and other items used to 
stop the fire). This requires the community writ large to finance the lion’s share of these services. 
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effects. Nor does the study reflect the wages produced from the myriad other economic transactions 

leveraged by hospital employment, which are considered “induced” economic effects.  

Although this report takes the fiscally conservative approach of examining only direct local tax effects 

related to the hospital systems’ property holdings (i.e., their exempted property tax) and wages they 

pay to their employees (i.e., their generated municipal income withholding tax), it is important to 

acknowledge the full economic impact of these hospital systems. The economic impacts of Northeast 

Ohio hospital systems are reported by The Center for Health Affairs (The Center).57 The Center reports 

that the various hospital systems generate $10 billion in income for the Northeast Ohio region, through 

primary and secondary economic activity. This activity leverages $384 million in local residential 

property tax, $341 million in state income tax and considerable amounts of revenue from several other 

taxes.  

Our report focuses on the municipal income tax revenue (from hospital employee wages) in comparison 

to the foregone property tax revenue of hospital systems. Nevertheless, we should recognize that there 

exists a variety of other local taxes and fees imposed on the hospital systems and their employees. 

These other local taxes include – but are not limited to - permissive (county and transit authority) sales 

and use tax, lodging tax, local cigarette and alcoholic beverage taxes, motor vehicle license tax, and real 

estate transfer tax. The reason for excluding fees and other local taxes from the analysis pertains to 

inadequate source data and the goal to retain a focus on the local tax that far and away involves the 

most amount of generated revenue, the municipal income withholding tax.  

In addition, a considerable amount of property tax is generated by nonprofit hospital systems on the 

taxable property they own.58 Because we have adopted a relatively simple and replicable tax impact 

methodology, we chose not to include such property tax payments in our measurement of generated 

tax revenues and attendant comparison to the property tax exemption. Nonetheless, we should not 

disregard the fact that these systems annually pay millions of dollars of property taxes to the various 

local taxing jurisdictions within Cuyahoga County. 

Provided below are several other factors germane to the comparative fiscal analysis. 

 The institutions in our study vary considerably in size and scope. At one end of the scale is the 

Cleveland Clinic health system. It is a large multi-unit enterprise, consisting of acute-care 

hospitals, rehabilitation facilities, outpatient clinics, specialized practices and other units that 

support its operations and underlying mission. It has facilities beyond Northeast Ohio, in several 

other states and even overseas. At the other end of the scale is Parma Community Hospital, 

                                                           
57 Report produced in 2012. Accessed at: 
http://www.chanet.org/TheCenterForHealthAffairs/MediaCenter/Publications/Northeast_Ohio_Economic_Impact.
aspx 
58 This analysis also does not include property taxes paid by hospital system employees. Because of data source 
and methodological constraints and an inclination to take a conservative analytical approach, this substantial 
source of revenue is not included in our comparative fiscal analysis. 
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consisting of a single hospital with few separate subsidiaries.59 Nevertheless, all six of the 

nonprofit institutions in our study share the common feature of operating acute care hospitals 

within Cuyahoga County and therefore receive property tax exemption on their properties. 

 Several hospital systems operating within Cuyahoga County are excluded from the analysis. We 

exclude nonprofit entities that operate specialty hospitals, such as rehabilitation facilities 

(however, we do not exclude such specialty facilities if they are owned and operated by one of 

the six nonprofit acute care hospital systems). Publicly-owned institutions - the MetroHealth 

System, and the Stokes Veterans Administration hospital and other Veterans Administration 

facilities - are not included.  

 The municipal withholding tax figures reflect only employees of the six private nonprofit 

Cuyahoga County-based hospital systems. Income tax associated with contract employees is not 

included in the analysis. Similarly, the tax on wages and salaries of construction-related jobs is 

not included. For these reasons, the municipal income tax estimates in this report are relatively 

conservative in nature; they likely understate the total tax revenue from all direct employment 

occurring at the hospital systems. 

 The figures used in this analysis reflect the most recent available year from the indicated data 

source. Over time, the amounts will change, and the two different tax sources will likely change 

at different rates. That said, this report is not intended to provide a long-term time horizon; it is 

intended to provide a reasonably current “snapshot” of generated and foregone tax revenues.  

Estimated property tax foregone by nonprofit hospitals located in Cuyahoga County 

The valuation of taxable and exempt properties is determined by each Ohio county auditor, as is the 

annual property tax charged to each property owner.60 Property valuations and tax bills are publicly 

available for each land parcel. 

To derive an estimate of the property tax foregone by local government jurisdictions from property 

owned by each nonprofit hospital system operating in Cuyahoga County, one can obtain the valuation 

assigned by the Cuyahoga County Fiscal Office to the tax-exempt properties owned by those systems. 

One would need to apply the 35 assessment rate to the appraised valuation of such properties in order 

to derive their approximate taxable value. The next step would be to multiply the estimated taxable 

value of the various properties by the millage rate for the taxing district in which each of the properties 

are located. This calculation would yield a first-order, unadjusted estimate of the currently-foregone 

property tax. 

It so happens that a study conducted in late 2013 by Policy Matters Ohio (PMO) essentially took such an 

approach in attempting to determine the property tax associated with the exemption granted to 

                                                           
59 Parma Community Hospital has since become a part of the University Hospitals system but during the time 
frame used for our analysis (CY 2013) it was still an independent facility. 
60 Valuations established by the county auditor are subject to appeal. Furthermore, note that Cuyahoga County has 
an alternative county government structure so the appointed county fiscal officer performs the functions 
otherwise performed by an elected county auditor. 
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Cuyahoga County’s nonprofit hospital systems.61 PMO used information provided by the Cuyahoga 

County fiscal office to report the amount of foregone tax revenue from such tax-exempt property. 

Because the Cleveland Clinic and University Hospitals account for the overwhelming share of the 

nonprofit hospitals’ overall assets and revenues, PMO’s analysis was limited to those two organizations.  

For our analysis we have opted to use PMO’s countywide figures for these two major hospital systems. 

Crucially, PMO derived two sets of countywide property tax figures: one based on the valuation derived 

and reported by the Cuyahoga County fiscal office, with no adjustments; and another set which reflects 

a downward adjustment of 40 percent, in the expectation that the appraised amounts are substantially 

higher than would be the case if such properties were taxable. It seemed reasonable to use the property 

tax figures derived by PMO that reflect the 40 percent adjustment, since those amounts are more likely 

to conform closer to reality than the unadjusted amounts. 

PMO reports an estimated $43.1 million in annual property tax associated with the exemptions granted 

for properties owned by the Cleveland Clinic Foundation and University Hospitals Health System (and 

their subordinate tax-exempt organizations) within Cuyahoga County.62 Most of the tax is attributable to 

properties located within Cleveland. More particularly, PMO indicates that $33.9 million of the 

combined total foregone property of these two institutions relates to property within the city of 

Cleveland. 

The PMO report did not quantify the estimated foregone property tax on properties owned by several 

other private, nonprofit hospital systems operating within Cuyahoga County. Those systems are: Parma 

Community General Hospital63; Southwest General Health Center; St. John Medical Center; and St. 

Vincent Charity Medical Center. We have taken the step of estimating their foregone property tax. To do 

so, we identified their tax-exempt properties on the Cuyahoga County fiscal office computer system as 

well as the valuations assigned by that office to those properties. After applying the appropriate millage 

rate for each parcel, a presumed foregone property tax figure was computed for each property. As 

indicated above, we then applied a 40 percent downward adjustment to account for likely 

                                                           
61 Policy Matters Ohio, Hospitals Would Owe Millions If Exempt Properties Were Taxed, Zach Schiller and Chris 
Hileman, December 2013. http://www.policymattersohio.org/hospitals-dec2013 
62 PMO indicates that, as of the December 2013 publication date, the two hospital systems were seeking 
exemptions on properties valued at $975 million. Exemptions were not being sought for the entire value. That said, 
to derive a theoretical maximum property tax revenue estimate on that valuation one would need to apply the 35 
percent assessment rate; this translates into about $340 million in assessed (taxable) value. Assuming this property 
has been overvalued and should be reduced by 40 percent to reflect a final amount, and assuming a 98-mill 
average tax rate, the annual foregone property tax would be $20 million. Again, this computation is predicated on 
the overly expansive assumption that all of this property would be granted exemption. In this report we use the 
foregone property tax amounts for Cleveland Clinic and University Hospitals properties as reported by PMO in its 
December 2013 report (i.e., $43.1 million on a countywide basis) both to maintain consistency with that report and 
to maintain consistency with the taxable status of such properties indicated by the Cuyahoga County fiscal office 
on its online parcel database. 
63 During 2013 Parma Community Hospital was still an independent entity. It has since become a part of the 
University Hospitals system. 
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overvaluation. The result is an estimated $4.0 million in annual foregone property tax for these four 

institutions. 

As indicated in Table E-1 the total estimated foregone tax associated with properties located within 

Cuyahoga County is $47.1 million. This figure reflects the overall impact across the various local 

jurisdictions that impose property tax levies within the taxing districts in which the properties are 

located. Because this figure is a composite across a large number of different taxing districts, we are not 

able to ascertain the exact impact on each of the many affected jurisdictions. Nonetheless, we can make 

several summary observations.  

Table E-1 

Estimated property tax foregone by type of local government, on properties owned by private 

nonprofit hospital systems within Cuyahoga County 

Millions of dollars 

Source: Author’s calculations 
Note: Figures reflect 40 percent downward adjustment to county auditor recorded valuations due to expected overvaluation. 

 
 
 
Type of taxing jurisdiction 

Revenue foregone: 
Properties located within 

Cuyahoga County  

School districts $28.2  

Municipalities 6.1  

Countywide tax levies (a) 9.4  

All other jurisdictions (b) 3.4  

Total $47.1  
   

(a) Comprised of levies imposed by Cuyahoga County (including several human services levies), Cleveland 
Metropolitan Park District, Cleveland-Cuyahoga Port Authority, and Cuyahoga Community College. 

(b) This includes such jurisdictions as the Cleveland Public Library and the Cuyahoga County Public Library. 

 

School districts account for the majority of the $47.1 million figure. Using an estimated 60 percent 

average school district share, one can derive a reasonable approximation of the potential impact on the 

various affected Cuyahoga County school districts, amounting to $28 million. Most of this school district 

impact is attributable to the Cleveland Metropolitan School District; PMO estimates that the Cleveland 

school district’s foregone tax on tax-exempt Cleveland Clinic and University Hospitals properties to be 

$20.5 million.  

Millage imposed by municipalities account for a modest share of the overall property tax rates in effect 

throughout Cuyahoga County. For instance, the City of Cleveland imposes property tax levies totaling 

12.7 mills, compared to a total property tax rate of 99.11 mills imposed in the Cleveland City-Cleveland 

Metropolitan School District taxing district; this means the city’s millage is just 13 percent of total 
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property tax rate. Applying the 13 percent ratio to the total estimated foregone property tax of 

Cuyahoga County nonprofit hospital systems, results in an estimated $6 million in foregone revenue 

attributable for municipalities (most of that being the City of Cleveland). 

The remaining foregone revenue is spread across various jurisdictions that levy property taxes. Within 

the city of Cleveland, taxing jurisdictions levy property taxes at the millage amounts indicated in Table E-

2. We see that countywide levies amount to a combined total of 20 mills. Within the taxing district 

indicated in the table, countywide levies account for 20 percent of the total Class 2 (business property) 

millage charged. 

TABLE E-2 

Property tax millage by taxing jurisdiction, within the Cleveland Corp/Cleveland 
Metropolitan School District taxing district 

Source: Tax Year 2013 Rate Abstract, published by Ohio Department of Taxation 

Jurisdiction 
Class 2 (business) 

property millage rate 

Percentage 
share of total 

millage 

Cleveland Metropolitan School District 60.12 60.7% 

City of Cleveland 12.70 12.8% 

Cuyahoga County* 13.95 14.1% 

Cleveland Public Library 6.46 6.5% 

Cleveland Metropolitan Park District 2.70 2.7% 

Cuyahoga Community College 3.07 3.1% 

Cleveland-Cuyahoga Port Authority 0.11 0.1% 

Total 99.11 100.0% 

   

*Includes several human services levies as well as county general fund and debt service 
levies. 

 

Estimated cost of local government services received by hospital systems under a property tax funding 

system  

As we have demonstrated, most US general-purpose local governments (municipalities, counties and 

townships) use property tax as the foremost method for financing public services. The property tax 

thereby serves as the prevalent de facto method for assigning costs for such services.   

In Ohio the income tax is the preeminent mechanism by which municipal services are financed. 

Nonetheless, in response to claims that nonprofit hospital systems ought to generate enough tax to 

defray cost of public services they consume, we should undertake a comparison between currently-

generated income tax and the estimated property tax that would be charged for core services in a 

property tax-based funding structure. More particularly, we should conduct a comparison that attempts 

to ascertain whether nonprofit hospital systems in Cuyahoga County generate an amount of municipal 
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income tax revenue sufficiently large to equal or even exceed what they would otherwise have to pay 

for core local services, assuming a tax structure in which their property tax exemption no longer exists 

and in which the property tax takes the place of the income tax. 

To perform this comparison let us consider how to construct a hypothetical property tax burden (i.e., tax 

rate) for core local government services. The existence of the municipal income tax means that 

municipalities levy a smaller property tax to finance their operations than would otherwise be the case. 

For this reason, let us assume no municipal income tax and that property tax rates would be set at a 

level to generate currently-existing income tax revenues as well as current property tax revenues. We 

then need to determine what portion of these total hypothetical property tax revenues is attributable to 

core services.  

Because Cleveland is where a majority of the services and assets of Cuyahoga County’s hospital systems 

are located, data from the most recent budget of the City of Cleveland serves as the logical basis for 

making these computations.64 From the City of Cleveland 2014 budget we see that the single largest 

expenditure category relates to the activities of the Department of Public Safety (police, fire, emergency 

medical services, corrections, etc.). Although there is inherent imprecision as to what exactly constitutes 

a “core service,” we assume Public Safety expenditures to be suitably proximate to the amount of core 

services provided by the City of Cleveland. The category amounted to $309 million and accounted for 57 

percent of total city General Fund budgeted spending in 2014.65  

A hypothetical property tax rate for core services is then derived. The calculation is performed by 

dividing $309 million into a total taxable value of $4,870 million, resulting in 63 mills. In comparison, 

total current Class 2 (business) property millage within the City of Cleveland is 99 mills (rounded to 

nearest whole mill).66 This means the computed hypothetical core-service millage equals 65 percent of 

total current millage applied to business properties located within the City of Cleveland (63 mills / 99 

mills = 65 percent). We can multiply the total estimated foregone property tax of nonprofit hospitals (all 

levies applied by all taxing jurisdictions) by 65 percent to derive a reasonable estimate of these 

hospitals’ share of the costs of core services. Using the $47.1 million total foregone property tax 

estimate described above, we multiply this amount by 65 percent to derive an estimated $30 million. 

This represents the theoretical property tax that would be charged to Cuyahoga County’s nonprofit 

hospital systems as a charge for the provision of core local government services provided by municipal 

                                                           
64 Although Cuyahoga County also provides justice and corrections services, they are primarily funded (as are other 
general fund expenditures) through the county sales tax. Even if we were to include these county services in our 
“core” service calculation, because such expenditures are spread across the county’s overall taxable valuation it 
results in a relatively modest millage rate of 10 mills.  
65 Source: “City of Cleveland, Ohio 2014 Budget Book,” Expenditures by Program. Total budgeted General Fund 
expenditures in 2014 were $540 million. Note that the $309 million in General Fund expenditures for the 
Department of Public Safety were almost equal to the $330 million in total combined budgeted General Fund 
revenues from property tax and income tax. Accessed at: 
http://www.city.cleveland.oh.us/CityofCleveland/Home/Government/CityAgencies/Finance/formsandpublication 
66 Taxable value and current total millage figures for the city of Cleveland are based on data reported in the Ohio 
Department of Taxation Tax Data Series, tables PD-27 (tax year 2013) and PR-5 (tax year 2012), respectively. 
Accessed at:  
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governments in the absence of a property tax exemption and if property tax were the primary means of 

funding such services (i.e., property tax were to replace the municipal income tax).  We acknowledge 

this calculation is subject to a specific approach for defining “core” services, a concept inherently subject 

to some imprecision and contention. This is merely intended to illustrate a possible outcome, and to 

lend some perspective to the notion of quantifying a hypothetical property tax for services provided to 

these institutional property owners. That said, this outcome strongly suggests that the hypothetical 

property tax (“charge”) for core municipal services provided to nonprofit hospitals is no larger than the 

estimated value of the property tax exemption provided to these institutions under current law. 

Municipal income tax revenue estimation 

To develop an estimate of the municipal income withholding tax revenue generated from Cuyahoga 

County nonprofit hospitals one needs to identify the tax rate and to quantify the tax base.67  

Because Cuyahoga County is so highly urbanized, every hospital parcel is located within a municipality 

and thus a municipal income tax is imposed at each facility. However, rates vary from one community to 

the next and there is (limited) variation in the tax base as well. That said, we need to derive a composite 

municipal income tax rate to apply to the aggregated tax base data. Two basic approaches for deriving 

such a rate emerge. One fairly simple approach is to use the tax rate imposed by the City of Cleveland. 

This is based on the role of Cleveland as the locus of county hospital facilities. Cleveland’s income tax 

rate is 2.00 percent.  

Another viable approach for identifying a composite tax rate entails computing an average tax rate using 

tax collection and rate data for Cuyahoga County municipalities.68 For each municipality a computed tax 

base figure is derived (i.e., collections divided by tax rate), and the individual results summed to derive a 

countywide total. Countywide income tax collections are then divided by the computed countywide tax 

base to achieve an average tax rate. Taking this approach we derive a 1.96 percent average tax rate, 

quite close to the one imposed by the City of Cleveland. For simplicity’s sake, we opt to use a 2.00 

percent average countywide tax rate for the estimate. 

The bigger methodological challenge is the acquisition of data indicating the amount of hospital system 

payroll subject to municipal income tax by Cuyahoga County’s cities. Unlike real property tax, taxpayer-

specific information on other local taxes is not disclosed by the taxing authorities. Therefore, we must 

use publicly-available information to craft a municipal income tax revenue estimate for these entities. 

Three potential data sources were considered.  

Annual payroll data collected by the U.S. Census Bureau for county areas – the so-called County Business 

Patterns publication – was reviewed. However, this data is aggregated, meaning no firm-specific 

information is divulged. For this reason this potential data source was not used. 

                                                           
67 This analysis does not attempt to estimate the additional revenue realized in those cases where people that 
work outside their resident communities must pay tax to their resident cities.  
68 Source of tax rates: Ohio Department of Taxation, Tax Data Series, Table LG-11, calendar year 2012. 
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Another potential source is the Annual Survey of Hospitals compiled and published by the American 

Hospital Association. A myriad of data elements are available from this data source, including payroll. 

Data are shown for specific hospital facilities. However, it does not include the various non-hospital 

facilities owned by each nonprofit hospital system, such as laboratories and outpatient clinics. Because 

non-hospital facilities ought to be included in a comprehensive measurement of these systems’ 

aggregate payroll subject to income tax and because the Annual Survey of Hospitals is not readily 

obtainable (it is proprietary in nature, attainable only by purchase) we opted to use a different source to 

perform this analysis: federal tax return data on tax-exempt organizations, i.e., the Form 990 tax return. 

Unless otherwise indicated, every nonprofit organization opting to retain its tax-exempt status must file 

an annual Form 990, 990-EZ, or 990-N return, or another prescribed federal tax return.69 As should be 

expected, each of the six different private nonprofit federally tax-exempt hospital systems based in 

Cuyahoga County file a Form 990 return.  

Form 990 is quite complex, with hundreds of lines necessitating completion as appropriate. The form is 

accompanied by number of supporting schedules. For instance, tax-exempt entities that operate 

hospitals must complete a special schedule relating to their hospital facilities, termed the Schedule H.  

US law requires tax-exempt Form 990 filers to make these tax returns available for inspection. The 

returns are therefore typically available on filers’ web sites. In fact, the free and convenient access of 

this data – more particularly, the ability of any person to conduct his or her own analysis – is a major 

reason why we chose to use Form 990 as the basis of our municipal income tax revenue estimate. 

Before using the data culled from the Form 990 returns for Cuyahoga County hospitals, we should 

consider the nature of that data. Financial information provided on the Form 990 is not reported on a 

location-specific basis. Instead, the information reflects the aggregate activity of the taxpayer unit. For 

instance, the Cleveland Clinic Foundation owns and operates 11 hospital facilities: because of the 

inherent nature of Form 990, the tax return filed by the Cleveland Clinic Foundation does not provide 

financial detail on each hospital. In addition, some tax-exempt enterprises consist of an affiliation of 

separate legal entities with a “parent” tax-exempt organization at the top of the ownership structure. 

This is the case for many tax-exempt health care enterprises, including hospital systems. In such cases, 

the tax-exempt parent organization typically includes its various tax-exempt related entities in a single, 

consolidated (“group”) Form 990 tax return. The six tax-exempt hospital systems based in Cuyahoga 

County adhere to this filing practice: they all file returns on a group basis. The consolidation of separate 

legal entities into a single taxpayer unit further precludes the availability of entity-specific – and hence 

geographic-specific – data.  

To recap, the Form 990 tax return data for Cuyahoga County’s private nonprofit hospital systems reflects 

a consolidated total across all of the tax-exempt entities for a given taxpayer group. The data includes 

more than just the acute care hospitals within these systems; it includes various other tax-exempt 

entities such as outpatient clinics, health education facilities, laboratories, rehabilitation hospitals, 

                                                           
69 There are several categories of tax-exempt entities – for instance, churches – excluded altogether by federal law 
from the annual reporting requirement. 
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extended care facilities, home care providers, and ancillary support facilities. It is not feasible to isolate 

the financial characteristics of facilities located in Cuyahoga County from those located elsewhere. 

Because several of these hospital systems (Cleveland Clinic Foundation and University Hospitals Health 

Systems) have facilities in places beyond Cuyahoga County, the data from Form 990 goes somewhat 

beyond the intended scope of our geographic target.  

We should attempt to put likely magnitude of the Form 990 geographical overstatement into 

perspective. Ashtabula, Geauga, Lorain and Medina counties each have at least one hospital operated 

by either the Cleveland Clinic or University Hospitals.70 Data extracted from hospital registration reports 

filed with the Ohio Department of Health indicate a total of 815 hospital beds in use at Cleveland Clinic- 

or University Hospitals-operated hospitals located in Ashtabula, Geauga, Lorain and Medina counties.71 

Additional data indicate 155 beds located at the Cleveland Clinic of Weston, Florida.72 In comparison, 

these two hospital systems have over 4,200 beds in their Cuyahoga County hospitals, with another 800 

beds attributable to the other four hospital systems operating within Cuyahoga County; this translates 

into a total estimated 5,000 beds in Cuyahoga County. Although not necessarily the most precise 

measure of relative geographic presence, the figures suggest that the facilities operated by the 

Cleveland Clinic and University Hospital located outside of Cuyahoga County may account for about 15 

percent of the overall revenues and expenditures of these six hospital systems. That said, we will not 

perform a downward adjustment to the figures culled from these systems’ Form 990 returns. This is due 

to several other methodological considerations – which we discuss below – that offset the modest 

upward bias caused by the overly broad geographic scope for the Form 990 data.  

Several features contained within the figures taken from Form 990 result in some understatement of the 

total expected municipal income withholding tax base of Cuyahoga County’s hospital systems. The 

compensation paid to employees of related for-profit entities owned by the six tax-exempt hospital 

systems is subject to municipal income tax as long as the facility is located within a municipality. Because 

for-profit entities are not included in the Form 990 financial figures, the compensation paid by these 

related organizations is not included in our analysis.73  

In addition, to the extent employees of the six hospital systems (and their related organizations) reside 

in a city other than where they work, many of these residence cities levy income tax in addition to the 

tax paid to the work city. Because we simply do not have data indicating the degree to which employees 

are subject to municipal income tax in their cities of residence, we cannot make an informed estimate of 

the amount of tax thus generated. Although we cannot quantify the magnitude of revenue involved, this 

aspect of the Ohio municipal income tax structure results in tax revenue estimation understatement.  

                                                           
70 Note that neither system owns a hospital in Lake or Summit counties, areas with relatively high populations. 
71 Accessed via queries from this site: http://publicapps.odh.ohio.gov/eid/Provider_Search.aspx 
72 http://health.usnews.com/best-hospitals/area/fl/cleveland-clinic-florida-6390205 
73 The names of the related organizations are reported in Schedule R of the Form 990. 
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These two factors are considered to be sufficiently large to offset the inherent geographic 

overstatement of the Form 990 data. This provides sufficient reason to avoid making a downward 

adjustment for the geographic overstatement described above.  

The municipal income tax provides expansive coverage of compensation: most kinds of compensation 

are considered taxable income. For instance, unlike the Ohio income tax or federal income tax, Ohio’s 

municipalities do not provide an exemption or deferred tax treatment for contributions to pension and 

retirement plans.74 For this reason we use the total compensation amounts reported on Form 990 (with 

one minor modification) as the basis of our estimate of municipal income tax revenue generated by 

Cuyahoga County’s private nonprofit hospital systems. More specifically, in Part IX of the federal Form 

990 tax return (the Statement of Functional Expenses) each filer is to report several categories of 

compensation it paid to employees and officers during the indicated year. Lines 5-10 of Part IX are 

totaled and reported on Line 15 of the Summary section of the Form 990. For our purposes, we use the 

total compensation amount reported in the Summary section but exclude the amount reported on line 

10 of Part IX, which is the amount of payroll taxes paid.  

For 2013, the total combined compensation paid by the six hospital systems in our analysis was $4,988 

million ($5.0 billion, rounded). This represents 7.3 percent growth over the 2012 figure of $4,657 

million.75  The Cleveland Clinic accounts for the largest single share of these grand totals: in 2013, it 

accounted for 71 percent of the total. 

To derive an estimate of the municipal income tax revenue generated for Cuyahoga County 

municipalities from the six nonprofit hospital systems, we multiplied the $4,988 million in compensation 

during 2013 (the most recent available year) by the 2.00 percent average tax rate. The product of that 

calculation is $99.8 million, representing the amount of municipal withholding tax revenue generated by 

the nonprofit hospital systems within Cuyahoga County. To reiterate, this represents a best estimate, 

and is subject to imprecision for the several reasons we have discussed. We have not attempted to 

parse this estimate to specific municipal jurisdictions. Nonetheless, the known concentration of 

hospitals within the city of Cleveland alone suggests that Cleveland would account for the lion’s share of 

this figure.   

Comparison of foregone property tax to municipal income withholding tax 

Now that we have identified figures related to the foregone real property tax of private nonprofit 

hospital systems and the municipal income tax generated from employees’ compensation, we are able 

to review these outcomes. 

Table E-3 presents a direct comparison of the estimated foregone property tax on properties located 

within Cuyahoga County with the estimated generated municipal withholding tax revenue on 

                                                           
74 Conversely, unlike the state and federal income taxes, Ohio municipalities do not tax distributions from pension 
or retirement plans.  
75 To reiterate, we performed one adjustment to the amounts reported on line 15 of the Form 990 summary page: 
we reduced these figures by the amount of reported payroll taxes, totaling $276 million across all six systems. 
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compensation earned within Cuyahoga County municipalities. It shows that income tax revenues are 

roughly twice as large as the foregone property tax: we estimate the extra revenue to be $52.7 million. 

 As discussed earlier, various local taxing jurisdictions bear the effects of foregone property tax 

revenues, with school districts accounting for approximately 60 percent of the total. In contrast, 

municipalities receive the entire proceeds from municipal withholding tax ($99.8 million) while forgoing 

a relatively small amount of property tax revenue ($6.1 million). 

TABLE E-3 

Cuyahoga County nonprofit hospital systems: Estimated property tax 
foregone on current property tax levies, compared to estimated generated 
municipal withholding tax 

Millions of dollars   

Source: Author’s calculations, using 2013 data. 
   

Real property tax 
foregone revenue (on 

properties located within 
Cuyahoga County) 

Generated municipal 
withholding tax revenue 

(on compensation earned 
within Cuyahoga County) 

Difference: Income tax 
revenue less foregone 
property tax revenue 

$47.1 $99.8 $52.7 

 

Table E-4 shows our estimation of the hypothetical property tax associated with core services that 

would be levied on the currently tax-exempt properties of the six private nonprofit hospital systems, if 

those properties became taxable and assuming a tax structure in which property tax replaced the 

municipal income tax. It indicates that these systems currently generate significantly more municipal 

withholding tax what they would pay in property tax to cities to cover their share of core government 

services, i.e., $99.8 million in withholding tax compared to $30.0 million in hypothetical property tax. 

TABLE E-4 

Cuyahoga County nonprofit hospital systems: Estimated hypothetical 
property tax foregone on core local government services, compared to 
generated municipal withholding tax 

Millions of dollars   

Source: Author's calculations, using 2013 data. 

   

Hypothetical property 
tax foregone for core 

local government 
services (on properties 

located within Cuyahoga 
County) 

Generated municipal 
income tax (on 

compensation earned 
within Cuyahoga County) 

Difference: Income tax 
revenue less 

hypothetical property 
tax foregone for core 

services 

$30.0 $99.8 $69.8 
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The local income tax in Ohio’s urban areas: A de facto municipal prerogative 

The figures provided above indicate that Cuyahoga County’s private nonprofit hospital systems generate 

a considerable amount of local tax revenue. Nearly $100 million in municipal withholding tax revenue is 

produced.  

As we have demonstrated, this amount exceeds an estimate of what these systems would pay to 

municipal governments for the provision of core services if a property tax-based system were in place 

instead of one primarily based on the municipal income tax.  

The withholding tax revenue generated is also quite substantial when compared to the foregone 

municipal property tax revenue under the current tax structure. The estimated $100 million in municipal 

withholding tax revenue is many times larger than the estimated $6.1 million property tax foregone on 

existing municipal government property tax levies. Cuyahoga County cities realize far more tax revenue 

from the withholding tax on hospital system employees than they currently forego in tax on these 

systems’ properties.  

Other than school districts, only municipalities may impose a local income tax. Municipalities receive the 

entire proceeds of their imposed taxes: Ohio law does not compel the sharing of municipal income tax 

revenue with like-entities (i.e., between municipalities) or with other types of local governments.76 

While it is true that school districts are permitted to levy an income tax contingent on voter approval77, 

relatively few districts within urbanized areas do so. The primary reason is what may be termed “tax 

competition,” a condition wherein voters are apt to disapprove - and school boards thereby less likely to 

seek - a school district income tax levy in those districts where an overlapping municipal income tax 

already exists. A rudimentary examination of the list of Ohio school districts with an income tax (i.e., the 

fact most of them are in rural areas of the state) appears to bear out this condition. 

The local tax structure reflects tax law and revenue distribution decisions established decades ago by 

state lawmakers. State tax law provisions, in conjunction with the home-rule powers of incorporated 

municipal jurisdictions, provide the authority for Ohio cities and villages to impose an income tax. 

Making any changes to that structure – such as some type of mandated local income tax sharing – would 

necessitate legislation by the Ohio General Assembly.78 Unless and until such revenue-sharing or other 

                                                           
76 A limited number of municipal income tax revenue sharing arrangements do exist, under the auspices of a voter-
approved Joint Economic Development District (JEDD). These districts, undertaken between a municipality and an 
adjoining township, exist primarily when employers are located within a township jurisdiction and that township 
opts to realize income tax revenue via an income tax whose proceeds are shared between such municipality and 
township. Furthermore, the City of Euclid and Euclid City School District impose a municipal income tax levy which 
is shared between that city and school district. Until 2001, municipalities and their nearly-completely coterminous 
school districts had authority to impose a shared tax. Although the authority to impose a shared levy has since 
been reenacted, it may be levied only on the residents of the municipality (nonresidents are exempt) thereby 
substantially reducing its potential attractiveness for many cities. 
77 Ohio Revised Code Chapter 5748.  
78 At times, the General Assembly has enhanced state school aid for districts with relatively high amounts of 
property exempt from taxation. Because this approach involves state spending, it is fundamentally different in 
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mitigating approaches are enacted, in Ohio we will continue to observe a local fiscal structure in which 

municipal jurisdictions realize substantial amounts of income tax revenues from employee 

compensation, and in which other local governments – other than several hundred school districts 

predominantly located in rural areas and those townships undertaking JEDD agreements - receive no 

proceeds from local income tax. 

Community benefits generated by hospital systems 

We conclude this section of the report by examining the quantified contributions made by private 

nonprofit hospital systems within Cuyahoga County. The hospital systems provide quite substantial 

benefits to their communities, beyond the local tax revenues discussed above. Although this report does 

not comprise a detailed analysis of those contributions, their sheer size and impact on the community 

clearly makes them worthy of inclusion in our effort to weigh the public benefits of hospital systems 

against the cost of their property tax exemptions. 

Schedule H of the Form 990 requires tax-exempt hospital systems to quantify the amount of benefits 

they provide, according to several different categories of activities. Table E-5 shows the total net 

expenses79 incurred by the six nonprofit hospital systems for each of seven different types of community 

benefits (including financial assistance), as reported on Schedule H.  

The table’s first category of benefits are notably local and public in nature, consisting of community 

health improvement services; subsidized health services; and cash and in-kind contributions for 

community benefit. “Community health improvement services” consists of programs and activities 

subsidized by the hospital system that respond to a demonstrated community health need and are 

intended to meet a community objective, including improved access to health services, enhanced 

general health knowledge and relief of a government burden to improve health. “Subsidized health 

services” reflect the net expenses incurred by the six health care systems in providing clinical services 

that address identified community needs. It reflects only those services for which the health care system 

experienced a financial loss; both inpatient and outpatient services are eligible to be considered 

subsidized health services (for instance, home health programs, addiction recovery services and 

emergency and trauma care services may potentially qualify). “Cash and in-kind contributions for 

community benefit” pertains to resources provided to organizations that provide health education, 

financial assistance or other eligible community benefits. 

In 2013, the aggregate net expense of three types of benefits amounted to $115 million. This figure is so 

substantial that it exceeds the estimated income tax revenue produced by the six hospital systems for 

Cuyahoga County municipalities. It represents a significant amount of resources provided for the 

betterment of community health, delivered through numerous types of programs and activities. 

                                                           
nature than a shared-revenue approach. A shared municipal-school district income tax option for co-terminus 
jurisdictions exists in current law but, as mentioned previously, its popularity appears extremely limited.  
79 The table reflect total expenses incurred, net of any direct offsetting revenues. 
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Category B consists of educational and research activities funded by the health care systems. Among the 

seven types of community benefits, health professional education constitutes the largest single cost 

item for the Cleveland Clinic. And because University Hospitals is deeply rooted in its role as a teaching 

hospital, that institution also spends a significant amount on education. In total, educational spending 

amounts to $276 million. Both health care systems also devote considerable resources to research 

activities, accounting for practically the entire $97 million in spending for that function. 

TABLE E-5 

Amount of Financial Assistance and Other Community Benefits Provided by the  
Six Private Nonprofit Hospital Systems Based in Cuyahoga County 
Millions of dollars 
Source: Tax Year 2013 federal Form 990 tax returns, Schedule H 

Type of community benefit (including financial 
assistance) 

Net expense, by 
type of community 

benefit 
Type as % of 

total 

A. Community benefits, excluding education & 
research:   

Community health improvement services $42.1 4.5% 

Subsidized health services $26.4 2.8% 

Cash and in-kind contributions for community 
benefit $47.1 5.0% 

Sub-Total $115.6 12.4% 

   

B. Education & research costs:   

Health professions education $276.4 29.6% 

Research $96.7 10.4% 

Sub-Total $373.0 40.0% 

   

C. Financial assistance, including assistance 
provided via government programs:   

Financial assistance at cost $245.5 26.3% 

Medicaid $199.0 21.3% 

Sub-Total $444.5 47.6% 

   

Grand Total $933.1 100.0% 

 

The public benefits from these two spending areas are likely to be more geographically diffuse than the 

items included in Category A as discussed above. After all, many of the medical professionals educated 

and trained in Cuyahoga County end up practicing throughout the US and the rest of the world, and the 

findings that result from research typically benefit more than just the local area and surrounding region. 

Nonetheless, there are undeniable local benefits from these activities. For one thing, many of the 
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medical personnel educated by these institutions practice their profession in Cuyahoga County. Because 

these facilities operate high-quality educational programs they attract talented individuals to the region, 

enhancing the area’s quality of care. Furthermore, the research conducted at these institutions 

contributes to the quest for medical and health care innovation that ultimately benefits the wider 

public, including local residents. Along with their educational efforts, the research conducted by these 

institutions also bolsters their ongoing mission to enhance knowledge. Finally, the local economy – and 

local revenue coffers – distinctly benefit from the inputs and outputs associated with educational and 

research activities. Research and education are generally known to leverage significant positive 

economic returns; this seems particularly true when such activities involve health care.  

Category C involves direct financial assistance to individuals. At $455 million, it accounts for nearly one-

half (48 percent) of the total benefits reported on Schedule H. Medicaid, a government means-tested 

program, is included in Schedule H because the total expenses incurred by the health care systems in 

serving Medicaid-qualifying patients and in paying government-mandated fees and assessments exceeds 

the total payments received from the Medicaid program. The remainder of the category consists of 

financial assistance provided to patients unable to cover their health care service charges (sometimes 

referred to as “charity care”). 

Unquantified community benefits 

Nonprofit hospitals provide other public benefits, beyond the quantified effects described above. 

Further examination can reveal other ways these institutions have salutary effects on their communities, 

including their immediate neighborhoods. For example, several studies have found a positive 

relationship between the existence of certain nonprofit institutions (especially those of a more capital-

intensive nature, like hospitals) and housing prices.80 More broadly, health technology – driven in part 

by the research and innovations developed at these health care institutions – is recognized as an 

emerging, crucial driver of the future Cleveland-area economy. Civic engagement comprises another 

important form of community benefit. This may manifest itself through institutional efforts (such as 

alliances between hospital executives and community leaders to address certain local needs) or 

initiatives by employees outside the auspices of the institution (e.g., volunteer activities). These 

activities as well as the very relationships developed therefrom, create networks and productive bonds 

between the nonprofit institution and the people where the institution resides.81 Although a more 

complete consideration of the many other types of community benefits is outside the scope of this 

paper, we should recognize they exist and that the quantified benefits discussed above do not reflect 

the full gamut of publicly-beneficial influences provided by Cuyahoga County’s hospital systems. 

                                                           
80 Sjoquist and Stoycheva, 25. 
81 The civic engagement of nonprofit institutions is a subject that has been recognized and examined by social 
scientists. See, for example, Michael L. Shier, Femida Handy, and Lindsey M. McDougle, “Nonprofits and the 
Promotion of Civic Engagement: A Conceptual Framework for Understanding the “Civic Footprint” of Nonprofits 
within Local Communities,” Canadian Journal of Nonprofit and Social Economy Research, Vol 5, No 1, 57-75. 
http://www.academia.edu/7078637/Nonprofits_and_the_Promotion_of_Civic_Engagement_A_Conceptual_Fram
ework_for_Understanding_the_Civic_Footprint_of_Nonprofits_within_Local_Communities_Canadian_Journal_of_
Nonprofit_and_Social_Economy_Research_ 
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Summarization of tax and community benefit impacts 

We have demonstrated these hospital systems produce an estimated $100 million in direct municipal 

income tax revenue for Cuyahoga County communities, exceeding the estimated foregone property tax 

revenue: the amount of that excess is estimated to be $53 million, a more than 2-to-1 ratio of generated 

revenue to foregone revenue. We have also provided reasonable evidence indicating the level of 

currently-generated municipal income tax revenue exceeds the amount that would be charged to the 

hospital systems for their share of core local government services assuming a conventional tax structure 

based on property tax rather than income tax.  

The amounts provided on Schedule H of federal tax form 990, developed according to standards and 

instructions mandated by the Internal Revenue Service, show the quite substantial additional public 

benefits provided by these systems to the residents of Cuyahoga County. Irrespective of exactly which of 

category of expenses from Schedule H one opts to consider, it is evident that any one of them simply 

adds to the considerable amount of local tax revenues generated by Cuyahoga County’s hospital 

systems. 

F. Alternatives to property tax: PILOTs and other local revenue sources that mitigate property tax 

exemptions 

As we have seen, Ohio municipalities are able to generate a considerable amount of income tax revenue 

from employees of nonprofit hospitals. With respect to Cuyahoga County’s private nonprofit hospital 

systems, we see that such tax revenue well exceeds the revenue foregone from property tax 

exemptions.  

As part of our review of the property tax exemption we should also attempt to place Ohio’s local 

revenue structure – most notably, the ability to generate significant revenues from nonprofit entities via 

local income tax - into context with structures found in other local jurisdictions across the US. More 

particularly, we should consider mechanisms adopted in some US localities that mitigate the effects of 

property tax exemptions. As part of that review we can determine if alternative revenue mechanisms 

have been adopted across a sample of other major US cities.82  

We can discern three types of approaches by which communities are able to mitigate the revenue 

effects of property tax exemptions by generating alternative forms of revenue. One approach is the 

imposition of a robust generally-applied tax or fee to which nonprofit entities are subject, lessening the 

locality’s fiscal reliance on property tax (thereby reducing the fiscal effects of property tax exemption). 

Such is the situation for Ohio’s municipal governments, in their ability to impose income tax. Another 

approach consists of voluntary payments made by the nonprofit entity receiving the property tax 

exemption, typically based on some designated fraction of the foregone property tax. The payments, 

known as “payments in lieu of taxes” or PILOTs, may be structured in a considerable number of different 

ways, and may have widely varying revenue potential. The last approach consists of all other potential 

                                                           
82 Our attention here is focused on municipal governments since they are typically the level of government at 
which core services are delivered. 
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mitigation mechanisms. An example would be grants made by state government to reimburse some 

portion of the foregone property tax. 

Municipal government usage of an alternative tax to the property tax – i.e., a tax that assumes the 

major fiscal role typically played by a property tax - is relatively uncommon throughout the US. As seen 

earlier in this paper, relatively few states (13 in total) allow localities to levy income taxes. In those 

states that do permit the imposition of local income tax, it is often limited to a few large cities. Sales tax 

is a widely-employed local tax across the US, but it is not common for it to be imposed by municipalities 

(instead, local sales tax is predominantly levied at the county level).83 The few states allowing sales tax 

to be imposed by cities are mostly limited to the South. 

Although material has been compiled and reported on PILOTs, useful comparative information on this 

topic is far from inclusive in nature; this is because there is not a centralized, ongoing data collection 

instrument through which pertinent details on these arrangements can be assembled.84 Despite this 

limitation, we are able to note certain basic issues and characteristics associated with these revenue 

mechanisms. 

While PILOTs are a common feature among US local governments for purposes of leveraging business 

investments,85 PILOT programs with charitable tax-exempt entities remain the exception, not the rule, 

for municipal governments across the US. Available evidence suggests that most communities - even 

those with a substantial nonprofit presence - do not have PILOTs. A concerted effort to collect PILOT 

information indicated 18 states have at least one local PILOT; 17 of those states have a total of 35 cities 

and towns with PILOT programs, while another state (Massachusetts) has over 80 localities with a PILOT 

program.86 Where PILOTs do exist, they generally appear to involve larger nonprofit organizations such 

as hospitals and educational institutions; they do not involve each nonprofit entity present in a given 

community. Communities undertaking PILOT initiatives presumably concentrate their efforts on 

nonprofit entities of considerable size. 

Another central feature of PILOTs is their inherently voluntary nature. Because they reflect a negotiated 

agreement between the nonprofit entity and the local governmental unit (typically a municipality), the 

details associated with each PILOT are idiosyncratic. Underlying rationale or principles underlying the 

                                                           
83 Even in those municipalities that levy sales and use tax, it is likely that nonprofit charitable entities are not 
subject to such tax on their purchases. The municipal sales and use tax alters the composition of the overall local 
tax burden by shifting some of that burden onto consumers and away from residential and business property 
owners. 
84 One of the few comprehensive national surveys of PILOTs was conducted in 1998 and reported in: Pamela 
Leland, “PILOTs: The Large City Experience,” Brody, 193-210. 
85 PILOTs are frequently used as a tool to foster the implementation of economic development incentives. 
Typically, in return for a temporary partial or full property tax exemption (“abatement”), the business making 
investments in real and/or tangible personal property must pay an equivalent of the exempted property tax. 
Typically, the payment is used to pay for infrastructure improvements occurring at the investment site. Another 
example of a PILOT entails payments made by the business to a unit of local government – such as a school district 
– as a reimbursement for the foregone property tax; such arrangements between businesses receiving property 
tax abatements and school districts are common in Ohio.   
86 Kenyon and Langley, 7. 
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PILOT contributions are seldom evident since these contributions are typically the outcome of a 

negotiated process between the locality and the nonprofit entity. Some cities have attempted to attain a 

uniform and rational basis for payment amounts (beyond simply a negotiated amount acceptable to the 

nonprofit institution). In 2009 the mayor of Boston – home to one of the oldest and more thorough 

PILOT programs in the nation - convened a task force to review its PILOT program. Among other items, 

the task force recommended that PILOT payments equal 25 percent of the foregone property tax. This 

level is based on a calculation indicating that approximately 25 percent of the City’s budget is 

attributable to core services such as police, fire and public works.87 Available evidence from a sample of 

cities with PILOTs indicates that most payments are well below 25 of total resources or total budget.88  

PILOTs do not generate large amounts of revenue and do not typically constitute a significant 

percentage share of revenues for the recipient locality.89 Even for those localities with a relatively heavy 

concentration of tax-exempt charitable property, PILOT revenues represent a slender percentage of 

total budgetary resources.  

Other types of revenue-raising devices in response to tax exemptions have been adopted or considered 

in some communities. One method entails grants paid by state governments to reimburse a portion of 

the foregone property tax. Connecticut and Rhode Island are two states with such programs.90 Another 

method involves voluntary direct service contributions by the nonprofit entity to their municipal 

government, sometimes referred to as services in lieu of taxes (or SILOTs). Furthermore, some tax-

exempt entities have made voluntary payments to localities without any PILOT agreement in place. 

Various compulsory approaches have also been considered, and occasionally enacted. Examples include 

tuition taxes, fees assessed against all property owners (including those with tax-exempt property) for 

specific types of public purposes, limitations on the dollar value of property tax exemptions (feasible 

only in those states where such a proposal would be constitutional), and transferring authority for 

granting of property tax exemptions to local government (Virginia is one of the few states to do this). 

To expand our comparative examination of Ohio’s local tax structure as it pertains to nonprofit 

hospitals, we reviewed the tax treatment of such institutions in several American cities. Below is a 

summarization of that review, by city. 

 

 

 

 

 

                                                           
87 Ibid, 29. Relative to most American cities, the 25 percent “core services” figure is somewhat low. This is likely 
due to the inclusion of the Boston school district within the city budget thereby diluting the budgetary share of 
“core” municipal services. 
88 Ibid, 23. 
89 Ibid, 21 and 22. A survey of PILOT payments made to 11 municipalities shows that only 2 of them amounted to 
more than one percent of the municipality’s total budget. Those two communities were of modest size: Bristol, RI 
and Lebanon, NH.  
90 Ibd, 26. 
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Atlanta 

There are 12 private acute care hospitals in the Atlanta, Georgia metropolitan area that receive property 

tax exemption, with a total valuation exceeding $2.6 billion.91 Georgia law does not allow a local income 

tax. The City of Atlanta does impose a 1.0 percent sales tax; but because the tax is levied for sewer and 

water purposes it presumably does not dramatically lessen the city’s dependence on property tax 

revenues (instead, the tax keeps down sewer and water fees). There are no known PILOT agreements in 

place between tax-exempt hospitals and Atlanta-area municipal governments. 

 

Baltimore 

According to published data, Baltimore City foregoes about $70 million in revenue from exemptions 

granted to property used for charitable purposes.92 Property owned by 10 nonprofit hospitals accounts 

for an unidentified portion of this amount.  

As authorized by Maryland law, local income tax is imposed in Maryland’s counties and in the City of 

Baltimore; Baltimore’s tax is levied at a 3.2 percent rate. The local income taxes in Maryland are based 

on (i.e., paid to) the individual’s location of residency.93 Thus, employees that commute from outside 

Baltimore City to jobs at Baltimore hospitals are not subject to Baltimore City income tax. Data is not 

available to indicate the amount of Baltimore income tax from employment at hospitals located within 

its jurisdiction. That said, a comparison of Baltimore income tax collection data with Cleveland data 

suggests that Baltimore’s income tax revenues are substantially weakened by the lack of taxation on 

nonresidents: despite a relatively high rate of 3.2 percent, Baltimore’s income tax produces far less 

revenue per capita ($461) than does Cleveland ($759) which has a tax rate of 2.0 percent.94  

In 2010, Baltimore reached an agreement with higher education institutions and hospitals to receive 

“nonprofit assessment payments” of $20 million over a six-year period.95 Roughly $3.4 million of the 

total $5.2 million in assessments paid in fiscal year 2011 was attributable to the 10 hospitals located in 

Baltimore city. Johns Hopkins Hospital accounted for $1.3 million of this amount (Johns Hopkins 

University made payments in addition to the $1.3 million).  

Boston 

Boston is well-known for its many prominent educational and medical facilities. Accordingly, the city has 

a relatively high concentration of tax-exempt properties. It is the home for 12 private nonprofit 

                                                           
91 The Atlanta Journal-Constitution, Hospital CEO Pay Has Some Ill at Ease, M.B. Pell, July 5, 2011. 
http://www.ajc.com/news/news/local/hospital-ceo-pay-has-some-ill-at-ease/nQwyX/ 
92 Maryland Department of Legislative Services, Office of Policy Analysis, Property Tax Exemptions and Payments in 
Lieu of Taxes in Maryland, January 2014, 7. 
http://dls.state.md.us/data/polanasubare/polanasubare_intmatnpubadm/polanasubare_intmatnpubadm_pre/Pro
perty-Tax-Exemptions-and-PILOT-in-Maryland.pdf 
93Comptroller of Maryland, Spotlight on Maryland Taxes.  
http://taxes.marylandtaxes.com/Individual_Taxes/Individual_Tax_Types/Income_Tax/Tax_Information/Tax_Rates/
Local_and_County_Tax_Rates.shtml 
94 Author’s calculations. Source of Baltimore revenue data: City of Baltimore, Maryland, Fiscal 2015: Summary of 
the Adopted Budget, 86. http://ca.baltimorecity.gov/flexpaper/docs/FY2015%20SOTA%20FINAL.pdf 
95 Maryland Department of Legislative Services, 22.  



41 
 

hospitals, which own tax-exempt properties with a combined value of $5.7 billion. The foregone tax on 

those properties is estimated to be $155 million.96 

The City of Boston has a longstanding PILOT program, involving numerous nonprofit institutions. The 12 

hospital systems located in Boston make PILOT payments. Despite the relatively wide breadth of the 

program, PILOT contributions constitute a modest fraction of the participants’ foregone property tax: in 

FY 2009, hospitals made payments amounting to $4 million, equal to about 4 percent of their exempt 

property tax.97 (Higher education institutions with tax-exempt property contribute a roughly similar 

share of foregone tax through the PILOT program.)    

Minneapolis 

As elsewhere, private nonprofit hospitals located in Minneapolis, Minnesota own properties that are 

exempt from taxation pursuant to state law. Criteria used to determine eligibility for tax exemption 

were changed several years ago. Data on the exempt value of Minnesota hospital properties is not 

generally available. For this reason we rely on 2005 figures issued by the Minnesota Department of 

Health.98 In its report the department indicated Minnesota private nonprofit hospitals were exempted 

from $83 million in property tax. No sub-state detail is provided in the report so no figures were shown 

for Minneapolis City, Hennepin County or the Minneapolis-St. Paul metropolitan area. It is probably 

reasonable to assume that exempt property tax for hospitals in the Minneapolis-St. Paul metropolitan 

area approach or even exceed $40 million per year.  

No PILOTs involving hospitals are known to exist in the Minneapolis metropolitan area. However, an 

existing street lighting and street maintenance assessment was extended to include tax-exempt 

properties in 2011. Detail is not available to show how much of that fee is charged to area hospitals but 

given the aggregate size of the levies, the total amount billed to hospitals is probably below $1 million 

per year. 

Pittsburgh 

Pittsburgh has a relatively high concentration of tax-exempt property: about 40 percent of its land is tax-

exempt. This condition is presumably one of the systemic factors that contributed to the emergence of 

major disagreements between the City of Pittsburgh and some of its private nonprofit institutions over 

tax exemptions. That said, the relationship appears to have greatly improved last year when lawsuits 

between the city and the University of Pittsburgh Medical Center (UPMC) were dropped.  

UPMC receives property tax exemptions on their Pittsburgh properties whose annual value is 

approximately $20 million. A more expansive computation of foregone property tax revenue was 

                                                           
96 FY 2009 data. City of Boston Assessing Department, Exempt Property Analysis: Educational and Medical 
Institutions, Fiscal Year 2009, 9.  http://www.cityofboston.gov/images_documents/ExemptRPT_09_WEB_tcm1-
3932%5B1%5D_tcm3-8885.pdf 
97 Ibid. 
98 Minnesota Department of Health, Minnesota Hospitals: Uncompensated Care, Community Benefits, and Value of 
Tax Exemptions, January 2007, 26. 
http://www.health.state.mn.us/divs/hpsc/hep/publications/costs/uc2007report.pdf 
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recently reported by the Pennsylvania auditor general.99 For Allegheny County (of which Pittsburgh is a 

part), the auditor general reported $76 million in foregone property tax revenue on tax-exempt property 

owned by all private nonprofit hospitals.  

In addition, nonprofit hospitals are not subject to a city-imposed 0.55 percent payroll expense tax. 

However, the City of Pittsburgh does receive revenue from a 3 percent income tax imposed on wages 

paid to hospital employees who are residents of Pittsburgh. Pittsburgh receives no income tax revenue 

from individuals that reside outside Pittsburgh (except for nonresidents of Pennsylvania, who must pay 

tax on income earned in Pittsburgh at a 1 percent rate).  

Nonprofit institutions, including hospitals, contribute to the Pittsburgh Public Service Fund. Because 

monies are placed in a segregated fund used for prescribed purposes, the contributions are not a 

general fund source. The public service fund contributions vary considerably from year to year, although 

the largest contribution year of late was 2006 when revenues amounted to $6 million.  

St. Louis 

The foregone property tax associated with tax-exempt properties of private nonprofit hospitals in the St. 

Louis area has not been fully reported. Accounts do indicate that amount of foregone tax in St. Louis 

County is $20 million (i.e., covering the county’s geographic area other than within the corporate 

boundaries of the city of St. Louis).100 Left unreported is the foregone tax on hospital properties located 

within St. Louis City.  

St. Louis City levies a 1.0% tax on employee compensation earned within the city. Employees of 

nonprofit hospitals are subject to the tax, and the hospitals must withhold such taxes and remit 

payment to the city.  

There is also a tax on the net income of business activity occurring in St. Louis but nonprofit entities are 

exempt from this tax. Furthermore, St. Louis levies a 0.5 percent payroll expense tax measured by the 

earnings paid to employees but paid by the employer (it is not a withholding tax). Nonprofit entities are 

also exempt from this tax. 

There are no known PILOT programs in the St. Louis area. 

Summary 

Especially compared to other US cities, including the sample of cities described above, Ohio’s cities do 

not experience notable fiscal impairment from the presence of nonprofit hospitals with tax-exempt 

property. Particularly because of the labor-intensive nature and relatively high average wages paid by 

hospitals, the income tax imposed on hospital employee salaries provides an immensely viable stream of 

                                                           
99 Pennsylvania Department of Auditor General, A Review of Potential Lost Revenue Due to Property Tax 
Exemptions, December 2014, 7. 
http://www.paauditor.gov/Media/Default/Print/RPT_PropTaxExemptions_12182014_LGW2_Final3.pdf 
100 St. Louis Post-Dispatch, “St. Louis County property tax exemptions worth $20 million,” Jim Doyle, October 23, 
2011.  http://www.stltoday.com/business/local/st-louis-county-property-tax-exemptions-worth-million-to-
hospitals/article_0cf73b1f-edb1-5752-9bfd-d15ec2ea11ea.html 
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revenue for Ohio’s municipal governments that considerably exceeds the amount of foregone property 

tax revenue. If most other US cities had authority to impose a similar local income tax, one could 

presume there would be considerably less advocacy for PILOTs and other alternative revenue-raising 

devices in those cities. 

G. Effects of repealing or reducing the charitable property tax exemption 

In debates about the charitable property tax exemption, concerns about the propriety of the exemption 

largely hinge on the direct public “costs” caused by the exemption, i.e., the foregone local government 

tax revenue. The foregone revenue manifests itself through reduced budgetary resources (presumably 

resulting in reduced public services), or a higher local tax burden, or some combination thereof.  

These debates may not sufficiently recognize the less readily apparent – but no less compelling – costs 

that would result from an altered tax structure in which property used for charitable purposes was 

subject to taxation. Some of those costs would likely be borne in various ways by the local community 

and region. 

How might these costs be felt? We should recognize that all taxes are ultimately paid by people. Even 

those taxes legally imposed on and paid by organizations (for-profit and nonprofit corporations, 

partnerships, etc.) are ultimately borne by individuals. Economists endeavor to analyze not only how 

taxes affect net economic output, but how the tax burdens are allocated throughout the economy. 

Depending on the economic dynamics at hand and other relevant circumstances, a tax increase may 

result in higher prices, or it may cause a decrease in the amount spent on inputs (e.g., labor costs), or – 

in the case of a for-profit business - it may reduce returns to capital (shareholder profits). The manner 

by which the economy responds to a change in tax policy is termed “tax incidence.” In the absence of a 

property tax exemption, Cuyahoga County’s private nonprofit hospital systems would incur additional 

costs approaching $50 million per year. What may be the tax incidence associated with this change? 

A comprehensive consideration of that question is beyond the scope of this paper. Given the complex 

and contingent nature of economic transactions – especially health care economics – any analysis of the 

issue would be challenging. That said, we offer several comments. 

One might initially presume that the tax cost would be recovered through higher charges, allowing some 

of the tax to be “exported” outside the local area via insurance premiums and the out of pocket costs of 

non-local patients. After all, the demand for health care services is typically thought to be relatively 

inelastic in nature, i.e., the consumption of health care services and products is thought not to be 

particularly sensitive to price changes. However, such a view is simplistic and may not adhere to reality. 

A variety of factors would likely inhibit such a cost response. For one thing, the tax would be an 

overhead cost and, at least compared to a direct operating cost, would probably be less amenable for 

cost recovery through pricing adjustments. Furthermore, third-party payers (most notably, insurance 

companies and Medicare) could very well influence how these institutions respond to a tax increase. To 

reiterate, the potential effects of a tax increase on prices are beyond the scope of this report; we simply 

want to give pause to anyone who assumes the tax cost would be fully recovered through increased 

charges.   
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Another potential response to a tax increase involves shifting the impact to the hospital’s purchased 

inputs, i.e., a reduction in expenses. Labor comprises the largest (and presumably most controllable) 

category of input expenses for hospitals. So, there could be a mild reduction in labor costs, either 

through a decline in employment levels (aggregate staffing hours) or wages or a blend of the two. Such a 

response would have an adverse impact on the aggregate income of the local and regional economy.  

A property tax would also potentially suppress future capital investment. The tax would affect decisions 

about real estate acquisitions and improvements. It could cause a deferral in such investments or 

otherwise inhibit the magnitude of these expenditures. This could be expected to decrease the 

economic activity that flows from investment activities, such as construction employment. 

We should also briefly mention the possibility that some, if not all, of the increased tax would at least 

initially be borne by the organization. This change would draw down the organization’s total resources. 

Ultimately, the costs would be borne elsewhere, either through increased prices, reduced input 

expenditures, or a decline in other types of expenditures, perhaps even including those that involve 

financial relief and community benefits.  

Along with the potential negative direct (primary) economic effects of taxing hospital property (e.g., 

reduction in aggregate employee wages, higher insurance premiums borne by local residents), there 

would be negative secondary economic impacts. The effects would percolate in myriad ways through 

the local and regional economy. For instance, hospital employees and/or hospital patients would make 

fewer purchases, due to reduced disposable income. Given the expected multiplier effects, it would not 

be unreasonable to assume that the negative secondary economic ramifications would be roughly as 

large in size as the negative primary economic effects. 

We should also consider wider, unanticipated ramifications of repealing or substantially retracting 

property tax exemptions. One such possibility involves the impact on other nonprofit institutions 

located in the Cleveland area, many of which are relatively capital-intensive. Even if charitable 

institutions or only hospitals were initially singled out for changes in the property tax exemption, other 

local nonprofit institutions would have to question whether they too would likely experience similar 

treatment. This could make them reconsider the scope and nature of future investments. 

To summarize, although the absence of a property tax exemption would generate additional local tax 

revenues, it would come at an undeniable cost. We cannot assume that much of the economic impact of 

the tax would be exported outside of Northeast Ohio. The portion not exported would have negative 

effects for the area. Aggregate health care employee wages could be dampened. Future capital 

investments would likely be at a lower level than expected under current law. Along with their direct 

economic effects, these reductions would also have negative secondary economic effects. And even if 

the tax was not initially borne through price increases or through a reduction in other hospital expenses 

(e.g., decreased labor costs) it would reduce hospital resources thereby decreasing the amount available 

for other forms of spending.  
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H. Conclusion 

The tax exemption for charitable-use property is well-established throughout the US, although there are 

bona fide differences among states in how the exemption is defined. In their efforts to define and apply 

the exemption, states have had to cope with the challenges posed by the changing, ever more complex 

environment in which charitable institutions engage. Although some states have considered and 

occasionally adopted fairly dramatic changes in exemption parameters, most states have retained a 

relatively incremental approach and have not undertaken sweeping changes in their exemption 

standards. For instance, states have generally not adopted strict quantitative tests to define charitable 

ownership and use, and instead rely on legal concepts and qualitative standards developed over time. 

The property tax exemption has served an intrinsic role in the development of the Cleveland area’s 

private nonprofit hospital systems. The institutions have grown over the decades with the 

understanding that as public charities they have certain obligations to their community and, in turn, 

receive various tax considerations – including property tax exemptions – that heighten their ability to 

serve their charitable purpose.  

The charitable character of Cuyahoga County’s private nonprofit hospitals is well borne out by the 

magnitude and scope of the benefits provided to individuals and the public. In this study we have cited 

over $900 million in direct community benefits and financial assistance provided by these institutions. 

Furthermore, research conducted for the Center for Health Affairs shows the tremendous economic 

contributions provided by Northeast Ohio’s hospital systems. They generate $10 billion in income for 

the Northeast Ohio region. These quantified benefits are augmented by a myriad of unquantified public 

benefits. The presence of these institutions provides a stabilizing influence for their communities, in 

adjoining neighborhoods and beyond. The many civic activities of nonprofit hospitals provide a 

tremendously important contribution to overall community health.  

Community well-being also depends on a local government structure able to effectively deliver crucial 

public services. This requires a stream of adequate fiscal resources. Yet the existence of property tax 

exemptions for nonprofit hospitals does not leave the community bereft of local tax revenues. Far from 

it. We have analyzed the direct revenue impact of the property tax exemption in comparison to the local 

income withholding tax revenues the institutions generate for Cuyahoga County municipalities. The 

analysis used a conservative methodology for estimating the amount of generated tax revenues, leaving 

out various additional local tax revenues realized through such factors as secondary economic impacts, 

construction jobs, contract employees, and other local taxes. Even so, the analysis showed that the 

hospital systems generate considerably more local income tax revenue than they forego in property tax 

revenue. Furthermore, using a reasonable method to adduce the hospitals’ hypothetical fair share of the 

cost of core municipal services under a property tax-based local fiscal structure, we found these 

institutions leverage more than enough income tax revenue to cover those costs. That said, there may 

be concerns about a mismatch between the composition of local governments affected by the property 

tax exemption and those localities that receive income tax revenues. However, this is an artifact Ohio’s 

tax structure and an issue within the purview of state policymakers; it is not an issue that can be 

resolved by the nonprofit institutions. 
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Relative to most other communities – more specifically, the great majority of US cities either without a 

local income tax or unable to tax nonresidents – Cuyahoga County’s cities receive substantial financial 

benefits from the income tax revenue produced by the wages paid to hospital employees. These 

institutions tend to be labor-intensive and employ many persons with relatively high incomes, making 

the revenue source all that more valuable. Some US cities have, at times, had strained relationships with 

major local tax-exempt nonprofit institutions stemming from the effort to realize revenues to cover 

costs of services provided to those institutions. Even when those cities’ efforts are successful, the 

payments (such as those from voluntary PILOT programs) represent only a modest fraction of the 

foregone property tax. Ohio’s municipal income tax ensures a much different outcome: it appears that 

very few - if any – US cities are able to generate anything close to the relative level of revenues from 

nonprofit hospitals that Ohio’s cities are able to receive as a result of the tax. 

Assuming a scenario in which property tax exemptions for private nonprofit hospitals no longer existed 

or were otherwise reduced, there would be costs associated with such a change in tax policy. Like any 

organization-level tax (any tax directly imposed on and paid by a business or nonprofit entity), the 

economic burden of the tax ultimately falls on individuals. For instance, the burden of the tax could be 

borne by consumers of health care services, the employees of the hospital systems, or both. Although 

we cannot ascertain exactly how the economic burden would be distributed, without question some of 

the burden would be borne by local residents through direct economic effects (e.g., lower aggregate 

wages for health care employees) and secondary economic effects.  

Finally, we should consider the possibility that imposing a property tax on charitable-purpose property 

will adversely affect the community in less tangible, but no less important, ways. Repeal or 

retrenchment of the property tax exemption could have a chilling effect on other important nonprofit 

institutions located in the Cleveland area. Even if only hospitals were initially singled out for changes in 

the property tax exemption, other local nonprofit institutions would have to question whether they too 

would likely experience similar treatment. This could make them reconsider the scope and nature of 

future investments.  

 

 

   

 

 


