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Introduction

“Hospitals do more to assist the poor, sick, elderly and infirmed than any other entity in the health care sector. … Quite simply, America’s hospitals are the backbone of the communities they serve. And they are effective in this role for one key reason: they are free to tailor their services to the unique needs of their communities.”

· Kevin Lofton, chairman-elect of the American Hospital Association (AHA) 
Board of Trustees, 2006

Hospitals and health facilities in Michigan are, by definition, community hospitals. They are governed by community leaders and may have community advisory boards, they are funded by community donors and philanthropic organizations, they have community volunteers helping staff areas, they employ community residents, and they enjoy the privilege of non-profit status in exchange for the charity care they provide.

Communities benefit from hospitals and health facilities because they provide essential services that enhance, sustain, and save life. Hospitals and health facilities also provide support by providing health education, disease prevention education, and health promotion programs; they sponsor cause-related activities; they provide in-kind services like facility space and refreshment for community organizations; they support causes like the local chapters of the American Heart and Cancer associations and community Meals on Wheels programs, and their staffs provide volunteers for community activities and causes in the community.

The definition of “community benefit” as it applies to the value provided by hospitals to communities, in addition to the reimbursement they receive for their services, varies widely but is a critical factor of their non-profit status. The premise of this paper is the expectation that hospitals and health services engage in community service as a condition of their non-profit status, in addition to their mission commitments, and that this community benefit is properly audited.

Most hospitals choose to serve communities based on human need and want. Sometimes decisions are based on the need in medical underserved areas. In most cases, decisions are made to locate health services where resources are more abundant and risk to the institution’s ability to survive and thrive not as great. This is not to imply that hospitals deny care or avoid populations – although some may strategically avoid medically underserved areas where high percentages of uninsured and underinsured people may tax their fiscal condition. 
The closings of Mercy Detroit Hospital and of St. John Riverview within the past 10 years are examples of sponsor organizations not being able to sustain the losses at these locations due to a high percentage of Medicaid, Medicare and uninsured business. As communities evolve, once affluent areas may become impoverished and cause a hospital or health service to adjust its business model or relocate.
There is a symbiotic relationship between a community and its health resources. In the best of circumstances there is some kind of established relationship and possibly an advisory process. But there is often disengagement and conflict when a hospital or health service is destined for closure. Communities feel abandoned or ignored, while a health institution may hold to its freedom to locate wherever it chooses to.
The purpose of this paper is to explore the nature of this relationship and provide opportunities to prevent hospital/health service closures, where possible, and lessen the negative impact on community health when a facility decides to close. The intention is not to dictate business objectives, but to establish the implied social responsibility of a health institution to a community it purports to serve. There is also a responsibility for the community to support the health care organization and for an ongoing dialogue to be established between the health system and the community long before the health system needs to consider closure of services.
Following this analysis will be recommendations that governmental, civic, and faith-based organizations may choose to follow in an effort to ensure the commitment of hospitals and health facilities to the communities they serve, and to properly define and audit community benefit in exchange of the institution’s non-profit status.

Implications of Non-Profit Status on Hospital Closures
 
Tax-Exempt Hospitals – Favored Tax Status and Expectation of Public Benefit 
 
While current tax policy lacks specific criteria with respect to tax exemptions for charitable entities and detail on how that tax exemption is conferred, it is reasonable to hold nonprofit hospitals accountable for providing services and benefits to the public commensurate with their favored tax status.  
 
Hospitals in Michigan are typically classified as 501(c)(3) charitable organizations and thereby are exempt from Federal income tax.  In Michigan, these organizations are also exempt from state and local income taxes.  Property owned by these organizations is exempt from local property tax.  Such organizations receive the additional benefits of being able to issue tax-exempt bonds and receive contributions that are deductible by donors for tax purposes.
 
Given this favored tax status, it is reasonable for communities, in which not for profit hospitals operate, to expect basic levels of service and accountability, including:
· Organizational missions and operational policies that provide for the ongoing health care for people in the communities served;
· Transparency and accountability of hospital governance and activities that impact the community;
· Understanding of the health care needs of the communities served with particular emphasis on vulnerable populations; and
· Involvement of and communication with the community when hospital closings or reductions in services are considered.
 
Not for profit hospitals should ensure that in exchange for the tax breaks received, basic levels of service and accountability are provided. The IRS Form 990, filed annually by non-profit organizations, contains a “community benefit schedule,” which is one element communities may use to assess the institution’s social responsibility. 
 
Effects of Hospital Closings or Reductions in Services
 
The loss of a hospital is devastating to a local community.  Not only does it mean the loss of good jobs, it can also seriously jeopardize the health of local residents.  A hospital closure can be particularly disastrous for a rural area, since it may be the only accessible site for emergency and routine medical services within a several-hour drive.  Rural or urban, a hospital closure hits certain populations particularly hard – specifically, the elderly, chronically ill, and uninsured, who rely on hospitals for both emergency care and specialized medical services such as radiology examinations or dialysis.
 
In addition to full hospital closures, reduction or elimination of services (where a hospital closes only certain clinics or stops providing certain services) also has a devastating effect on patients who need those services.
Community Benefit

Health systems have devised a methodology through which they define their “community benefit” contribution in exchange for their non-profit status. The Catholic Health Association (CHA) defines community benefits as programs or activities that provide treatment and/or promote health and healing as a response to community needs; they are not provided for marketing purposes. Computer programs such as Lyon Software’s Community Inventory for Social Accountability are used to compute the financial value of community benefit. 

Specific examples of community benefit activities include:

· Generates a low or negative financial return;

· Responds to needs of special populations such as persons living in poverty and other disenfranchised persons;

· Supplies services or programs that would likely be discontinued – or would need to be provided by another not-for-profit or government provider – if the decision was made on a purely financial basis;

· Responds to public health needs;

· Involves education or research that improves overall community need.

The CHA further designates unbilled community services in six categories:

· Community health improvement services;

· Health professions education;

· Subsidized health services; 

· Research;

· Cash and in-kind contributions;

· Community-building activities.

The CHA also looks at strictly financial categories:

· Traditional charity care;

· Indigent care fund;

· Medicaid and county welfare programs;

· Unbilled community services.

The American Hospital Association (AHA) in 2006 established a standardized public reporting of community benefit, as an attachment to the IRS Form 990, using the Catholic Health Association model. Specifically, the AHA calculates the community benefit through the direct and indirect costs of subsidized health care services, charity care, bad debt, and the unpaid costs of government-sponsored health care, including Medicaid, Medicare, and public and/or indigent care programs.
Michigan Capital Healthcare acquisition bid

In the mid-1990s, Columbia/HCA made a bid to acquire Michigan Capitol Healthcare, a system of hospitals in the Lansing area. While there was no immediate announcement of hospital closures, community advocates feared the loss of community benefit if the for profit Columbia/HCA were to take over. The bid became a controversial test case for then Michigan Attorney General Frank Kelley, who challenged the deal in court arguing  that Michigan Capital had no legal right to sell its assets to a for-profit corporation.

According to newspaper accounts, in his request for documents regarding the merger, Kelley inquired about options for Michigan Capital to join another health care organization, what voice the community would have in the venture, and what protection there was against Columbia closing the hospital. A judge ruled that the joint venture was an illegal commingling of charitable assets and for-profit holdings, and upheld the State Attorney General’s role in monitoring the merger.

 
 Closure Process
 
Hospitals and health facilities need to adhere to their community responsibilities as non-profit organizations. While facility closure may be a prudent business decision, implications on community health and well-being need to factor into the decision and the process.
 
Massachusetts Statute
 
Massachusetts established a two-part process for a health system to follow in a closure of a hospital or health system:
 
· Hospitals must inform the department 90 days prior to the closing of the hospital or the discontinuance of any essential health service provided. The Massachusetts Department of Public Health (MDPH) will define, through regulation, “essential health service.” The department shall, in the event that a hospital proposes to discontinue an essential health service or services, determine whether any such discontinued services are necessary for preserving access and health status in the hospital’s service area, require hospitals to submit a plan for assuring access to such necessary services following the hospital’s closure of the service, and assure continuing access to such services in the event that the department determines that their closure will significantly reduce access to necessary services. 
 

· The MDPH will conduct a public hearing prior to a determination on the closure of essential services or of the hospital. No original license will be granted to establish or maintain an acute-care hospital, unless the applicant submits a plan, to be approved by the MDPH, for the provision of community benefits, including the identification and provision of essential health services. In approving the plan, the department may take into account the applicant’s existing commitment to primary and preventive health care services and community contributions as well as the primary and preventive health care services and community contributions of the predecessor hospital. The MDPH may waive this requirement, in whole or in part, at the request of the applicant which has provided or at the time the application is filed, is providing, substantial primary and preventive health care services and community contributions in its service area.
 
New Jersey Hospital Association Closure Report

The New Jersey Hospital Association offers a model for hospital closures in the interest of providers. Hospitals in New Jersey must receive approval from the state Department of Human Services through the Certificate of Need process. Some recommendations are worthy of consideration:

· Assess the future health care needs of the community and prepare to play a role in those needs before implementing a hospital or health facility closure.

· Communicate with various constituencies in the communities served – whether or not they are current patients. These constituencies include patients, physicians, regulatory agencies, health care providers, community leaders, clergy, local politicians, human service organizations, community health advocates, and public health organizations, among others.

· Creation of an advisory committee that ensures continuity and inclusive representation during the closure process.

· Ensure access to essential health services following a proposed closure, though either alternative services provided by the closing facility at another location, establishment of a new facility, or through a community collaboration. Maintain current staff until closure and verify available inpatient capacity at other hospitals.

· Make a genuine effort to retain, transition, or transfer hospital or health service workforce.

In Michigan, there is no formal voluntary process adhered to within the Michigan Health and Hospital Association. Catholic Health Association-affiliated health systems follow principles of discernment when arriving at critical decisions affecting communities served, but don’t have a protocol accepted by association members.

The Michigan Attorney General, in 1996, issued an opinion in opposition to the transition of Ingham Medical Center from non-profit to for-profit ownership by Columbia HCA, a national hospital corporation. While the conversion did not occur, it raised the possibility that some Michigan hospitals could remain in their communities but operate under for-profit procedures, which would mean less responsibility to the community good. While not the same as a hospital closure, implications of community well-being must be considered in these circumstances as well.
The Jewish Fund of Metropolitan Detroit

When the Detroit Medical Center acquired Sinai Hospital in Northwest Detroit in 1997, there was less of an issue regarding loss of essential services, given that the full-service Grace Hospital was a short distance away. However, as a community institution, Sinai Hospital contributed significantly through philanthropy, community service, and some unique health programs. 
The establishment of the Jewish Fund and a collaboration between the human services of the Jewish Federation and the Detroit Medical Center’s programs, are examples of opportunities health systems may undertake when a hospital institution is closed. It is an example of the philosophy that the health system remains committed to the well-being of the community in the absence of the physical plant. As noted previously, this was not a case of the Detroit Medical Center leaving Northwest Detroit, but of properly transferring the institution’s assets for community benefit.
Sinai Hospital’s establishment in 1953 was the realization of a dream for Detroit’s Jewish community. Its sale was not the end of the dream, but its transformation into another community-benefit institution, The Jewish Fund, uniquely designed to perpetuate and proliferate the Sinai dream through stewardship and innovation.

To assure that the sale proceeds from Sinai Hospital would be used to benefit the community, the Sinai Board of Trustees partnered with the Jewish Federation of Metropolitan Detroit to establish The Jewish Fund. The Detroit Jewish community had the vision to create a lasting asset that would serve the community in perpetuity.

In recognition of Sinai’s location in Detroit and its diverse patient population and staff, the Jewish Fund was created as a resource for the entire community, furthering positive relations between the Jewish community and the City of Detroit, and supporting vulnerable members of the Jewish community. Members of the Sinai Hospital and Sinai Health Care Foundation were invited to join The Jewish Fund Board, along with other leaders in the Jewish and broader communities.
While such foundations take on institutional lives of their own and aren’t tied to specific communities, The Jewish Fund distributes about 25 percent of its funds to health services and causes in the Detroit area. 
Post-Closure
A leadership group should be established representing public/community health officials, medical/health systems association leaders, organizational health providers, individual practitioners, community advocates, elected officials, and other stakeholders in the geographic and cultural communities affected by the hospital vacancy. This need may be met with existing organizations in the community or at the state level. There may be a designated medically underserved area, or there may be a need to determine the service area most affected by the absence of the facility. Perhaps the area isn’t a defined area and needs definition. Likewise, there may be more than one distinct constituency served by the institution – defined by race, ethnicity, or other criteria. Inclusion is essential to ensure comprehensive resolution.
“Ensuring Essential Health Services on Detroit’s Near East Side” provides a model for post-closure services recovery. Under the auspices of the Primary Care Network Council, operating through the Detroit Wayne County Health Authority, an East Side Planning Team was established, co-chaired by the executive director of a free health clinic and a private physician and medical school official. The planning team was comprised of more than 20 organizations serving the Near East Side.
The Near East Side is designated as a medically underserved area, with a defined shortage of health care services and significant health disparities. The Planning Team established a goal and set of principles:

Goal

Establish a network of primary care services resulting in a medical home for all residents of the near east side of Detroit.

Principles

· To the degree necessary, conduct a thorough health assessment;

· Ensure that the needs and preferences of patients/community residents are foremost in planning and delivering services;

· Provide access to a full continuum of comprehensive preventive and health care services;

· Develop new primary care capacity that improves access for low-income residents, especially those who are uninsured;

· Better coordinate and strengthen existing health care providers with a focus on health care safety net needs;

· Link urgent care and emergency services with primary care to change long-standing utilization patterns, and promote efficient and effective care for chronic disease to reduce need for urgent care.
· Embrace, promote, and implement the medical home concept in primary care settings – health centers as well as physician practices – ensuring a continuum of services, an effective chronic care model, and integration of a disease prevention/health promotion model;

· Recognize and, to the extent possible, address the social determinants of health in the designated community;

· Monitor and report quality/access outcomes;

· Promote cost-effective/resource management discipline, including diagnostic technology;

· Meet regularly, utilize sub-committees and topical experts to expedite fact-finding and decision-making;

· Inclusive participation should expedite community awareness, consensus.

Other considerations

· What are the demographics of the area?
· What is the health status of the area?
· What are the primary care demand estimates? What is the current primary care delivery capacity? What is the gap represented by community need?
· What disease prevention and health promotion services are provided? What is their effectiveness? What is the need specific to this community?
· What chronic disease services are provided? To what extent are chronic care cases being seen in emergency departments rather than being managed in the community? What opportunities are there to expand access to medical care for chronic disease case – and to administer community education programs to prevent acute conditions?
The outcome is likely to be a recommendation to strengthen the existing model and build new capacity where needed. Strengthening opportunities include:

· Effectively use service delivery capacity of existing safety net providers;
· Strengthen safety net providers’ ability to serve as medical homes
Recommendations

Pre-closure

In a volatile economic period, it’s important that communities remain as close to its institutions as possible so that changes in service provision are anticipated whenever possible. The goal is to keep existing organizations strong and improving before the issue of closure needs to be dealt with.
· Engage health systems and public health authorities in an organized fashion – not as adversaries but in the spirit of corporate citizenship. A diverse group of constituent representatives focused on community health care is an effective tool for achieving grassroots-based community health improvement. Also, a non-threatening environment may be more likely to draw institutional representatives, and ultimately create a more conducive environment for transitioning services;

· Create an incentive-oriented scenario to encourage health systems to be more proactive in their facility planning process;

· Advocate with the Michigan Health and Hospital Association to include a hospital closure protocol as part of its internal accreditation process;

· Reward institutions that demonstrate strong civic responsibility in how it administers health services, specifically its commitment to the community as defined by its community benefit reporting and willingness to serve the underserved population. 

· Hospitals should establish formal working relationships with federally qualified health centers and other medical practices to ensure a medical home for community residents.

· Establish a referral protocol to move primary care and chronic care patients who go to a hospital emergency department to medical homes. This is not only a more appropriate setting for care, but it will also save the hospital the cost of caring for an uninsured or underinsured patient.
Closure

Active, direct community involvement and communication must be the foundation of a transition of essential community health assets from the closure of a hospital or health facility. This principle is based on the following premises:

· The Right to Participate – Individuals and communities have a right to participate directly, and not just through elected representatives, in the decisions that affect their health and well-being;
· Accountability – Direct civic involvement makes public entities accountable, strengthens democracy and produces better decisions about public health and safety; and
· Direct Grassroots Involvement – People directly affected by decisions such as hospital closures must be involved and able to participate directly, not just advocates speaking on behalf of those affected.
Given the significant impact of hospital closings or reductions in essential health services on the community and the expectation of public benefit, transparency and accountability from nonprofit hospitals due to their favored tax status, the following community involvement and communication should be expected at a minimum:
A public hearing, supervised by the local public health authority, should be held in the service area affected by the closure. It’s recognized that there is no legal obligation to maintain a private hospital whether for profit or not for profit. This would be a courtesy of the institution. During this hearing, the health system would present its reasons for closure or reduction of services as well as its plan for ensuring continued access to the services being lost.  The hearing should give members of the community an opportunity to testify about the impacts of the closure and to challenge the hospital’s stated reasons for needing to close or eliminate services. A subsequent meeting should be scheduled within a reasonable period to allow community health advocates an opportunity to respond.

· A determination of necessary or essential health services will be conducted by the Michigan Department of Community Health. The Michigan Department of Community Health, through a separate process, will determine the definition of essential services. The impact of the closure on those services should be clearly stated for reference in the transitional plan.

· The hospital will prepare a written transition plan detailing how continued access to necessary and essential services following closure will be provided, taking into account the potential collaboration of other health services in the community.
· The plan will be presented to the community for feedback, which the MDCH will consider in reviewing the plan. Health systems may be required to submit modifications to the plan.
Due to reductions or shifts in population, changes in preference by community members as to where they obtain their medical care, efficiencies of scale to provide cost effective access to expensive new technology to all community residents, and for other reasons, hospital closings or reductions in services at certain hospital locations may be appropriate.  However, community involvement and communication with the community as outlined should be required at a minimum.  
In addition, it is critical that continued access to necessary and essential services is maintained.  It is reasonable to hold the hospital and appropriate governmental agencies responsible for the maintenance of these services.  Such services may be reasonably provided by other health care providers in the area or there may be a need for the continuation of essential services at or near the hospital location by the health system involved.  Consideration must also be given to the need to increase the capacity at and transportation to alternative health providers.

Proposed Closure Process:
This is a general overview of the steps proposed for hospital/health facility closure and regulations relating to Essential Services and Hospital Closure:

1. Hospital notifies Michigan Department of Community Health (MDCH) in writing of plans to close any essential service as defined by the MDCH provided by the hospital 90 days before the planned closure.

a. The notice must include a variety of information about the service, including current utilization rates, anticipated impact of closure, date set for closure, and a list of health care coalitions and community groups known to the hospital.

b. The hospital must also send a copy of the notice to any existing coalitions and health advocacy groups.
2. A hospital planning to transfer licensed beds from the closed facility to a new or alternate hospital should post a bond or deposit with the state, by terms of the Certificate of Need (CON) law. If the state determines that the hospital has not ensured necessary services, the deposit could be retained by the state and/or the CON could be revoked.

3. MDCH schedules a public hearing to be held in the hospital’s service area at least 60 days prior to the proposed closure date.
4. MDCH publishes notice in local newspapers and electronic media at least 21 days prior to the hearing.
5. Public Hearing is held: Hospital describes services to be closed and plans for alternate access to those services. Members of the public can present testimony and comments.
6. MDCH determines within 15 days of the hearing whether the services to be closed are necessary for preserving access and health status in the hospital’s service area.
7. If the services are deemed necessary, the hospital submits a plan within 15 days for ensuring continued access to the necessary services following closure.
8. MDCH reviews the plan within 10 days and sends the hospital written approval or written comments. The hospital responds to any comments.
9. If MDCH finds that the hospital’s plan is inadequate in providing continued access to essential services, MDCH can recommend a community commission to develop a health and human services continuity plan.
10. Post-closure report: The MDCH prepares a “post-closure” report within one year that evaluates whether access has been preserved.
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