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Nonprofit Property
Tax Exemptions

Continued: Hospitals

Zoey Howe, Legislative Anal Division
al Research Division

These 5 Exemptions Account for Over
$1.7 Billion in Foregone Local Revenue

« All exclusions= $2.1 Billion in foregone local revenue each year

Estimated Number of Counties
Local Revenue Loss with
Exempt Property

Property Tax
Exclusion or Exemption

Governmental $1.1B 100
Religious $255M 100
Educational (not governmental) $180M 89
Nonprofit Hospital Property $130M 75
Charitable-Nonprofit LD)N & Moderate Income $60M 82
Housing
Total of these 5 Exclusions or Exemptions $1.7B

Source: NC Dept. of Revenue

Types of Hospitals

- For-profit: Pay property taxes like any other corporation.
Ex: HCA Healthcare

- Nonprofit: Can apply for property tax exemptions on
property they use for their charitable purpose.
Ex: Novant Health, Duke Health, Cone Health

- Hospital Authorities: Government entities originally
created to serve the poor. As units of government, any real
and personal property they own is exempt from taxation, and
they do not need to apply for exemptions.

Ex: Atrium Health (The Charlotte-Mecklenburg Hospital
Authority)

Definitions and Examples from: "Atrium. Novant, othe jital systems get millions in prop: " by
Charlotte Ledger, April 3, 2023
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- Federal & state income tax

exemption
Tax Benefits - Sales tax refund
- Property tax exemption
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Income Tax Exemption

IRS Requirements Community Benefit
Standard Factors
General 501(c)(3) requirements * Open emergency room

+ + Community board
501(r)(1) requirements

- Open medical staff policy

L

Community benefit standard | [l Care for all/ability to pay

= federal income tax exemption | + Surplus funds/patient care &
facilities improvements
b~

- Financial assistance

Sales Tax Refund




State & Local Sales Tax Refund
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Nonprofits may apply for a refund Refunds not allowed on purchases
for taxes paid on: of:
« Direct and indirect purchases of ‘Electricity

items for carrying on the work of Telecommunications

-Ancillary service

the entity. !
. -Piped natural gas
« Includes indirect purchases of Video programming
building materials, fixtures, and Prepaid meal plans

equipment that become part of

any building owned or leased by AW S (2 5 h
el I
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S
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State & Local Sales Tax Refund
Maximum State Refund
8 Per Year/Per Entity
’ $31,700,000
Maximum Local Refund
Per Year/Per Entity
$13,300,000
8
Annual Sales Tax Refund Caps are on a Per
Nonprofit Entity Basis Under Current Law
$45,000,000
$40,000,000 )
$35,000,000 -
Sales T $30,000,000 - Total
Refund. $25,000,000 | Maximum
A“:;;‘"‘ $20,000,000 | — Rﬁfzzsi,ler
$15,000,000 | State $31.7M Cl;j;t:ﬁF
$10,000,000 -
$5,000,000 _J
50
Annual Nonprofit Sales Tax Refund Caps
Source: N.C.G.S. 105-164.14; 105-467
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Most Hospitals in the State are Nonprofits—Making
them Eligible for Both Property and Sales Tax Relief

Total # Licensed Nm;g;()ﬁt
Hospitals in .
NC=119
Private
iI:f&:;?ﬂ I:toizi 25% Government
3% e
(]

Source: NC DHHS, NC Sec. of State; as of Dec. 2025
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Percentage of Sales Tax Refunds Issued by Type of Nonprofi

FY25 —Charitable and

90% Total=  other institution;
o, 0, 80% $400m
s0% 8% 750, 78% o
~—Churches and
70% 1% other religious
P t 5 instituti
ercfen o (or $280M)  Imstitutions
State & —Educ-Collegiate
Local 50% institutions
Sales
Tax 40%
Refunds —Educ-Elementary
Issued 30% secondary
toNPOs _ 14% institutions
20% (or $56M)
o \/\JW —Hospitals and
- — medical
0% —
® Y S A» A K3 90 P 9 — Reti
s & % a o a4 & " o etirement/
o BN B\ 9 o> o> 9> oS> oS convalescent
Source: NC Dept. of Revenue. Fiscal Year facilities ] |

Note-only includes refunds >$100k.
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Local Govt’s Forego Nearly $100 Million Annually Due to
Nonprofit Hospital Sales Tax Refunds

$400
Total=
$350 $336M
Total=
$300

Foregone $250 Total=
Sales Tax
Revenue $200 -
($in
millions) g;50 |

BLocal

B State

$100 -
$50
$0 -
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Source: NC Dept. of Revenue, Fiscal Year 14

Note-only includes refunds >$100k.
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[Most NPO Hospitals Receive Sales Tax Refunds of $5 Million or Lesd

80 - -
[=Total Refunds <§5m [=Total Refunds>$5m Total=
68 75 hosps.

70 A

66
64 64
s 60 62 62 62

Number of
NPO 50

Hospitals
Claiming 40 -
Sales Tax
Refund 3¢ |

\ N 5
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Source: NC Dept. of Revenue. Fiscal Year 1
Note-only includes refunds >$100k.
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But Refunds of $5 Million+ Make up the Majority of the
Amounts Refunded to Hospitals

100 4 M=Refunds <$5m [Hl=Refunds>$5m Total=
90 $86 $86  g97m

80 $76
Total Amt. 7¢ 1 $68
of Local
Sales Tax 60
Refunds
Issued
$in 40 4

millions)
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Source: NC Dept. of Revenue. Fiscal Year 14

Note-only includes refunds >$100k.
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13 Hospitals Receive More than % of All Local Sales Tax Refunds Issued

[l=Refunds <$5m [[=Refunds>$5m Total=
75 hosps|
Number of 62
NPO 60
Hospitals
Claiming 40

Sales Tax 29
Refund
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Property Tax
Exemption
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Nonprofit Hospitals Account for 6% of the Total
Value of Property Excluded from Local Tax

Total Value of et es, Nonprofit
All Property Governmental, X Hospital,
Excluded 51% 6%

From Tax =
~$220 Billion

Low &

Moderate
Income

Housing, 3%

Source: NC Dept. of Revenue
Note: Does not include deferral programs.
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Values of Nonprofit Hospital Property Excluded from
Local Tax Base Continue to Increase
$16 |

14B
$14 $

$12 |
$10B

NPO $10 - $9B

Hospital $8B

Property  $8 |- \ ’
Valuations

Excluded

from hax $4B (40%)
Billions)  $4 [ Increase

$2 -

$0
201538 501637 1138 01819 11090 0023 [ (919%  90 B 03 2h (9438

Source: NC Dept. of Revenue Fiscal Year
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Each County’s Value of Tax-Exempt Property Due
to the Hospital Exemption Varies Widely

FY2024-25 Property Values -

Forsyth Co. Excluded ($ in Billions) $- $3-(3 - . Wake Co.
Guilford Co. $1.2B
$1.8B -
$1.2B
Burke Co. /
$200M ‘\
—
\ Pitt Co.
$1.2B
Total Hospital MeCkée[)nb“rg
Property Values $3 ()‘B _«New Hanover Co.
Excluded from Tax : y $680M

=$13.7B

Source: NC Dept. of Revenue
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The Hospital Property Tax Exemption Results in Local
Governments Foregoing Nearly $130 Million Each Year

$140
$ 128 M
$120
Estimated .
Annual $100 - §80M $94M
Local
Revenue s80 | > O
Loss
($in
Millions) ~ $60
$40
$20
$0
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Source: NC Dept. of Revenue Fiscal Year
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Annual Local Gov’t. Revenue Losses Due to the Nonprofit
Hospital Exemption Vary Considerably by County

Guilford Co. Pitt Co.

FY 2024-25 $15M $10M
Est’d Total Local
Revenue Loss =

~$130M ,-

Buncombe Co.

250K Mecklenbiirg Co.
$22M Hoke Co.
$2M
Cumberland Co.
$4M

Estd Foregone Local Revenue ($ in millions)

Source: NC Dept. of Revenue
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Property Tax Exemption QL r—

Statutory Requi ts (Wi J
atutory nequirements &m ___!ﬁlzi

~

Ownership 4  Use = Exemption

Charitable
Hospital
Purposes
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Property Tax Exemption
/ Ownership\ / Use \ / Charitable \

N —p— - Actually and Hospital Pur ose
personal Exclusively used . Beneﬁts h umanity
property for or a significant

« Held for or + Charitable segment_t;f
owned by oy ‘ . community

+ Ahospital purposes ll }’E}:: fi:; ﬁ}ﬁiﬁ t:se
organized and * *Exception for patiints whog

3 *
operatefc:ltas a... partial use can pay for
nonprofit ... services doesn't
mth%ut profit to defeat the
members

\ / \\ j exemption

23
Charitable
Hospital Purpose
Ancillary Charitable
Functions Care
24

02/16/2026




Caselaw

Outpatient Surgical Center

In re. Found. Health Sys. Corp., 96 N.C. App 571 (1989)

- Issue: Is an outpatient surgical

center a “hospital” and did it
meet “charitable” standard,
despite charging patients for
care provided?

- Yes. Hospital: “[a]n institution

for the. . . care of
sick, wounded, infirm, or aged
persons..."

[=]

T

Hospital Day Care Center

In re Moses H. Cone Mem. Hosp., 113 N.C. App 562 (1994)

- Issue: Does onsite childcare for

hospital employees only qualify
for exemption?

« Yes. It’s "reasonably necessary

to accomplish efficient
administration of the hospital.”

h -
=43
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What about . . .

- Parking facilities

- Administrative buildings

- Wellness centers

- Educational & training facilities

-Research facilities

- Warehouses

- Physician/nurse housing

g
H
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26

What about . . .

- Offsite medical office buildings

- Property leased to private
physicians or operated by
separate for-profit affiliates,
such as imaging centers or
labs operated under profit-
sharing arrangements

- On-site pharmacies owned by

a third party

- Retail gift shops and cafes

suorounq
Lreqrouy

27
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Other States

- Exclude separate medical office buildings from the
exemption, even if owned by the hospital. (Ex:
‘Wisconsin)

- Exclude retail or commercial leased space on
hospital grounds (Ex: Wisconsin, Michigan)

suoouny
Axeqrouy

- Exclude buildings held for investment or unrelated
to patient care or training, such as administrative
buildings (Ex: Georgia)

- Exclude areas used as employee or administrative
recreational spaces (Ex: Minnesota).
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Charitable Hospital Purpose

+ A “hospital purpose” that has humane and philanthropic
objectives
+ What is a “hospital purpose”?

a
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g
:
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- A “hospital activity” that benefits humanity or a significant
segment of the community without expectation of pecuniary
profit or reward

- Should only the portion of property engaging in this type of hospital activity
receive exemption, i.e., not retail shops or for-profit doctor’s
offices/labs/pharmacies? How distinguishable from for-profit hospitals that also
provide charitable care?

- The fact that a qualifying hospital charges patients who are able
to pay does not defeat exemption.
- Who qualifies as a “patient able to pay”?
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Other States

- Limit exemption amount to amount spent on
community benefit. (Ex: Utah & Illinois)
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- Require a minimum community benefit spending
floor. (Ex: Oregon)

- Require an increase of total dollars spent on i
community benefits by at least 1% every year. (Ex: i
Connecticut)

- Require documentation describing community
building activity and amount spent. (Ex: Maryland & \

New York) \!\

- Require nonprofit hospitals to pay a community IS
service contribution to local governments. (Ex:
New dJersey)

30

02/16/2026

10



Zoom In: Texas

* 4% of the hospital's net patient
revenus

+ 100% of the hospital’s tax-exempt
benefits

+ Combined amount equal to atleast
5% of the hospital's net patient
revenue, if charity care 13 at least
4% of ret patient revenue

Be designated as a
Disproportionate Share
Hospital under the state

Medicaid program.

Hospitals must meet at least one of the following requirements:

Operate in a county w/ a
populaticon under 58,000
and which has been
designated as a health
care professionals
shortage area

Provide medical care to
patients regardless of the
ability to pay
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Policy Considerations

* Low-income housing
« Increased availability of long-term, affordable

Step 1 rental housing

« Statute lacks definitions, has not been substantially
updated in over 20 years, and provides no
accountability measures.

Ste 2 + Caselaw has muddied the waters and created

p potential for “abuse.”
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Policy Considerations

* Nonprofit hospitals
+ A certain level of free, no-cost care? Other
S 1 community benefits? Additional ancillary functions?
tep Monitor the use of the exemption?

/

+ Statute has not been modified since 1973 enactment.
+ No minimum level of “charitable care” required.
Step 2 + No verification or accountability measures.

33
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Policy Considerations

Should the exemption be limited to the portion of
#1 hospital property that provides inpatient care?

Should there be a minimum standard of “charitable
#2 care” or other “community benefit” provided?

Should the amount of the exemption be tied to the
#3 amount of charitable care provided?

H4 documentation of their charitable care and/or
community benefit?

Should nonprofit hospitals be required to provide ‘

34

Policy Considerations

Should state/local governments monitor the use of the
#5 exemption through data collection?

J

Information that could be collected:

Property Tax Sales Tax

* Name of the hospital or * Name of hospitals and/or
organization receiving umbrella organizations
benefits receiving funds

» List and value of each * Local governments foregoing
parcel sales tax revenues

» Other hospital parcels * Amount of the statutory cap
receiving similar treatment issued (state and local tax)

under a different exemption
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Questions?

36
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