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(Abstract)

The Effects of Independent External Financial Audit on

Uncompensated Care Provision

$ok T

Seungmin Oh*, Jinhyung Lee

*Korea Institutes of Public Finance, **Sungkyunkwan University

1) Purpose: The goal of this study is to examine the association between independent external financial audits and
uncompensated care, Not—for—profit hospitals are required to provide uncompensated care in return for tax exemption.
These tax exemption benefits are applied to all activities that contribute to the enhancement of uncompensated care.
However, some researchers argue not—for—profit hospitals do not provide uncompensated care as expected by their
tax exemption. Thus, this paper examines whether independent external financial audits can help the not—for—profit
hospitals to function as designed and ultimately for meeting the objectives of the not—for—profit organization, which are
the clearest examples of charitable activities performed by not—for—profit hospitals.

2) Methodology: Panel data analysis was utilized with fixed effect using California hospital financial data from
2002 to 2011,

3) Findings: We found that hospitals receiving independent external financial audits provide more
uncompensated care than their counterparts which do not receive audits.

4) Practical Implications: Not—for—profit hospitals provide uncompensated care to people in welfare blind spots.
Therefore, they fulfill what governments cannot afford, and play a social role as a ‘nonprofit organization with
independent external financial audits.

Key words : uncompensated care, independentexternalfinancialaudit, community benefits, tax—exemption,
not—for—profithospital
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Q2UIX| HR(Rural area) HIZ 16.33%

False e
The M %
158 59.4 157 32.2 544 27
108 40.6 331 67.8 1496 73
266 13 488 24 2040 100
190.5 226.9 2585
1.08 0.98 1.12
- 17.42% 11.12%
= 47.34% 21.62%

3) ol& £0] 1. 2002 1€ 1¢~20024 6¢ 30 / 2. 20029 7¥ 194~2003¢ 12¢€314e} o] H o 9}

-, 29 A=E 183/543

O] v &2 Yro] AR 19 dske] 20028 1€919~2002¢129314, 200381 €1U~2003d12¥€31U =2 %%o} ‘:]'
4) Y "lo|gl= Institutional Review BoardE WS B @7} §it}, http://irb. or kr/Home/html/menu05/target. aspx
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<Jg 1> H|Ge| el O HEARIZE(Uncompensated care) 9L T
(Yearly average of non-profit hospital’s uncompensated care)

s,
R/,

2002 2003 2004 2005

veivie Charity care

2006 2007 2008

002 2010 2011

swwy Bad debt e lincompenssted care

<3 2> Je|yele| o|EAXIZE(Uncompensated care) 91 T+
(Yearly average of for-profit hospital’s uncompensated care)

S
& S

wanieh Charity care

2002 2003 2004 2005 2006 2007 2008 2008 2010 2011

swABad debt | segeslincom pensated care

<3 3> FEHLlo| 0| BEAXIE(Uncompensated care) 91 HE I
(Yearly average of government hospital’s uncompensated care)

0hE EAS Auud 3y S2H ¥4 5 Bk
vldelg e st o2 LYFAe YWY Atk
A& Y ot v Y] 49284 55 JEH A
190,59} HH el 226.9¥ct o 2 $XE Ho|i
A1l FE7E =AU e v g 11.12%, &
FHY 17.42%% W2 HlE&S QAo it o

A9 A gr e Hulyizto] 9| 9)stal
= AR Yehhed|, 35 Y(public hospital) 5ol
UE FEEYY] B s 3 BHoR F
S sl AAXEE o] Wrkal AR wiE g
2 9ol AsH Yol L, YU FeH=
A ookt ol o Fohe JEHHE 544
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HAaRe) Fgol AA%
H&o] 7] Uehdet,

alz 7]
20134 Hh‘iﬂ
20021 5E 2011%

e 71,
HYo A

o]
A

EE

YEX(Panel analysis)2] 1L

AR H ASE Al Tk

Yit=p 1Xit+p 2HHI HSAat+p 3Ait+p
4Unempct+y i +¢ it

—-

o o i

lﬂl
=
i)
5

1

A, Y
Al At ERSIFAL, HL HSa

59 Yehith, HHL HSAatdh
, Unempct?] c= 7F-ElE Lyl

N

il

<HE 2> H4 MEHHE(Variables)
E&HL
Log_Uncompit 27 2 F5t 0|2A4%1Z(Log_Uncompensated care)
Log_Charityit 271 S F5H XRIZ(Log_Charity care)
Log_Bad debitsit 27 S F5t th&AZH(Log_Bad debts)

Log_L_Bedsit
CMiit
Auditit
Teachingit
Ruralit
HHH_HSAat
Unempct

Sk
SIIN

SE25| HAMMLog_Licensed beds)
XI—r(Case Mix Index)
=2 I‘I‘—Q|7:I|7|:|FA|' )éIAl 0:|—r

2EHHE! =(Teaching hospital)

Qx|
SIKI0|2X|(Hospital Service Area)2

PIX | (Rural area)
225t S{TIE 52t Xl

=0

HAUECIREE)




F= 7)Y MR o]
Botgict, AR T WA E (uncompensated
care, Log Imcompit )’ 7L ZpAojct, o] dtoflA] njH
AEes APl AFstad  AHARIE (charity
care)®} tl<=dZH(bad debts)E et FH2= A 5H3it
JE)3 n|REARRE Yo A E(charity care,
Log Charityit)2} thésA2Hbad debts, Log Bad Debtsit)
T V7) SEASE A ESET|, 3 B #3279
9] Fe :% il 0101*1 EI1E F|sto] o-g3irt,

183l SPWE FIA AR 2jof e
A= UBlE 47149 et ARBREE 4 = 9
sl ig A4t A7 Mt FEFAR ¥4 (p

E
=
J
T

Proxy

variable) 2 ANES AMEG WA SE2E WAk
(licensed beds, Log L Bedsit)= B¥9] 25 753}
© ez AR Y 27 2545 55
+ B4 At g Ao dutAolrt, 5EE B 4
L zawsol npablE BEst ooz dee w1
AoA 2SS FH sl lﬂ—’ S A 4+(Case

Mix Index, ©]3} CML, )= EZ471A(diagnosis—related
group)E Ak vl=toll A %}7\}—4 Aol A7 A=
£ Yepfar, To] o2 28 RAYE HolFes A
olt}, CMIZ} &ttt A& 1%k A2t ¥ 71A|aL

mlm 4 H X2 A

L gt HelolA RS Weot A4S oujdi,
3 St 5L 59 REAAE A8 5
glo] %]

A (teaching hospital, Teachingit)?] Arejelz
UER 7] sl BuHeE 883l a7 = o
A (rural area, Ruralit)2] 912|455 Hehf7] 2I8iA
Clu|E FEokgleh), 12|0 AAAEE Rl
Q5o FHY F]4WHA4>  (Herfindahl-Hirschman
Index, ©]3} HHI, HHI HSAat)S ARgal=t] 3ol &
A% (Health Service Area, ©|5} HSA)®) [39]& Al&-5}
o AR AT HHL &= AR AAEE eelsh=t|
ARG E= ARE, BATHE APES st FoH Al
Qb A ZF A G A e Al gk alske] A
5 ARERI JAIEY ARee] Wot A9t e s
a0l Asitfal & 4= qleh, olfl AollA= AtolE

5) el ek} olaix|elo] $Ix|olR} AHEhs lFo

5o

AZ Aoz Fofstqitt, SRtol-§A| o2 nl= R
oA EIHHQl Gt A H| AT} O FA| =S, 2G|
A, A AA, A4 = LEsto] wEold 97
Aolch 1zla WYol EYskal4(discharge number
of patient)& A& (market share) 2 ARESIATH
2eEjar o] Aol 7 Bl e SHLYRSIA AL
(independent external financial audit, Auditit)S A
Al o Fof whebA Tu|HaE AAste] HAISHYICH ¢
1, AASHA] gerom ‘o2 o] g3t upx|eto R ul
=o] A= A7 R EHA|AE 7HAL Q7] o
2ol o7 B #u]|7}E (uninsured rate)o] ¥R
A& (unemployment rate, Unempit)S ©]-&3}ich,
o7]1A ARgE AYES AHE97t 71-E (county) 2
S k= ARgskeitt

919 Hrss 7HAAL EFFA O wEbA E5ot

X

I E 3, E D, EHE
3at 7ol w|EARAl

i gl
At 234 Aol

Holo] AA|Z Q1 1f
%%*4757 529 WA 5 5709 Mgt foldt A3t
e Holt, ol o Y WRAE SYARAL
Ot ke THIER S/SAAE AR Heel o
B2 nEARRE AlTohe AR Yebdth SHeA
ARE kS T 8.4%hEe) vl EANo] AR S7H,

| 22+ 11.12%, 21.62%= Wol, dlolg AME&2] AR subgroup analysise 3HA|

6) Health service area is a geographic region designated under the U.S, National Health Planning and Resources Development
Act of 1974, by means of such factors as geographic features, political boundaries, population, and health resources, for

the effective planning and development of health services,
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<E D IdEM ZutE(D|EAXIR), 20071 H2l, 2002~2011 (Panel analysis result(Uncompensated care))

Ha b H|H2|H e Ho|He pal
0.368"* 0,411 0.167 0.424
Log_L_Bedsi (0.0890) (0.102) (0.204) (0.284)
i 1.300%* 1.677%* 1.634"** 00759
(0.174) (0.195) (0.456) (0.588)
it 0.0839* 0.0841* 0.4297* ~0,00680
(0.0387) (0.0462) (0.124) (0.0860)
S 0223 0.238* B 00231
o (0.148) (0.144) (0.555)
Ruralit 0.00309 _ ~ ~00152
(0.469) (0.548)
e St 0.000457** 0.000660™* 7.216-05 —384e-05
- (0.000224) (0.000258) (0.000660) (0.000549)
P 6,514 6,411 1.125 8700
> (0.462) (0.540) (1579) (1.048)
12,04+ 19.41%%* 13,40 13,05%*
Constant (0.514) (0593) (1.112) (1.535)
QObservations 1,893 1,275 223 395
No. of unigue hospitals 200 129 29 46
R-squared 0,298 0357 0239 0.251

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1
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<E 4> HEBEM ZNE(XIMERIF), 20071 HY, 2002~2011 (Panel analysis result(Charity care))

Hap T H|HE|Ha Ha|Ha HEHS

. 0617%* 0.800%** 0236 0.281

Log L. Bedsit (0.180) (0.209) (0.332) (0.617)
i 2 567 34719 1811% 1678
(0.349) (0.400) (0.726) (1.264)

i 0.143* 0.230* 0.684** —0.151
(0.0779) (0.0945) (0.201) (0.184)

S 00134 -0,00210 ~ 0.0619
d (0.300) (0.294) (1.205)

Ruralit —2.104™ _ ~ 0142
(0.950) (1.190)

* *

S 0.000878 0.000971 0.000622 0.000533
(0.000449) (0.000528) (0.00102) (0.00119)
Uremoct 10,024 0.885%** 2397 12.06"*
e (0.931) (1.106) (2.532) (2.258)
Constart 8.046*** 5.926"* 11,24 10,75
(1.037) (1.213) (1.797) (3.324)

Observations 1913 1276 237 400

No. of unique hospitals 200 129 29 46
R-squared 0219 0.276 0.184 0.153

Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1
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