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AB 774 EFFECTIVE JANUARY 1, 2007: HOSPITALS MUST HAVE WRITTEN 
CHARITY CARE AND DISCOUNT POLICIES
By Beverly A. Tiffany

On September 29, 2006, Governor Arnold Schwarzenegger 
signed AB 774, a bill sponsored by Assemblywoman Wilma 
Chan relating to hospital fair pricing policies for uninsured 
(self-pay) and underinsured patients. The new law adds 
language to the California Health and Safety Code and applies 
to all general acute care hospitals. The bill includes the follow-
ing significant requirements:

WRITTEN POLICIES

• Every hospital must have written, understandable poli-
cies on discount payments for financially qualified pa-
tients and charity care. The discount policy must state 
eligibility criteria based upon income (documentation 
of income can only come from pay stubs or income  
tax returns) and provide for extended payment over time 
(without interest), the terms of which are to be negotiat-
ed between the hospital and the patient. The charity care 
policy must also state eligibility criteria and may consider 
income and monetary assets, excluding retirement or 
deferred-compensation plans, and excluding the first 
$10,000 of assets and 50% of monetary assets over the 
first $10,000.

• All uninsured patients and patients with high medical 
costs who are at or below 350% of the federal poverty 
level (“FPL”) are eligible to apply for participation under 
the charity care policy or discount policy. 

• Hospitals must limit expected payment for services 
provided to eligible patients to what it would receive 
from Medicare, Medi-Cal, Healthy Families, or another 
government-sponsored health program in which it 
participates, whichever is greater.

• If a patient disputes a decision about qualification under 
a policy, the dispute must be reviewed by the hospital’s 
business manger, CFO or other appropriate manager.

NOTICE

• Hospitals must provide patients with written notice of 
their charity care and discount policies, information 
about eligibility and contact information in English 
and other languages consistent with requirements in the 
Government Code. Written notice must specifically be 
provided to patients who receive emergency or outpatient 
care, who may be billed, but are not admitted. 

• Hospitals must make all reasonable efforts to obtain in-
formation about insurance coverage and if patients are 
billed who have not provided proof of coverage, the bill 
must contain a conspicuous notice that includes the 
charges; a request for information about insurance cover-
age; a statement that if there is no coverage, the patient 
may be eligible for governmental coverage or charity care; 
and a statement that if there is no or inadequate coverage 
and the patient meets income requirements, the patient 
may qualify for discounted payment or charity care.

• Notices of the policies must be posted in public loca-
tions including, without limitation, the emergency 
department, billing office, admissions office and other 
outpatient settings.

• Prior to commencing collection activities, hospitals must 
provide patients with specific written notices that summa-
rize their rights under fair debt laws and contain a state-
ment that nonprofit credit counseling may be available. 

 
COLLECTION ACTIVITIES

• Hospitals must have written policies about collection 
practices and have a written agreement with any col-
lection agency that requires the agency to adhere to the 
hospital’s collection policies.
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• Patients who are uninsured or whose information indi-
cates that they may have “high medical costs” (defined 
as patients whose family income does not exceed 350% 
of the FPL and whose annual out-of-pocket costs exceed 
family income by 10% for the prior 12 months), may not 
be reported to a consumer credit reporting agency or be 
sued in a civil action for nonpayment prior to 150 days 
after the initial billing (this time period can be extended 
if the patient has an appeal pending).

• For patients attempting to qualify for a hospital’s discount 
or charity care policies and attempting in good faith to 
settle payment, as evidenced by a reasonable payment 
plan or making regular partial payments, a hospital may 
not send the unpaid bill to a collection agency unless the 
collection agency agrees to comply with the provisions of 
the new law. 

• For eligible patients, a hospital or its affiliate that does col-
lection may not use wage garnishment or liens on primary 
residences as a collection method. An independent collec-
tion agency engaged by a hospital may use wage garnish-
ment if ordered by a court based on evidence that the pa-
tient has the ability to pay, and can notice/conduct a sale 
of a primary residence under very limited circumstances.

• If a hospital determines it has overcharged an eligible 
patient, it must repay the patient the amount of excess, 
plus interest. 

ENFORCEMENT

The Department of Health Services (“DHS”) is the agency 
obligated to enforce the new law and compliance is a condi-
tion of licensure. Hospitals are required to provide copies of 
their policies to DHS at least once every 2 years on January 1, 
or whenever there is a material change.

As a result of AB 774, all hospitals will have to update their 
charity care and discount polices to comply with the strict 
requirements of the new law. While many hospitals may 
already comply with voluntary guidelines published by the 
California Hospital Association, the guidelines are not man-
dates and do not have the same level of detail as is contained 
in AB 774. Also, under the voluntary guidelines hospitals 
have had the flexibility to decide whether they can offer char-

ity or discounted care to patients with incomes in excess of a 
certain percentage of the FPL, generally 300%. By making 
350% of the FPL the standard, hospitals will now have to 
shoulder an increased financial burden for the uninsured and 
underinsured in California. While those in opposition to AB 
774 claim that the new law was unnecessary because of the 
voluntary guidelines, Health Access California, a consumer 
protection organization that supported the bill, claims that 
very few hospitals really adhered to the voluntary guidelines, 
making mandatory requirements essential.  

Fortunately, the new legislation does not include provisions 
contained in earlier drafts that would have allowed the Office 
of Statewide Health and Planning and Development to 
assess civil penalties against hospitals for violations, or for the 
Attorney General or private parties acting on behalf of the 
Attorney General to bring actions for damages, civil penalties, 
punitive damages for willful and intentional violations of the 
law and reasonable attorneys’ fees and court costs. Although 
the removal of these penalty provisions does not preclude 
potential enforcement action by these regulatory bodies, 
at least there is no statutory mandate that dictates specific 
remedies.
 
If you have any questions about AB 774 or this Client Alert,  
please contact 

Beverly Tiffany 213-683-6167 
beverlytiffany@paulhatings.com


