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The New Landscape

Beginning Iin tax year 2008, tax-
exempt organizations will be
required to file forms with the
Internal Revenue Service that
will provide the public with an
unprecedented amount of
iInformation




IRS at the Starting Gate

e December 2007 -- Final Form

990 and 16 new schedules,
iIncluding H for Hospitals

— Reporting begins for tax year 2008,
except for H* and K (bonds)

»2-year phase in- USE |IT]

e August 2008 -- Final
Instructions for Form 990

*facilities reporting required




Challenges

e Form 990
— Focus on governance

e Schedule H
— The limits of #s and %s

e Schedule J Compensation g
— Transparency plus

erican



Legal Advisory

January 2, 2008

IRS RELEASES FINAL ... AND MOSTLY
IMPROVED ... SCHEDULE H

The lssue:

The Internal Revenue Service (IRS) on Decamber 20 released a final revised version of
Form 280 and 18 related schedules, including Schedule H, designated solely for tax-
exempt hospifals. Schedule H was revised subsiantially from a June draft. with the
majonty of changes reflecting improvements requested by the AHA and the hospitals and
others that filed comments. Howsver, some problems remain with the schedule. This
advisory will fozuses solely on Schedule H. A second advisory on Form 280 and other
schedules relevant to hospitals will follow later this week.

Our Take:

The revised Schedule H reflects many of the recommended improvements by the AHA and
the hospital community. Among them: a section in the draft labeled “Billing Information”
was eliminated from the schedule; “community building,” Medicare underpayments, and
patient bad debt wers added fo the scheduls, albeit under Parts |l and |1l respectively; and
a ane-year transition was granted, making the form applicable for tax year 2009 instead of
2002, The IRS did not, however, release with the revised Schedule H either the
instructions or workshests that hospitals will need fo complete £ The AHA will confinue to
work with IS on these insiructions and worksheets. We also will ronitor hospitals'
progress in collecting and reporiing the required information and advocate for more time if
IRS delays encumber hospitals” ability to respond with complete and accurate information.

What You Can Do:

Hospitals should carefully review Schedule H to determine what information will be
required and what systems are already in place, or will b= needed, fo capture that
information. A copy of Schedule H is attached and also can be found at

hittpc!wowaer irs. gowichanties/aricle/D, id=178E37. 00.himl. IRS also released a paper with
highlights of the changes from the draft that can be retrieved under the same link.

Further Questions:

Pleaze contact Mindy Hatton, the AHA's General Counsel, at mhattoni@aha.org or (202)
£.28-2325; or Maursen Mudron, the AHA's Washington Counssl, at rrmudroni@aha.ong or
(202) B268-2301.

AHA's Legal Advisarles are produced whenever there are significant legal developments that sifect e job you
minEtan of s (5508 flaws

00 In yaur community. A fe-page, in-oepih axs

Schedule H
Six Sections

Charity care & certain
other community benefits

Community building

Bad debt, Medicare,
collection practices

Management companies
and joint ventures

Facility information
Supplemental information




V. Facility Info Required ‘08

e List the name and address of
each facility that was required
to be licensed, registered or
similarly recognized as a

health care facility under state
law
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|. Charity & Benefits

e SIX guestions on policies,
guidelines, budgets, reports

—(yes/no/@)
« Reporting $and % for charity

care, Medicaid and other
programs

— (all #s and %s)




Charity & Benefits Close Up

Chanty Care and Certain Other Community Benefits at Cost

Ghariw Care and (a) Number of (b) Persons | (c) Total community | (d) Direct offsetting | (&) Met community | (f) Percent
Means-Tested Programs

activities or served benefit expense revenue benefit expense of total
programs {optional) exXpense
{optional)

Charity care at cost (from
worksheets 1 and 2)

Unreimbursed Medicaid (from
worksheet 3, column a) . .
Unreimbursed costs - other means-
tested govemment programs (from
worksheet 3, column b

Total Charity Care and
Means-Tested Programs .

Other Benefits
Community health improvement
services and community benefit
operations (from workshaet 4)

Health  professions  education
(from workshest 5)

Subsidized health services (from
worksheat 8] .o
Research (from worksheet 7) .

I Cash and in-kind contributions to

community groups (from
worksheat 8)

| Total Other Benefits
Total (line 7d and 7j)




Page One Highlights

Use of most accurate costing
methodology to calculate #s & %s

Restricted grants are not offset In
calculating #s & %s
Unless from a “related” organization

Bad debt amounts removed from
functional expense total

IRS worksheets optional

“Alternative equivalent” documentation
IS okay %

American Hospital
Association



More Page One Highlights

e Subsidized services can
Include physician clinics and
SNFs

But, for physician clinics, services

and costs must be identified Iin
Part VI



Sicheduls H [orn B3T) SO0 Paze 2
Part 1l Culmrnl.lnlt'.l Eullding Activiles (Compde‘be thiz tablke It the organization conducted any community
bulkdirg actvites) @Opdona’ for 2008

2§ Fiumizar ot | (b Fwrwora | f) Torisl carwmonity | [d) Dimsi obswing | o i commonsy | i) P o
aciviles or mereed busding scqpenes rervmrem trdiing soperes | iotel sopenes
e i

ﬁ

s and housing

Ph ol

Encnomic devalio

Coararanity

Erwinonman sl Impr ovements
Leadaship developmeni and raning
for commurily mambers

|

=

B  Coalion bulding
T  Community health mprowsa mank
atwcCany v
B deaval 0 prrseai
[ o
12 Twokal
LEEAT ©Bad Debi Medicare, & Col Praciicas jndiana’ for 2004)
Section 4—Bad Debt Exspenss Yes] Mo
1 Dosa tha nealion report bad debt upnrﬂa in accordance with Healhcare Financial M.rhag:wrnnl:
Agzociation Slodemant Mo, 187 . 1
2 Enrtor tha amount of tha u@rﬂmnrfl.l:-d dann‘pnnb:hl;al I:-Dm] . [2]
3 Enter the sslimaled smcunt d&wm\gnmibuddah'l m[ﬂmﬁ d:hhul:ublﬁ
o patisnts eligible under the organizabon’s charity cars policw 3

4 Provide mPart 'Vl the test of the foctnola 1oﬂ1a-0rgu.m2n:lnn1-ﬁnum:nl wharkamarts 1ha1 describes bad debt
sxpenss. Inaddition, desorits the costing mathodclogy ussd in determining the amount: raporisd on lines
Zand 2 orratonak for ncluding other bad debt amcounts in commaniby benchit

Section B—Medicare

3 Enler 1okl revenus reccived from Medicare (incuding DEH and BB} . . . 0 | =5
& Enter Medicara alowable costa of care relating 1o pmymentz on lnes . . . . . . [
7  Ermter: ling 6 lesa line 0—sorplus or (shortfal) | | P
B  Dwescribo in Fart V1 the actont to which oy uhnrrLiI rnp-nrln-d in inn 7 should ba treated =2 community

barechit, and the coating mathodclo gy or scunce ussd bo determine the amount roported on line @ and indicats
which of the following mothods was wsod

[ oot accounting system [T oot to chargs ratice O CHher
Ssction T—~Caollection Practices
Ba Dosa tha crganizaticn have a wiittsn debt colaction palicy? . Sa
B IF T e, " doss the ion's colkeclion policy corkain pmmmmmn -:dh-:.tm pra:hl:ubn-ba‘l-nlmlad
for bz who are known 1o quality for charity cors or financial =]
lﬁiﬁ Management Companlas and Jolnt Venturas MWHEH
) plsm = - vyl il it L i ‘:'f".:.,.'“ i b il

e el p B .m—- bl #

i (i) -l o | | [

—

American Hospital
Association

o hesd il H[FoaTT e S0ae



. Community Building

 Allows reporting on programs
and activities listed on the
form and described in IRS
Instructions

American Hospital
Association



Community Building Highlights

 Nine different categories for
community building, including
“other”
—IRS descriptions are intended to be
examples NOT the entire list
“may include not limited to ...”
— For programs or activities not on the
ISt be prepared to explain why it

nelongs
Begin by asking is this a service my %

American Hospital

community needs? Association




lIl. Bad Debt/Medicare

e Careful inclusive approach

e Collection of data described
as “Important”

e Calls for numbers, estimates
and policies
— Description of collection policies

Z Welluare




Bad Debt/Medicare Highlights

« Bad debt -- can report the
amount that reasonably could
be attributed to persons who
likely would qualify for
assistance under the charity
care policy

May use any reasonable
methodology to estimate this

amount: applications,
demographics, other =



More Highlights

« HFMA Statement 15 -- IRS
says It Is not a trick question;
just ‘yes’ or ‘no’

Statement 15 provides instructions

for recordkeeping, valuation and
disclosure of bad debt



More Highlights

e Medicare

—Report “allowable” costs from cost
report
»May describe total costs, I.e.,
physician services, clinical lab, In
Part VI
—Describe the rationale for
Medicare underpayments reported
as community benefit

»No guidance as to what IRS is

looking for -- dual eligibles; poor [Fk=

Medicare population; funds not America;'.f,s;ta.

avallable for Other SerV|CeS7 Association



V. Facility Info Required ‘08

e List the name and address of
each facility that was required
to be licensed, registered or
similarly recognized as a

health care facility under state
law




More Facility Info Reporting

e In addition, in Section VI.,
hospitals must list the number
and type of facilities (other
than those listed in Section V.)
for which information is
reported in H

Rehab clinics; 4 diagnostic
centers; 3 SNFs
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American Hospital
Association



VI. Supplemental Info

e Carry over questions from other
sections of H plus a hodgepodge
of questions on policies and
practices, such as:

—How patients are informed about
charity care

— Characteristics of the community
served

Consider using first line to add up
pages 1 & 2 L=

American Hospital
Association



Form 990 - Governance

The crown jewel of our
work on governance is
clearly the redesigned
Form 990 and its
new governance section

Steve Miller, IRS Commissioner Tax
Exempt and Government Entities

American Hospital
Association



Governance

« New governance section:

—Composition and independence of
the board

»New criteria for determining independence
—How and whether financial

Information 1s made available to the
public

—Governance policies and
rocedures
p HZ=

American Hospital
Association




Schedule J. Compensation

SCHEDULE J Compensation Information B D 1m0

Form 990
( ) Faor certain Officers, Directors, Trustees, Key Employees, and Highest

Compensated Employeas 0 to Publi
To be completed by organizations that answered “Yes” to pen 1o Fublic
D=partrent of the Tr N
Inteonal Peovere Serie Form 990, Part IV, line 23, Inspection

Mame of the organization Employer identification number

Questions Regarding Compensation

1a Check the appropriate boxies) if the organization provided any of the following to or for a person listed in Form
9490, Part VIl, Section A, line 1a. Complets Part |ll to provide any relevant information regarding these items.

O first-class or charter travel a housing allowance or residence for personal use
O travel for companions O payments for business use of personal residence
O tax indemnification and gross-up payments O health or sodial club dues or initiation fess

A discretionary spending account O personal services (e.q., maid, chauffeur, chef)

If line 1a is checled, did the organization follow a written policy regarding payment or_rgimbursemeant or
provision of all of the expenses described above? If “No,” complete Part Il to explain . . . . .

2 Did the organization require substantiation prior to reimbursing or allowing expenses inourred by all
officers, directors, trustees, and the CEO/Executive Directar, regarding the items gheckesd in line 1a? 2

Indicate which, if any, of the following the organization uses fo establish the compensation of the
organization's CEQ/Executive Directar, Checlk all'that apply.

O compensation committes [ written employment cantract

O independent compensation consultant O campensation survey. o study

O Form 990 of cther @rganizations O approval by the board or compensation committes

During the year, did any person listed in Form 230, Part Vil, Section A, line 1a:

a receive a severance payment.or change of control payment? & & v & & & = 0w = o o= ox o w s 4a
b participate in, or receive payment from, a supplemental nonqualified retirement plan? . . . . . . . b
¢ participate in, or recgive payment from, an equity-based compensation arrangement?, . . . . . . 4z

If “Yes™ to.any of 4a—eplist the persans and provide the applicable amounts for each item in Part lil.

501{c)(3) and B01(clid) organizations only must complete lines 5-5.
5 For persons listed in Form 990, Part VIl, Section A, line 1a, did the onganization pay or accrus any
compensation contingent on the revenues of:
a theorganization? , . . & 4 4 4 4 4 4w e s w o w s ow e e om e w o wxom 5a
b any related organization? . . 0 0 L L L L 0 L L o 0 o i i e e e e e e e e e e 5b
If “Yes, " describe in Part Il
6 For persons listed in Form 990, Part VI, Section A4, line 1a, did the onganization pay or accrues any
compensation contingent on the net earnings of:
a theorganization? . . . & & v 4 4 s e e e h e m e e e e e omm e e e e 8a
b any related organization? v @ 0 4 4 @ @ @ w4 = m 5 o ® o ® = = = o ® & % = & o= ow o os b
If “Yes,” describe in Part I,
7 For persons listed in Form 990, Part VI, Section A, line 1a, did the onganization provide any non-fixed
payments not described in lines 5 and 67 If “Yes "describe i Partill | . & & v & & & = s = T
8  Were any amounts reported in Form 990, Part VI, paid or accrued pursuant to a contract that was
subject to the initial contract exception described in Fegs. section 53.4958-4(a)(3)7 If “Yes,” descnbe
nPartil . _ . _ . o . . L. 8

For Privacy Act and Paperwork Reduction Act Notice, see the separate instructions. Cat. Mo, 50053T Schadule J [Form 990) 2008

—

American Hospital
Association




Compensation Transparency

Another area of focus for
the IRS Iin recent years
has been In the area of

executive compensation.
Schedule J expands the
reporting with questions
related to perquisites and
compensation packages.
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Interest by the Press

ModernHealthcare.com

Not-for-profit execs still see wage gains as tax-reporting changes loom

And starting this year, the public—thanks to
changes by the Internal Revenue Service—
will know in greater detail just how well some

top-tier, and perhaps midlevel, healthcare
jobs pay.




Transparency or ?

e Check the box for:

|

JdFirst-class travel
dTravel for companion

dMaid, chauffeur, or chef
service

Discretionary spending
account

JHealth or social club

dues
/
American Hospital
Association



In-depth Inquiry

Form requires details for:

e compensation @

» deferred compensation @
e non-taxable benefits @

e non-taxable expense
reimbursement

e whether the organization has
complied with excess benefit

restrictions
A o

American Hospital
Association



* Not letting numbers become
the entire story for
policymakers and
communities
—Filling In the gaps left

by Schedules TP
o b,
AP v

Community



Challenges

e Activities could be more
‘number’ driven
—If It’s not easily quantifiable or
doesn’t generate much spending,
IS It worth 1t?
 IRS and others could use the
iInformation reported to set
new numerical benchmarks

— A commensurate test? %

American Hospital
Association






