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IRS Alters the Landscape

All tax-exempt organizations will be required to fi le forms
with the Internal Revenue Service that will provide the
public with an unprecedented amount of information
about those organizations and their activities.




Tax Exemption

Under section 501(c)(3) of the Internal Revenue Code,
organizations exempt from federal income tax include those
“organized and operated exclusively for
...Charitable...purposes...”
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The “Standard” for Hospitals

1. Emergency room open to all regardless of ability to
pay

2. Independent board representative of the community

3. Open medical staff policy

4. Care for all patients able to pay through public or
private insurance

5. Use of surplus funds to improve care, expand faci lities
and advance medical training, education and researc  h
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Hospitals Under Scrutiny

A number of issues received public attention and pr ompted wide-
spread scrutiny of tax-exempt status.

«Collections
*Charges
*Charges lower for insured patients
*Charges lower for established health plans
*Executive compensation and perks
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The Field’s Response
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AHA Guidance on Reporting of Community Benefit

The AHA believes it is esential that hospitals volunarily, publicly and prosctively report o
their communities om the full valie of henefits ey provide. This guidance is intended 10 assis
haspitals with reparting thase henefits in 2 quantilative mamer, as well in ways that will cormect
directly with these in the communities they serve

Reporting Quantifiable Community Benefit
When quantifying the camiributions of na-for-grafit hespisalsta feir commumities, several
compements must be cansidereel. The AHA recagnizes and fuilds am the comaamity benefit
categaries comsistent with the Cathalic Healih Association af the 1.8, /VHA Guies for Planning
and fteparting Cammunity Benefi {Guide):

*  Far persons living in poverty {at cost), such as charity care and subsidized health
seTv
Far the hroader commamity (at cost), such as
commumity health improvement s
inclucimg warkshees 1in Appendix D

oms education and
s s,

Haspitals ravide needed cane fir patients, regardess of their ability o pry, by meansof charity
care and aher financial assistmee for wninsured patients of limited financial means. As 2
candition of receiving federal tax cxemption for providing health care to e commaunity.,
haspitals are required ta care for Medicars and Medicaid heneficiaries: they aka participate in
ather indiz o grans — reimin for all thase programs ofien falls shortof the
actual st of care. Inaddition, hospitals shaukler the burden of bad debt when patients are
unahle s pay their bills and decline to aply for chasity care o are wwilling fo pay.  Hospitals
alsa provide ather benefits to the broder community withou! payment, such as ressarch and
health prfizssions education

When taken Sogether, these compements present a comprehensive pichire af the vahie of services
ravided toand for the commamity. To hely hasgisls repart the cost of fiese componens ina
comsistent fashion, the AHA recammends the framewark shwn an the next age

Telling the Community Benelit Story
Dallars alone can never commanicate the complete sory of how communitics benefit from
pragrams and services that haspitals provide. Effectively communicating these efforts requires
that hospitals clearly describe their mission, summaries and highlightactiv
community residents — with special emphasis an he number af lives that have heen tauched
illustrating how programs amd services have aided individuz]
matients. Providing this hype of mbormation, m addifion %o financil miormation, will ensure that
everyeame inthe ity, akong with p s at all levelsof will gaina
hetter appreciation of fhe vahie that o T 0 i

s APTA af (SO0 S 244300
enefi, visi!
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Senator Grassley’s Response

| am engaged in an ongoing review of charity hospit als . ..

| want ... IRS to put out new guidance ... that puts real teeth to
charity care, community benefit, charges to the uni nsured and
other important issues.

Senator Chuck Grassley
July 2006
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IRS to Senator Grassley - A New 990

December 20, 2007

 |RS released a revised and final Form 990 and 16 new
schedules

— Schedule H for Hospitals

* Phased-in over two years
— Only Part V required for 2008

« Combination of questions and numbers to
achieve greater transparency
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January 2, 2008

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

The lssue:

The Internal Revenue Service (IRS) on December 20 released a final revised version of
Form 980 and 18 related schedules, including Schedule H, designated solely for tax-
exempt hospitals. Schedule H was revised substantially 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,” Medizcare underpayments, and
patient bad debt wers added fo the scheduls, albeit under Parts [l and |l respectively; and
3 ane-year transition was granted, making the form applicable for tax year 2009 instead of
2002, The IRS did nat, howsver, release with the revised Schedule H either the
instructions or workshests that hospitals will need o complete £ The AHA will continue to
work with IRS on these insiructions and worksheets. We also will monitor hospitals’
progress in collecting and reporiing the required information and advocate for maore time if
IRS delays encumber hospials’ 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 sysiems 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
hitipewanerirs.qovichanties/adicleD, id=178237 00.ntml. IRS also released a paper with
highlights of the changes from the draft that can be retrieved under the same link.

Further Questions:

Pleass contact Mindy Hatton, the AHA's General Counsel, at mhattoni@aha.org or (202)
£.28-2325; or Maureen Mudron, the AHA's Washington Counsel, at mrmudroni@aha.ong or
(202) B28-2301.

-2 Legal Advisory

AHA's Legal Advisarles are produced whenever there are significant iegal developments that aiect ihe job you
g In your community. A five-page, iN-0Spin exSmINaNon of 1S i5ue flows

Six Sections

Charity care & certain other
community benefits

Community building

Bad debt, Medicare, collection
practices

Management companies and
joint ventures

Facility information

Supplemental information




|. Charity Etc.

e Six questions on policies, guidelines, budgets, rep orts
— (yes/no/ |~")

 Modified CHA/VHA reporting model
— (#s)
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The Chart




Il. Community Building

* |IRS skepticism whether activities appropriate for
hospitals

— low-income housing in particular
» Allows reporting on programs and expenditures
* “More data and study” called for
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lIl. Bad Debt & Medicare

» Careful inclusive approach
» Collection of data described as “important”
o Calls for numbers, estimates and policies

— Collecting data on how much of patient bad debt
and Medicare to count toward community benefit



V. - VI. The Rest

« Joint venture reporting with 10% threshold
* Facility information

 Hodgepodge of questions on policies and practices,
such as:

— How community needs are assessed

— How patients are informed about charity care
— Characteristics of the community served



Instructions, Worksheets

» Draft instructions released April 7; comment period
ended June 1.

o Clarified a number of open issues (e.g. use of gran  ts,
contributions)

» Areas for improvement include:

— Medicare costs: use most accurate approach to
calculate, not cost report

— Medicare shortfall: include useful examples of
rationale for community benefit

— “Facility” information:  too broad
— Subsidized services: include SNF, physician clinics



New Challenges, Opportunities

Challenges
o Activities by the numbers
— If it's not easily quantifiable or doesn’t generate
much spending, is it in jeopardy?
— For community building, will it count now or in the
future?
* Impact on those programs?
Opportunities

* Not letting the numbers define community
commitment

* Finding new ways to tell the hospital’s story
Filling in the gaps left by Schedule H



www.aha.org
See “Issues” Tax Exemption



