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September 14, 2007


By Electronic Filing


Internal Revenue Service


Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW


Washington, D.C. 20224


RE:  Comments on Draft redesigned form 990 and Schedules 


On behalf of Partners HealthCare System, Inc., I thank you for the opportunity to comment on the draft redesigned Form 990 (Core Form) and new draft Schedules.   


We very much appreciate the work that the IRS has put into the new Form 990 and Schedules, and its willingness to listen to, and consider comments from, the community of tax-exempt organizations, and hospitals and integrated health care systems in particular.  We also support the IRS efforts to improve the accuracy and consistency of these forms, and thereby increase transparency.  However, we have numerous concerns about the redesigned Form 990 and many of the new Schedules.  We believe the IRS should address these concerns before asking hospitals and other tax-exempt organizations to file the Form or Schedules.  


Partners HealthCare System, Inc. is a Massachusetts not-for-profit health care system that offers patients a continuum of coordinated care.   The System includes a number of charitable tax-exempt organizations, including the following hospitals:


· Brigham and Women's Hospital


· Faulkner Hospital


· Massachusetts General Hospital


· McLean Hospital


· Newton-Wellesley Hospital


· North Shore Medical Center


· Rehabilitation Hospital of the Cape and Islands


· Shaughnessy-Kaplan Rehabilitation Hospital


· Spaulding Rehabilitation Hospital 


· Martha’s Vineyard Hospital


· Nantucket Cottage Hospital


All of these hospitals will need to fill out as many as 14 Schedules, and most of the other, non-hospital organizations in the Partners system will have to fill out at least 8-10 Schedules.  This will be an enormous, expensive and time-consuming undertaking.  We are also very concerned about the burden of having to reconfigure financial and data recordkeeping systems, and whether we will be able to complete the process in time to begin capturing the data required by January 1, 2008.  


Our primary general concern is that the comment period and filing deadline are far too short, in light of scope and nature of the changes and additions to the Form 990 and all Schedules.  The changes are so significant that it has been impossible for Partners to identify all the associated problems and ramifications.  We fully recognize the need to make many of the proposed changes, but it is critical that there be sufficient time for review and dialogue to ensure that the form actually achieves the intended goals, and that it is a workable document for all the varied exempt organizations that will be required to complete it.   


Partners has tried to identify as many issues as possible that we believe the IRS needs to address.


Based on that effort, we have the following more specific comments on the Core Form and Schedules.  


The Core Form and Schedules Need Substantial Revision


1. Core Form


· Part I (Summary), Line 6 requires an organization to enter the number of individuals receiving compensation in excess of $100,000.  This question provides information of limited use to the IRS.  In addition, it is likely to mislead the general public, instead of creating transparency. Large organizations like Partners, with a correspondingly large number of physicians and executives, have a larger number of individuals receiving this level of compensation than smaller organizations with fewer executives.  However, the mere reporting of a larger number might lead the public to erroneously conclude that exempt organizations like ours are paying disproportionately higher levels of compensation.   


· Part I (Summary), Line 7 requires an organization to enter the highest compensation amount reported on Part II, Section A (relating to reportable compensation paid to officers, directors, trustees, key employees, highly compensated employees, and independent contractors).  Requiring disclosure of the highest compensation amount paid on the summary page of the Core Form could mislead viewers when read outside of the context of the fuller disclosure required in Part II and Schedule J.  

· Part I, Lines 8a and 8b require an organization to calculate total officer, director, trustee, and other key employee compensation and then to calculate a percentage by comparing total executive compensation to total program expenses.  This comparison metric provides a misleading picture of an organization’s operations and should be eliminated from the Form. 


· Part I, Lines 19a and 19b require an organization to calculate fundraising expenses as a percentage of total contributions and grants.  This percentage does not provide helpful information about an organization’s operations.  Notwithstanding its limited use, organizations should be given an opportunity to explain this percentage.


· Part I, Line 24b requires an organization to calculate total expenses as a percentage of net assets.  This percentage is not helpful to understanding an organization’s overall operations and may be misleading.  The public may assume that if the percentage is high, the organization is inefficient or even wasteful, when there are a variety of factors that will influence this percentage, including geographic location, size and type of organization, and so on.  


· Part II, Section A requires an organization to include reportable compensation from “related organizations” for purposes of reporting the compensation of former (within the last five years) directors, trustees, officers, and key employees or highest compensated employees.  It will be very burdensome for a large healthcare system like Partners to track all former directors, trustees, officers, key employees or highest compensated employees over a five-year period and then survey all related organizations to determine whether any individual in this group is being paid compensation by such related organization.  Information on former directors, trustees, officers, key employees or highest compensated employees should look to current year only.


· Part II, Section A requires an organization to use the compensation figures as reported on Forms W-2 or 1099.  For hospitals whose tax year is not the calendar year, Forms W-2 and 1099 reporting will result in compensation data that is much more dated than the compensation data currently required.  


· Part II, Section B, Lines 5a-f  require an organization to report the family and business relationships of officers, directors, trustees, or key employees during a five-year look back period.  Partners, like many other complex health care systems, is comprised of a large number of hospitals and other health care organizations, each with its own board of directors, and hundreds of contracts.  The collection of information covering the 5 year period by questionnaire, and maintenance of internal documentation also required to respond to these questions, will create an excessive burden for Partners.


· Part II, Section B, Line 9 requires an organization to report whether any persons listed in Part A receive compensation from any source other than the filing organization or a related organization for services rendered to the organization.  In its current form, this question requires organizations to have, or acquire access to, information that they may not otherwise have.  This question should be clarified to address the extent to which an organization is required to seek information regarding such compensation arrangements, in particular whether this question applies to outside organizations or only to the reporting organization and its affiliates.  


· Part III, Line 3b requires an organization to report the number of “transactions” the organization reviewed under its conflict of interest policy.  The instructions or glossary should be revised to include a definition for “transactions.”  Responding with a zero or a very high number would create a negative connotation, and any numerical response will have a different meaning depending on the organization and its policy. Therefore, the question should be deleted.


· Part III, Line 10 asks whether an organization’s governing body reviewed the Form 990 before it was filed.  The draft form does not provide a definition of “review.”  The instructions should make it clear that this is an oversight function, including a review of the process followed in completing the form, and not a detailed review of the numerous disclosures. In clarifying what is meant by “review,” the IRS also should consider that boards of directors of public companies are not required to review or certify tax filings under the Sarbanes-Oxley Act.  The instructions should also clarify that review by the finance or an equivalent board committee, or by the governing body of its parent organization, should be sufficient.  


· Part IV (Statements Regarding General Activities), Line 1d requires an organization to report the total amount of contributions received from related organizations.  The instructions include as examples of related organizations, “a parent organization or affiliates at the local, state, or regional level.”  The example is confusing and the instructions should instead use the definition of related organizations from the glossary.  Moreover, it is unclear whether all payments to related organizations (except for payments that clearly belong under membership dues, rentals, or sales) should be treated as contributions since there is no corresponding line item under “program service revenue” or “other revenue.”


· Part IV, Lines 2a – 2g require an organization to enter a corresponding business code from the Codes for Unrelated Business Activity from the 2006 Instructions for Form 990-T for the various line items of “program service revenue”.  The business codes on 990-T are not broad enough to reflect accurately program service revenue.


· Part V (Statement of Functional Expense), Line 3 requires an organization to report expenses associated with grants and other assistance to governments, organizations, and individuals outside of the U.S.  This question does not provide a reference to Schedule F or the threshold for filing Schedule F.  These references should be added.


· Part VII, Lines 8a (and the applicable instructions) requires an organization to report whether it conducted all or a substantial part of its exempt activities through or using a partnership, LLC, or corporation and the aggregate exempt activities conducted through or by such entities involved a substantial portion of the organization’s capital expenditures or operating budget, or a discrete segment or activities of the organization that represent a substantial portion of the organization’s assets, income, or expenses as compared to the organization as a whole.  Neither the instructions nor the glossary provide a definition, percentage or amount for the term “substantial.”  It is also unclear whether Lines 8a-8c would apply to passive investments of endowment or reserve funds in partnerships or publicly-traded corporations.  


· Part VII, Lines 11 and 12 require an organization to report whether it has a written policy or procedure for reviewing the organization’s investments and safeguarding its exempt status with respect to transactions and arrangements with related organizations.  To the extent the IRS intends to develop sample written policies, IRS should solicit input from members of the tax-exempt sector with respect to the content and form of such written policies.


· Part IX (Statement of Program Service Accomplishments), Lines 3a – 3c require an organization to describe its exempt purpose achievements for each of its three largest program services.  This question should be moved to Part I of the form, as it is a key question.  Organizations should be allowed as much additional space as necessary to describe more than three key activities.  As drafted, 3d also directs organizations to attach a schedule listing other program services.


2. Schedule A (Supplementary Information for Organizations Exempt Under Section 501(c)(3)) 


· Part 1, Line 11f requires an organization to respond whether it has a “written determination from the IRS that it is a Type I, II, or III supporting organization.”  The answer to this question is meaningless. As the IRS knows, most supporting organizations do not have written determinations from the IRS as such.  In addition, without further explanation, a “no” answer may well mislead the public into thinking that the organization is out of compliance for not having a ruling.  The question should be deleted, since it adds nothing to the other questions about supporting organizations. 


· Part 1, Line 11h, column (vii) requires an organization to report the amount of monetary support provided by the supporting organization to the supported organization(s).  This question disadvantages supporting organizations such as parent holding companies within a health care system that do not pay out monetary grants or other support payments because they are functionally integrated or otherwise undertake activities in support of their supported organizations.  The question should be revised to include the value of non-monetary support.


3. Schedule C (Political Campaign and Lobbying Activities)


· Part II-B requires reporting by an exempt organization, including reporting on (b) paid staff or management and for (h) seminars, conventions, speeches, lectures, or any other means.  It is not clear precisely what the IRS is attempting to capture under (h) and why the category needs to be so broad.  Also, instead of asking for precise amounts, the IRS should ask for a range of hours, number of employees or other proxies for amounts that would provide the IRS with useful information while making the category less burdensome. 


4. Schedule D (Supplemental Financial Statements)

· Parts I and III: Passive investments should be excluded from this schedule, and the listing of securities individually is extremely burdensome.  



· Part VII (Other Liabilities) requires organizations to describe and list the book value of any other liabilities, including federal income tax liabilities, not reportable in the defined categories on Part VI (Balance Sheet) of the core form.  Part VII also requires organizations to provide the text of the footnote to the organization’s financial statements that report the organization’s liability for uncertain tax positions under FIN 48.  Disclosing the text of footnotes relating to uncertain tax positions in isolation could be misleading.  Organizations should be given the opportunity to explain such footnotes or to attach their entire financial statement.


· Part XII (Endowment Funds) requires an organization that holds assets in term or permanent endowment funds to provide information for the past five years on fund balances, contributions, investment earnings or losses, program expenditures, and administrative expenditures.  The reporting burden associated with this question seems to outweigh the usefulness of this information.  The five-year look-back period should be reduced.


5. Schedule F (Statement of Activities Outside the U.S.)


· It is unclear whether Schedule F requires that “captive insurance” activities be reported.  Since any organization with captive insurance activity is required to complete IRS Form 5471, such reporting should be referenced here, or the organization should be specifically exempt from reporting


· Schedule F requires the separate reporting of grants outside the U.S. from grants to domestic organizations and individuals.  Many hospitals and health care organizations do not maintain records and reports in a format that would permit them to gather all of the information required to be reported on Schedule F.  The required amount of recordkeeping and reporting could discourage organizations from making grants, particularly small ones, to foreign organizations or individuals.  Moreover, the data required to be reported on the Schedule could potentially threaten the safety and security of organizations and individual grant recipients, therefore Schedule F should not be open to public disclosure.


· It is unclear whether the activities of foreign affiliates of U.S. organizations are covered by Schedule F. 


· Part I (General Information on Accounts and Activities Outside the United States), Line 2 requires an organization to describe its procedures for selecting grant recipients located outside the U.S. and monitoring the use of grant funds.  The disclosure of an organization’s grantmaking procedures seems intrusive for a public document.  This question should be similar to Schedule I which simply asks whether the organization maintains records to substantiate its grant making process.


· Part II (Grants and Other Assistance to Organizations or Entities Outside the United States), Lines 2-3 require an organization to report the number of foreign 501(c)(3) organization grant recipients and the total number of other organizations or entities.  This information seems misleading given that most foreign organizations are not formally recognized as 501(c)(3) organizations by the U.S. and the regulatory structure for charitable organizations in many countries is not easily comparable to U.S. requirements.  



· Part II, line 1, column (g) requires that non-cash gifts be reported, and that the fair market value be the basis for the reporting.  Hospitals should be exempt from reporting gifts of equipment and supplies, since there are many such transfers of fully depreciated items.



· Part III (Grants and Other Assistance to Individuals Outside the United States) requires an organization to report grants of more than $5,000 to individuals outside the U.S.  Part II (Grants and Other Assistance to Organizations or Entities Outside the United States) requires organizations to check a box if no one recipient received more than $5,000.  Part III should include a similar check-the-box statement to clarify the guidance set forth in the instructions, i.e., that organizations are not required to complete Part III if no one recipient received more than $5,000.


6. Schedule G (Supplemental Information Regarding Fundraising Activities) 

· Schedule G requires an organization to report supplemental information regarding its fundraising activities.  The IRS should clarify how organizations should report fundraising activities by related entities, which is a common occurrence within a health system.


7.
Schedule H (Hospitals)


Partners has two primary concerns with Schedule H that we are asking the IRS to address:


· The full value of hospital community benefit is not included in Schedule H and should be.

· The IRS is requesting information that is unrelated to community benefit, that will not be meaningful to the public, and that should be removed from the form.


Partners is proud of the commitment to the community that is at the very core of each of its hospitals, and we welcome the opportunity to describe the enormous scope and great diversity of the community benefits we provide.  For example, these include:


· Health care for 37,000 patients without health insurance coverage, nearly double the 21,000 patients served five years ago.  This situation underscores the importance of the commitment we share with you to implement recently enacted health care reform that will significantly reduce the number of people without health insurance.

· Continued partnerships with and investments in community health centers to provide cost-effective preventive health care in urban neighborhoods. 


· Continued Assistance for nearly 9,000 women and children affected by domestic violence over the last nine years.


· Creating economic opportunity through training and employment in health care – including helping more than 600 Boston residents get entry level jobs or advance up the career ladder at our hospitals over the last three years.


· Improving the health of women and addressing infant mortality in low income Boston neighborhoods.


· In partnership with the state and with private funders, providing free breast and cervical cancer screening at 11 health centers to more than 2,000 women.


·  Providing services in many local schools and neighborhood centers to counteract substance abuse and the impacts of family and community violence. 


The full value of the benefits hospitals provide should be included in Schedule H. However, we have serious concerns about Schedule H, which defines community benefit too narrowly.  The Schedule fails to recognize that hospitals respond to the unique needs of their community with uniquely tailored programs and services, not all of which can be quantified into a measurable financial cost like free care.  


· Hospitals qualify for the charitable purpose of promoting health by meeting the community benefit standard.  The community benefit standard permits us to tailor our programs and services to the needs of our individual community.  Among those needs is providing care for low-income patients who may not be able to afford the costs of their care.  Yet we provide their care proudly, and the costs we absorb in doing so should be reflected as a community benefit on Schedule H.    


· The cost of patient bad debt is community benefit


As currently drafted, Schedule H does not count patient care bad debt expenses as community benefit.  We know that a large majority of bad debt is attributable to low-income patients who, for many reasons, decline to complete the forms required to establish eligibility for our hospital’s free care programs.  


A 2006 Congressional Budget Office report cited two studies indicating that “the great majority of bad debt was attributable to patients with incomes below 200 percent of the federal poverty level.”  The fact is that, despite our best efforts, many of our patients still do not identify themselves as in need of financial assistance.  It is important to us and to our community that the full cost of serving our community – including the cost of serving patients who need help paying their bill but fail to ask for it – be recognized and counted as the community benefit that it is.


· Some items do not constitute community benefit

Schedule H not only fails to include certain community benefits; it also confuses other costs with community benefit.  For example, Indirect Medical Education (IME) costs are not costs of “Health Professions Education.”  The IME costs and payments are components of patient care.  Hospitals already account for these costs under the rubric of patient care costs.  Reporting them as a cost of education will create confusion and could result in double reporting.  

Schedule H needs to be streamlined to eliminate questions that are burdensome and confusing, and that fail to provide meaningful information to the community.


· In the first instance, the definition of “hospital” is confusing, and possibly over-inclusive.


· In addition, the proposed chart on Schedule H, Part II relating to billing should be eliminated.  It has no bearing on determining whether a hospital is meeting the community benefit standard, and it should not be used to create new reporting standards. 


· Relevant information is already provided in other parts of the Form 990.  For example, detailed information on charity care will be provided in Part I of Schedule H.  Information related to a hospital’s revenues and Medicare and Medicaid payments will be included in Form 990.  


· Beyond that, the chart’s added layers of requests for information are burdensome and will require a major amount of extra staff time and work to provide.  Some of the information requested is proprietary with competitive aspects.  The chart displays information in a form that will confuse, not inform, our community.  


8. Schedule J (Supplemental Compensation Information)


· Line 1, column (C) requires an organization to report nonqualified deferred compensation.  The Schedule should eliminate double-reporting of nonqualified compensation.  This occurs when the amounts of unpaid, unvested deferred compensation are reported when awarded and again when they are vested.  Eliminating the double reporting will give a more accurate picture of yearly compensation.  The double reporting of deferred compensation is a problem under the current Form 990 and the IRS should take this opportunity to correct the confusion, especially confusion to the public who are not familiar with deferred compensation and do not understand that the benefit is reported twice.  This question also must address how compensation should be reported if the organization is reporting on an accrual basis.


· Line 1, column (D) requires an organization to report the amount of “Nontaxable [Fringe] Benefits” provided to the listed persons in column (A), and column (E) requires the amount of “Nontaxable Expense Reimbursements” provided to these same persons.  The Instructions and the Worksheet relating to Columns D and E are very confusing and need to be clarified.  The Instructions for Column D clearly state that the value of nontaxable fringe benefits - other than expense reimbursements – belong in Column D. But then the Instructions go on to describe not only nontaxable benefits, such as health insurance, long-term care insurance and other benefits that are excluded from taxation under a specific section of the Internal Revenue Code, but also refer to expense reimbursements such as reimbursement of expenses for travel or meals that have a business purpose.  Therefore, it is not clear whether these expense reimbursements should be listed in Column D or E. The Worksheet adds to the confusion.  There is a final list on the 2nd page of the Worksheet, the introduction to which states that the benefits in that final list are to be reported in Column D, unless they constitute reportable (taxable) compensation.  However, that final list includes travel, meals and entertainment, which are generally taxable unless they are business expenses that are reimbursed pursuant to an accountable plan, and therefore seem to belong in Column E.


· Our much greater concern about Columns (D) and (E) is reflected in the Instructions and Worksheet.  These describe what must be disclosed in these columns by listing what appears to be an attempt to cover almost every conceivable fringe benefit.  A value must also be assigned to each specific benefit. The Instructions include among the benefits that may need to be reported any “De minimis (minimal) fringe” benefit that, by definition in the Internal Revenue Code, are benefits the value of which is “so small as to make accounting for it unreasonable or administratively impracticable.” We believe that the Instructions should establish a dollar threshold, below which any specific need not be disclosed.  


· Lines 4 and 5 require an organization to report whether it paid compensation determined in whole or in part by the revenues or net earnings of the organization or a related organization.  The instructions should clarify the types of compensation arrangements that would and would not be deemed to be determined in whole or in part by the revenues or net earnings of hospitals or health care organizations. 


9. Schedule K (Supplemental Information on Tax Exempt Bonds)


Partners supports the IRS’ goals of fostering tax-exempt bond compliance through the annual 990 reporting process.  However, Partners has an interest in keeping the reporting process as simple and cost effective as possible so as not to inappropriately drain resources away from charitable activities.  In this spirit, Partners’ comments focus on elimination of duplicative information previously supplied on IRS Form 8038 and more precisely tailoring the Schedule to request critical information.  Partners also believes that a transition period of about two to three years would be helpful to establish the ongoing monitoring systems that may be necessary to respond to Part III of the Schedule.  We believe that such a transition period is necessary not because organizations are non-compliant, but because additional time may be needed to assemble and review the necessary documentation.  Specific comments on proposed Schedule K follow.


Part I - Bond Issues


· Most of the required information in this part may be obtained from the Form 8038 filed in connection with each tax-exempt bond issue as to which the organization is a beneficiary.  On the other hand, columns (f) and (g) require information beyond what has been reported on the Form 8038.  To simplify reporting on column (f), the instructions should set forth the broadest possible categories of purposes and limit those purposes to generic types of new money uses.  For example, healthcare, education, and cultural type categories should sufficiently describe new money uses of bond proceeds for such purposes.  Since the Form 8038 already reports information concerning whether an issue has proceeds dedicated to refunding purposes, it may be redundant to require reporting of such information.


· Regarding column (g), the instructions should clarify whether the date placed in service is intended to be the placed in service date as defined in Reg. §1.150-2(c) or the date utilized for general federal tax purposes.  In the case of a multi-project financing, we recommend that the instructions clarify that this date is the placed in service date of the last project to be completed.


Part II – Proceeds


· Reporting in this part could be simplified by eliminating those lines which also appear on the Form 8038 such as line 1 (Issue Price), Line 2 (Amount in Reserve Fund) and line 7 (Costs of Issuance).  Line 6 (Principal Amount Retired) should be eliminated, since line 4 will report the amount of bonds outstanding.  Accordingly, the principal amount retired should already be reflected through the reporting of a reduced principal amount of outstanding bonds on line 4.  Further significant simplification and reduction in burden can be achieved by limiting reporting on line 8 to working capital expenditures in excess of a 5% de minimis amount.  Finally, line 11 appears to call for very technical information, which might be better reported at the time of issuance.  Alternatively, the instructions to line 11 should clarify which temporary period exception is applicable (e.g., for the project fund).  


Part III - Private Use


· This part appears to require the organization to keep detailed records and monitor private use on an ongoing basis in order to respond to each line on an annual basis.  In this connection, we believe the instructions to this part should set forth the Service’s expectations that each borrower will maintain sufficient records and monitor private use at reasonably regular intervals.  In most cases monitoring and documenting private use at five year intervals should be deemed sufficient unless there is an intervening change-in-use or asset sale in excess of the five percent limitation for non-exempt use.  A statement by the Service in the instructions for this part would help reduce borrower cost burdens if the Service recognized that too frequent monitoring by borrowers may not always be warranted and cost justified.


· After a two or three year transition period to permit borrowers to put in place the necessary systems and documentation practices, we recommend that this part be revised to require only reporting circumstances of non-compliance.  For example, significant simplification and relief of the data reporting burden could be achieved by requiring borrowers to report only whether or not its percentage of non-exempt use is within the five percent allowance, whether annually or as we would suggest every fifth year when rebate calculations are done.  A box can be provided where the borrower can check whether or not it relied upon its reasonable expectations of future exempt use to offset non-exempt use in its conclusion.  This type of compliance based reporting should consolidate lines 2a through 5b into one line which reports whether or not the organization is compliant with respect to the private use limit.  This type of reporting takes into consideration the fact that most organizations prepare the Forms 990 in good faith and are largely compliant.  Finally, with respect to line 1, we recommend that this question be simplified and targeted solely to address non-compliant ownership structures.


Part IV - Compensation of Third Parties


· To reduce the reporting burden of borrowers while recognizing the need for the Service to monitor potentially excessive costs of issuance, we recommend that this part be limited to reporting compensation to third parties in excess of the two percent costs of issuance limit.  The Tax Reform Act of 1986 imposed the two percent limitation on costs of issuance for private activity bonds paid out of bond proceeds.  We believe this limitation, in most situations, reflects a reasonable threshold.  Accordingly, Part IV should not indirectly reopen and examine on a detailed basis those costs that are ordinarily reasonably necessary to accomplish a qualified 501(c)(3) bond financing which already has many complicated and costly financing restrictions.


10. Schedule I (Supplemental Information on Grants and Other Assistance to Organizations, Governments, and Individuals in the U.S.)


Part III requires an organization to report grants and other assistance to individuals in the U.S.  This is similar to the question in Schedule F, Part III, relating to grants outside the U.S.  However, in Schedule F, organizations need not complete Part III if no individual received more than $5,000.  Schedule I should include the same threshold of $5,000.


11.
Schedule L (Supplemental Information on Loans)


Schedule L requires an organization to report details on loans to and from officers, directors, trustees, key employees, highly compensated employees, and disqualified persons.  The schedule and instructions should reference “highest compensated employees” from Part II of the core form, which is also the defined term in the glossary, as the use of “highly compensated employee” is confusing.


12.
Schedule M (Non-Cash Contributions)


The threshold for completing this schedule should be increased to $20,000. 


13.
Schedule N (Liquidation, Termination, dissolution or Significant Disposition of Assets)


· Clarification is needed as to whether transfers to a wholly owned limited liability company that is disregarded as separate from the tax-exempt filing organization need to be reported.  


· Clarification is needed as to whether transfers for “full and adequate consideration” that are excluded from the definition of “substantial contraction” still need to be reported as a disposition of net assets.  


14.
Schedule R (Related Organizations)


· For a multi-hospital system like Partners, Schedule R is extremely burdensome.  At a minimum the definition of “related” needs further review and consideration.  



· Part V requires an organization to report whether it engaged in certain transactions or transfers with related organizations, including related 501(c)(3) organizations.  The instructions carve out transactions between 501(c)(3) organizations where the only transactions between the organizations were gifts or grants. This instruction should be revised to allow transfers that are gifts and grants to be excluded even where the organizations have other transactions such as leasing or services arrangements.  


· The definition of “transfer” in the instructions should be revised as follows: A transfer includes any conveyance of funds or property, whether or not for consideration, except for gifts or grants between related 501(c)(3) organizations.  


· The compliance burden from this section is of great concern.  Tax-exempt organizations within a health system typically have numerous arrangements involving the performance of services, leasing or sharing of facilities, equipment or employees, cost reimbursement, etc.  Many organizations like Partners could have hundreds of transactions to report under Part V.  Certain questions on this schedule may be in response to Section 1205 of the Pension Protection Act, but in that case the information on transactions between related 501(c)(3) organizations should be limited to transfers that could result in UBIT under the controlled entity rule of Section 512(b)(13).  Other transactions between related 501(c)(3) organizations do not raise compliance, exemption, tax or other concerns and should not need to be reported.   


· The instructions for column (C) require the amount involved in each transaction to be reported, which is defined as the fair market value of the services, cash and other assets provided by the organization or the fair market value received, whichever is higher.  This instruction seems to require even related 501(c)(3) organizations that have cost reimbursement arrangements to determine the fair market value for these arrangements, which creates a significant valuation burden for arrangements that should not even need to be reported.  


We appreciate the opportunity to submit comments; we especially appreciate the IRS’ effort to reach out to the hospital community and better understand its concerns.  We welcome the opportunity to work with the IRS to improve the core form and schedules.  

Sincerely,


Brent L. Henry, Esq.
 
         



Vice President and General Counsel  
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September 14, 2007 

By Electronic Filing 

Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, D.C. 20224 

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES 

On behalf of Partners HealthCare System, Inc., I thank you for the opportunity to comment on the 
draft redesigned Form 990 (Core Form) and new draft Schedules. 

We very much appreciate the work that the IRS has put into the new Form 990 and Schedules, and 
its willingness to listen to, and consider comments from, the community of tax-exempt 
organizations, and hospitals and integrated health care systems in particular.  We also support the 
IRS efforts to improve the accuracy and consistency of these forms, and thereby increase 
transparency. However, we have numerous concerns about the redesigned Form 990 and many of 
the new Schedules. We believe the IRS should address these concerns before asking hospitals and 
other tax-exempt organizations to file the Form or Schedules.   

Partners HealthCare System, Inc. is a Massachusetts not-for-profit health care system that offers 
patients a continuum of coordinated care.   The System includes a number of charitable tax-
exempt organizations, including the following hospitals: 

• Brigham and Women's Hospital 
• Faulkner Hospital 
• Massachusetts General Hospital 
• McLean Hospital 
• Newton-Wellesley Hospital 
• North Shore Medical Center 
• Rehabilitation Hospital of the Cape and Islands 
• Shaughnessy-Kaplan Rehabilitation Hospital 
• Spaulding Rehabilitation Hospital  
• Martha’s Vineyard Hospital 
• Nantucket Cottage Hospital 

All of these hospitals will need to fill out as many as 14 Schedules, and most of the other, non-
hospital organizations in the Partners system will have to fill out at least 8-10 Schedules.  This will 



be an enormous, expensive and time-consuming undertaking.  We are also very concerned about 
the burden of having to reconfigure financial and data recordkeeping systems, and whether we will 
be able to complete the process in time to begin capturing the data required by January 1, 2008.   

Our primary general concern is that the comment period and filing deadline are far too short, in 
light of scope and nature of the changes and additions to the Form 990 and all Schedules.  The 
changes are so significant that it has been impossible for Partners to identify all the associated 
problems and ramifications.  We fully recognize the need to make many of the proposed changes, 
but it is critical that there be sufficient time for review and dialogue to ensure that the form 
actually achieves the intended goals, and that it is a workable document for all the varied exempt 
organizations that will be required to complete it.    

Partners has tried to identify as many issues as possible that we believe the IRS needs to address. 
Based on that effort, we have the following more specific comments on the Core Form and 
Schedules. 

THE CORE FORM AND SCHEDULES NEED SUBSTANTIAL REVISION 

1.	 Core Form 

•	 Part I (Summary), Line 6 requires an organization to enter the number of individuals 
receiving compensation in excess of $100,000. This question provides information of 
limited use to the IRS.  In addition, it is likely to mislead the general public, instead of 
creating transparency. Large organizations like Partners, with a correspondingly large 
number of physicians and executives, have a larger number of individuals receiving this 
level of compensation than smaller organizations with fewer executives.  However, the 
mere reporting of a larger number might lead the public to erroneously conclude that 
exempt organizations like ours are paying disproportionately higher levels of 
compensation.    

•	 Part I (Summary), Line 7 requires an organization to enter the highest compensation 
amount reported on Part II, Section A (relating to reportable compensation paid to officers, 
directors, trustees, key employees, highly compensated employees, and independent 
contractors). Requiring disclosure of the highest compensation amount paid on the 
summary page of the Core Form could mislead viewers when read outside of the context 
of the fuller disclosure required in Part II and Schedule J.  

•	 Part I, Lines 8a and 8b require an organization to calculate total officer, director, trustee, 
and other key employee compensation and then to calculate a percentage by comparing 
total executive compensation to total program expenses.  This comparison metric provides 
a misleading picture of an organization’s operations and should be eliminated from the 
Form.  

•	 Part I, Lines 19a and 19b require an organization to calculate fundraising expenses as a 
percentage of total contributions and grants.  This percentage does not provide helpful 
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information about an organization’s operations.  Notwithstanding its limited use, 

organizations should be given an opportunity to explain this percentage. 


•	 Part I, Line 24b requires an organization to calculate total expenses as a percentage of net 
assets. This percentage is not helpful to understanding an organization’s overall operations 
and may be misleading.  The public may assume that if the percentage is high, the 
organization is inefficient or even wasteful, when there are a variety of factors that will 
influence this percentage, including geographic location, size and type of organization, and 
so on. 

•	 Part II, Section A requires an organization to include reportable compensation from 
“related organizations” for purposes of reporting the compensation of former (within the 
last five years) directors, trustees, officers, and key employees or highest compensated 
employees.  It will be very burdensome for a large healthcare system like Partners to track 
all former directors, trustees, officers, key employees or highest compensated employees 
over a five-year period and then survey all related organizations to determine whether any 
individual in this group is being paid compensation by such related organization.  
Information on former directors, trustees, officers, key employees or highest compensated 
employees should look to current year only. 

•	 Part II, Section A requires an organization to use the compensation figures as reported on 
Forms W-2 or 1099.  For hospitals whose tax year is not the calendar year, Forms W-2 and 
1099 reporting will result in compensation data that is much more dated than the 
compensation data currently required.   

•	 Part II, Section B, Lines 5a-f require an organization to report the family and business 
relationships of officers, directors, trustees, or key employees during a five-year look back 
period. Partners, like many other complex health care systems, is comprised of a large 
number of hospitals and other health care organizations, each with its own board of 
directors, and hundreds of contracts.  The collection of information covering the 5 year 
period by questionnaire, and maintenance of internal documentation also required to 
respond to these questions, will create an excessive burden for Partners. 

•	 Part II, Section B, Line 9 requires an organization to report whether any persons listed in 
Part A receive compensation from any source other than the filing organization or a related 
organization for services rendered to the organization.  In its current form, this question 
requires organizations to have, or acquire access to, information that they may not 
otherwise have. This question should be clarified to address the extent to which an 
organization is required to seek information regarding such compensation arrangements, in 
particular whether this question applies to outside organizations or only to the reporting 
organization and its affiliates. 

•	 Part III, Line 3b requires an organization to report the number of “transactions” the 
organization reviewed under its conflict of interest policy.  The instructions or glossary 
should be revised to include a definition for “transactions.”  Responding with a zero or a 
very high number would create a negative connotation, and any numerical response will 
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have a different meaning depending on the organization and its policy. Therefore, the 
question should be deleted. 

•	 Part III, Line 10 asks whether an organization’s governing body reviewed the Form 990 
before it was filed. The draft form does not provide a definition of “review.”  The 
instructions should make it clear that this is an oversight function, including a review of 
the process followed in completing the form, and not a detailed review of the numerous 
disclosures. In clarifying what is meant by “review,” the IRS also should consider that 
boards of directors of public companies are not required to review or certify tax filings 
under the Sarbanes-Oxley Act. The instructions should also clarify that review by the 
finance or an equivalent board committee, or by the governing body of its parent 
organization, should be sufficient. 

•	 Part IV (Statements Regarding General Activities), Line 1d requires an organization to 
report the total amount of contributions received from related organizations.  The 
instructions include as examples of related organizations, “a parent organization or 
affiliates at the local, state, or regional level.”  The example is confusing and the 
instructions should instead use the definition of related organizations from the glossary.  
Moreover, it is unclear whether all payments to related organizations (except for payments 
that clearly belong under membership dues, rentals, or sales) should be treated as 
contributions since there is no corresponding line item under “program service revenue” or 
“other revenue.” 

•	 Part IV, Lines 2a – 2g require an organization to enter a corresponding business code from 
the Codes for Unrelated Business Activity from the 2006 Instructions for Form 990-T for 
the various line items of “program service revenue”.  The business codes on 990-T are not 
broad enough to reflect accurately program service revenue. 

•	 Part V (Statement of Functional Expense), Line 3 requires an organization to report 
expenses associated with grants and other assistance to governments, organizations, and 
individuals outside of the U.S.  This question does not provide a reference to Schedule F or 
the threshold for filing Schedule F. These references should be added. 

•	 Part VII, Lines 8a (and the applicable instructions) requires an organization to report 
whether it conducted all or a substantial part of its exempt activities through or using a 
partnership, LLC, or corporation and the aggregate exempt activities conducted through or 
by such entities involved a substantial portion of the organization’s capital expenditures or 
operating budget, or a discrete segment or activities of the organization that represent a 
substantial portion of the organization’s assets, income, or expenses as compared to the 
organization as a whole. Neither the instructions nor the glossary provide a definition, 
percentage or amount for the term “substantial.”  It is also unclear whether Lines 8a-8c 
would apply to passive investments of endowment or reserve funds in partnerships or 
publicly-traded corporations. 

•	 Part VII, Lines 11 and 12 require an organization to report whether it has a written policy 
or procedure for reviewing the organization’s investments and safeguarding its exempt 
status with respect to transactions and arrangements with related organizations.  To the 
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extent the IRS intends to develop sample written policies, IRS should solicit input from 
members of the tax-exempt sector with respect to the content and form of such written 
policies. 

•	 Part IX (Statement of Program Service Accomplishments), Lines 3a – 3c require an 
organization to describe its exempt purpose achievements for each of its three largest 
program services.  This question should be moved to Part I of the form, as it is a key 
question. Organizations should be allowed as much additional space as necessary to 
describe more than three key activities.  As drafted, 3d also directs organizations to attach 
a schedule listing other program services. 

2.	 Schedule A (Supplementary Information for Organizations Exempt Under Section 
501(c)(3)) 

•	 Part 1, Line 11f requires an organization to respond whether it has a “written determination 
from the IRS that it is a Type I, II, or III supporting organization.”  The answer to this 
question is meaningless. As the IRS knows, most supporting organizations do not have 
written determinations from the IRS as such.  In addition, without further explanation, a 
“no” answer may well mislead the public into thinking that the organization is out of 
compliance for not having a ruling.  The question should be deleted, since it adds nothing 
to the other questions about supporting organizations.  

•	 Part 1, Line 11h, column (vii) requires an organization to report the amount of monetary 
support provided by the supporting organization to the supported organization(s).  This 
question disadvantages supporting organizations such as parent holding companies within 
a health care system that do not pay out monetary grants or other support payments 
because they are functionally integrated or otherwise undertake activities in support of 
their supported organizations. The question should be revised to include the value of non-
monetary support. 

3.	 Schedule C (Political Campaign and Lobbying Activities) 

•	 Part II-B requires reporting by an exempt organization, including reporting on (b) paid 
staff or management and for (h) seminars, conventions, speeches, lectures, or any other 
means.  It is not clear precisely what the IRS is attempting to capture under (h) and why 
the category needs to be so broad. Also, instead of asking for precise amounts, the IRS 
should ask for a range of hours, number of employees or other proxies for amounts that 
would provide the IRS with useful information while making the category less 
burdensome.  

4.	 Schedule D (Supplemental Financial Statements) 

•	 Parts I and III: Passive investments should be excluded from this schedule, and the listing 
of securities individually is extremely burdensome.   

•	 Part VII (Other Liabilities) requires organizations to describe and list the book value of any 
other liabilities, including federal income tax liabilities, not reportable in the defined 
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categories on Part VI (Balance Sheet) of the core form.  Part VII also requires 
organizations to provide the text of the footnote to the organization’s financial statements 
that report the organization’s liability for uncertain tax positions under FIN 48.  Disclosing 
the text of footnotes relating to uncertain tax positions in isolation could be misleading.  
Organizations should be given the opportunity to explain such footnotes or to attach their 
entire financial statement. 

•	 Part XII (Endowment Funds) requires an organization that holds assets in term or 
permanent endowment funds to provide information for the past five years on fund 
balances, contributions, investment earnings or losses, program expenditures, and 
administrative expenditures.  The reporting burden associated with this question seems to 
outweigh the usefulness of this information. The five-year look-back period should be 
reduced. 

5.	 Schedule F (Statement of Activities Outside the U.S.) 

•	 It is unclear whether Schedule F requires that “captive insurance” activities be reported.  
Since any organization with captive insurance activity is required to complete IRS Form 
5471, such reporting should be referenced here, or the organization should be specifically 
exempt from reporting 

•	 Schedule F requires the separate reporting of grants outside the U.S. from grants to 
domestic organizations and individuals.  Many hospitals and health care organizations do 
not maintain records and reports in a format that would permit them to gather all of the 
information required to be reported on Schedule F.  The required amount of recordkeeping 
and reporting could discourage organizations from making grants, particularly small ones, 
to foreign organizations or individuals.  Moreover, the data required to be reported on the 
Schedule could potentially threaten the safety and security of organizations and individual 
grant recipients, therefore Schedule F should not be open to public disclosure. 

•	 It is unclear whether the activities of foreign affiliates of U.S. organizations are covered by 
Schedule F. 

•	 Part I (General Information on Accounts and Activities Outside the United States), Line 2 
requires an organization to describe its procedures for selecting grant recipients located 
outside the U.S. and monitoring the use of grant funds.  The disclosure of an organization’s 
grantmaking procedures seems intrusive for a public document.  This question should be 
similar to Schedule I which simply asks whether the organization maintains records to 
substantiate its grant making process. 

•	 Part II (Grants and Other Assistance to Organizations or Entities Outside the United 
States), Lines 2-3 require an organization to report the number of foreign 501(c)(3) 
organization grant recipients and the total number of other organizations or entities.  This 
information seems misleading given that most foreign organizations are not formally 
recognized as 501(c)(3) organizations by the U.S. and the regulatory structure for 
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charitable organizations in many countries is not easily comparable to U.S. requirements.   

•	 Part II, line 1, column (g) requires that non-cash gifts be reported, and that the fair market 
value be the basis for the reporting. Hospitals should be exempt from reporting gifts of 
equipment and supplies, since there are many such transfers of fully depreciated items. 

•	 Part III (Grants and Other Assistance to Individuals Outside the United States) requires an 
organization to report grants of more than $5,000 to individuals outside the U.S.  Part II 
(Grants and Other Assistance to Organizations or Entities Outside the United States) 
requires organizations to check a box if no one recipient received more than $5,000.  Part 
III should include a similar check-the-box statement to clarify the guidance set forth in the 
instructions, i.e., that organizations are not required to complete Part III if no one recipient 
received more than $5,000. 

6.	 Schedule G (Supplemental Information Regarding Fundraising Activities) 

•	 Schedule G requires an organization to report supplemental information regarding its 
fundraising activities. The IRS should clarify how organizations should report fundraising 
activities by related entities, which is a common occurrence within a health system. 

7. Schedule H (Hospitals) 

Partners has two primary concerns with Schedule H that we are asking the IRS to 
address: 

•	 The full value of hospital community benefit is not included in Schedule H and should be. 
•	 The IRS is requesting information that is unrelated to community benefit, that will not be 

meaningful to the public, and that should be removed from the form. 

Partners is proud of the commitment to the community that is at the very core of each of 
its hospitals, and we welcome the opportunity to describe the enormous scope and great 
diversity of the community benefits we provide.  For example, these include: 

•	 Health care for 37,000 patients without health insurance coverage, nearly double the 
21,000 patients served five years ago. This situation underscores the importance of the 
commitment we share with you to implement recently enacted health care reform that will 
significantly reduce the number of people without health insurance. 

•	 Continued partnerships with and investments in community health centers to provide cost-
effective preventive health care in urban neighborhoods.  

•	 Continued Assistance for nearly 9,000 women and children affected by domestic violence 
over the last nine years. 
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•	 Creating economic opportunity through training and employment in health care – including 
helping more than 600 Boston residents get entry level jobs or advance up the career ladder 
at our hospitals over the last three years. 

•	 Improving the health of women and addressing infant mortality in low income Boston 
neighborhoods. 

•	 In partnership with the state and with private funders, providing free breast and cervical 
cancer screening at 11 health centers to more than 2,000 women. 

•	  Providing services in many local schools and neighborhood centers to counteract 
substance abuse and the impacts of family and community violence.  

The full value of the benefits hospitals provide should be included in Schedule H. 
However, we have serious concerns about Schedule H, which defines community benefit 
too narrowly.  The Schedule fails to recognize that hospitals respond to the unique needs 
of their community with uniquely tailored programs and services, not all of which can be 
quantified into a measurable financial cost like free care. 

•	 Hospitals qualify for the charitable purpose of promoting health by meeting the community 
benefit standard. The community benefit standard permits us to tailor our programs and 
services to the needs of our individual community.  Among those needs is providing care 
for low-income patients who may not be able to afford the costs of their care.  Yet we 
provide their care proudly, and the costs we absorb in doing so should be reflected as a 
community benefit on Schedule H.     

•	 The cost of patient bad debt is community benefit 
As currently drafted, Schedule H does not count patient care bad debt expenses as 
community benefit. We know that a large majority of bad debt is attributable to low-
income patients who, for many reasons, decline to complete the forms required to establish 
eligibility for our hospital’s free care programs.   

A 2006 Congressional Budget Office report cited two studies indicating that “the great 
majority of bad debt was attributable to patients with incomes below 200 percent of the 
federal poverty level.” The fact is that, despite our best efforts, many of our patients still 
do not identify themselves as in need of financial assistance.  It is important to us and to 
our community that the full cost of serving our community – including the cost of serving 
patients who need help paying their bill but fail to ask for it – be recognized and counted as 
the community benefit that it is. 

•	 Some items do not constitute community benefit 
Schedule H not only fails to include certain community benefits; it also confuses other 
costs with community benefit.  For example, Indirect Medical Education (IME) costs are 
not costs of “Health Professions Education.”  The IME costs and payments are components 
of patient care. Hospitals already account for these costs under the rubric of patient care 
costs. Reporting them as a cost of education will create confusion and could result in 
double reporting. 
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Schedule H needs to be streamlined to eliminate questions that are burdensome and 
confusing, and that fail to provide meaningful information to the community. 

•	 In the first instance, the definition of “hospital” is confusing, and possibly over-inclusive. 

•	 In addition, the proposed chart on Schedule H, Part II relating to billing should be 
eliminated.  It has no bearing on determining whether a hospital is meeting the community 
benefit standard, and it should not be used to create new reporting standards.  

•	 Relevant information is already provided in other parts of the Form 990.  For example, 
detailed information on charity care will be provided in Part I of Schedule H.  Information 
related to a hospital’s revenues and Medicare and Medicaid payments will be included in 
Form 990.   

•	 Beyond that, the chart’s added layers of requests for information are burdensome and will 
require a major amount of extra staff time and work to provide.  Some of the information 
requested is proprietary with competitive aspects.  The chart displays information in a form 
that will confuse, not inform, our community.   

8.	 Schedule J (Supplemental Compensation Information) 

•	 Line 1, column (C) requires an organization to report nonqualified deferred compensation.  
The Schedule should eliminate double-reporting of nonqualified compensation.  This 
occurs when the amounts of unpaid, unvested deferred compensation are reported when 
awarded and again when they are vested.  Eliminating the double reporting will give a 
more accurate picture of yearly compensation.  The double reporting of deferred 
compensation is a problem under the current Form 990 and the IRS should take this 
opportunity to correct the confusion, especially confusion to the public who are not 
familiar with deferred compensation and do not understand that the benefit is reported 
twice. This question also must address how compensation should be reported if the 
organization is reporting on an accrual basis. 

•	 Line 1, column (D) requires an organization to report the amount of “Nontaxable [Fringe] 
Benefits” provided to the listed persons in column (A), and column (E) requires the 
amount of “Nontaxable Expense Reimbursements” provided to these same persons.  The 
Instructions and the Worksheet relating to Columns D and E are very confusing and need 
to be clarified. The Instructions for Column D clearly state that the value of nontaxable 
fringe benefits - other than expense reimbursements – belong in Column D. But then the 
Instructions go on to describe not only nontaxable benefits, such as health insurance, long-
term care insurance and other benefits that are excluded from taxation under a specific 
section of the Internal Revenue Code, but also refer to expense reimbursements such as 
reimbursement of expenses for travel or meals that have a business purpose.  Therefore, it 
is not clear whether these expense reimbursements should be listed in Column D or E. The 
Worksheet adds to the confusion. There is a final list on the 2nd page of the Worksheet, the 
introduction to which states that the benefits in that final list are to be reported in Column 
D, unless they constitute reportable (taxable) compensation.  However, that final list 

9 



includes travel, meals and entertainment, which are generally taxable unless they are 
business expenses that are reimbursed pursuant to an accountable plan, and therefore seem 
to belong in Column E. 

•	 Our much greater concern about Columns (D) and (E) is reflected in the Instructions and 
Worksheet. These describe what must be disclosed in these columns by listing what 
appears to be an attempt to cover almost every conceivable fringe benefit.  A value must 
also be assigned to each specific benefit. The Instructions include among the benefits that 
may need to be reported any “De minimis (minimal) fringe” benefit that, by definition in 
the Internal Revenue Code, are benefits the value of which is “so small as to make 
accounting for it unreasonable or administratively impracticable.” We believe that the 
Instructions should establish a dollar threshold, below which any specific need not be 
disclosed. 

•	 Lines 4 and 5 require an organization to report whether it paid compensation determined in 
whole or in part by the revenues or net earnings of the organization or a related 
organization. The instructions should clarify the types of compensation arrangements that 
would and would not be deemed to be determined in whole or in part by the revenues or 
net earnings of hospitals or health care organizations.  

9.	 Schedule K (Supplemental Information on Tax Exempt Bonds) 

Partners supports the IRS’ goals of fostering tax-exempt bond compliance through the annual 990 
reporting process. However, Partners has an interest in keeping the reporting process as simple 
and cost effective as possible so as not to inappropriately drain resources away from charitable 
activities. In this spirit, Partners’ comments focus on elimination of duplicative information 
previously supplied on IRS Form 8038 and more precisely tailoring the Schedule to request 
critical information.  Partners also believes that a transition period of about two to three years 
would be helpful to establish the ongoing monitoring systems that may be necessary to respond to 
Part III of the Schedule. We believe that such a transition period is necessary not because 
organizations are non-compliant, but because additional time may be needed to assemble and 
review the necessary documentation.  Specific comments on proposed Schedule K follow. 

Part I - Bond Issues 

•	 Most of the required information in this part may be obtained from the Form 8038 filed in 
connection with each tax-exempt bond issue as to which the organization is a beneficiary.  
On the other hand, columns (f) and (g) require information beyond what has been reported 
on the Form 8038. To simplify reporting on column (f), the instructions should set forth 
the broadest possible categories of purposes and limit those purposes to generic types of 
new money uses.  For example, healthcare, education, and cultural type categories should 
sufficiently describe new money uses of bond proceeds for such purposes.  Since the Form 
8038 already reports information concerning whether an issue has proceeds dedicated to 
refunding purposes, it may be redundant to require reporting of such information. 

•	 Regarding column (g), the instructions should clarify whether the date placed in service is 
intended to be the placed in service date as defined in Reg. §1.150-2(c) or the date utilized 
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for general federal tax purposes.  In the case of a multi-project financing, we recommend 
that the instructions clarify that this date is the placed in service date of the last project to 
be completed. 

Part II – Proceeds 

•	 Reporting in this part could be simplified by eliminating those lines which also appear on 
the Form 8038 such as line 1 (Issue Price), Line 2 (Amount in Reserve Fund) and line 7 
(Costs of Issuance). Line 6 (Principal Amount Retired) should be eliminated, since line 4 
will report the amount of bonds outstanding.  Accordingly, the principal amount retired 
should already be reflected through the reporting of a reduced principal amount of 
outstanding bonds on line 4. Further significant simplification and reduction in burden can 
be achieved by limiting reporting on line 8 to working capital expenditures in excess of a 
5% de minimis amount.  Finally, line 11 appears to call for very technical information, 
which might be better reported at the time of issuance.  Alternatively, the instructions to 
line 11 should clarify which temporary period exception is applicable (e.g., for the project 
fund). 

Part III - Private Use 

•	 This part appears to require the organization to keep detailed records and monitor private 
use on an ongoing basis in order to respond to each line on an annual basis.  In this 
connection, we believe the instructions to this part should set forth the Service’s 
expectations that each borrower will maintain sufficient records and monitor private use at 
reasonably regular intervals. In most cases monitoring and documenting private use at five 
year intervals should be deemed sufficient unless there is an intervening change-in-use or 
asset sale in excess of the five percent limitation for non-exempt use.  A statement by the 
Service in the instructions for this part would help reduce borrower cost burdens if the 
Service recognized that too frequent monitoring by borrowers may not always be 
warranted and cost justified. 

•	 After a two or three year transition period to permit borrowers to put in place the necessary 
systems and documentation practices, we recommend that this part be revised to require 
only reporting circumstances of non-compliance.  For example, significant simplification 
and relief of the data reporting burden could be achieved by requiring borrowers to report 
only whether or not its percentage of non-exempt use is within the five percent allowance, 
whether annually or as we would suggest every fifth year when rebate calculations are 
done. A box can be provided where the borrower can check whether or not it relied upon 
its reasonable expectations of future exempt use to offset non-exempt use in its conclusion.  
This type of compliance based reporting should consolidate lines 2a through 5b into one 
line which reports whether or not the organization is compliant with respect to the private 
use limit.  This type of reporting takes into consideration the fact that most organizations 
prepare the Forms 990 in good faith and are largely compliant.  Finally, with respect to line 
1, we recommend that this question be simplified and targeted solely to address non-
compliant ownership structures. 

Part IV - Compensation of Third Parties 
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•	 To reduce the reporting burden of borrowers while recognizing the need for the Service to 
monitor potentially excessive costs of issuance, we recommend that this part be limited to 
reporting compensation to third parties in excess of the two percent costs of issuance limit.  
The Tax Reform Act of 1986 imposed the two percent limitation on costs of issuance for 
private activity bonds paid out of bond proceeds.  We believe this limitation, in most 
situations, reflects a reasonable threshold.  Accordingly, Part IV should not indirectly 
reopen and examine on a detailed basis those costs that are ordinarily reasonably necessary 
to accomplish a qualified 501(c)(3) bond financing which already has many complicated 
and costly financing restrictions. 

10.	 Schedule I (Supplemental Information on Grants and Other Assistance to 
Organizations, Governments, and Individuals in the U.S.) 

Part III requires an organization to report grants and other assistance to individuals in the 
U.S. 	This is similar to the question in Schedule F, Part III, relating to grants outside the 
U.S. However, in Schedule F, organizations need not complete Part III if no individual 
received more than $5,000.  Schedule I should include the same threshold of $5,000. 

11. 	 Schedule L (Supplemental Information on Loans) 

Schedule L requires an organization to report details on loans to and from officers, 
directors, trustees, key employees, highly compensated employees, and disqualified 
persons. The schedule and instructions should reference “highest compensated 
employees” from Part II of the core form, which is also the defined term in the glossary, as 
the use of “highly compensated employee” is confusing. 

12. 	 Schedule M (Non-Cash Contributions) 

The threshold for completing this schedule should be increased to $20,000.  

13. 	 Schedule N (Liquidation, Termination, dissolution or Significant Disposition of Assets) 

•	 Clarification is needed as to whether transfers to a wholly owned limited liability 
company that is disregarded as separate from the tax-exempt filing organization need to 
be reported. 

•	 Clarification is needed as to whether transfers for “full and adequate consideration” that 
are excluded from the definition of “substantial contraction” still need to be reported as a 
disposition of net assets. 
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14. Schedule R (Related Organizations) 

•	 For a multi-hospital system like Partners, Schedule R is extremely burdensome.  At a 
minimum the definition of “related” needs further review and consideration.   

•	 Part V requires an organization to report whether it engaged in certain transactions or 
transfers with related organizations, including related 501(c)(3) organizations.  The 
instructions carve out transactions between 501(c)(3) organizations where the only 
transactions between the organizations were gifts or grants. This instruction should be 
revised to allow transfers that are gifts and grants to be excluded even where the 
organizations have other transactions such as leasing or services arrangements.   

•	 The definition of “transfer” in the instructions should be revised as follows: A transfer 
includes any conveyance of funds or property, whether or not for consideration, except 
for gifts or grants between related 501(c)(3) organizations. 

•	 The compliance burden from this section is of great concern.  Tax-exempt organizations 
within a health system typically have numerous arrangements involving the performance 
of services, leasing or sharing of facilities, equipment or employees, cost reimbursement, 
etc. Many organizations like Partners could have hundreds of transactions to report 
under Part V.  Certain questions on this schedule may be in response to Section 1205 of 
the Pension Protection Act, but in that case the information on transactions between 
related 501(c)(3) organizations should be limited to transfers that could result in UBIT 
under the controlled entity rule of Section 512(b)(13).  Other transactions between 
related 501(c)(3) organizations do not raise compliance, exemption, tax or other concerns 
and should not need to be reported. 

•	 The instructions for column (C) require the amount involved in each transaction to be 
reported, which is defined as the fair market value of the services, cash and other assets 
provided by the organization or the fair market value received, whichever is higher.  This 
instruction seems to require even related 501(c)(3) organizations that have cost 
reimbursement arrangements to determine the fair market value for these arrangements, 
which creates a significant valuation burden for arrangements that should not even need 
to be reported. 

We appreciate the opportunity to submit comments; we especially appreciate the IRS’ effort to 

reach out to the hospital community and better understand its concerns.  We welcome the 

opportunity to work with the IRS to improve the core form and schedules.   


Sincerely, 


Brent L. Henry, Esq. 

Vice President and General Counsel 


13 

97305 



From: Kevin Coleman 

To: *TE/GE-EO-F990-Revision; 

CC: 
Subject: Comments Concerning Proposed Form 990 
Date: Friday, September 14, 2007 3:22:44 PM 
Attachments: Form 990 Comment to IRS.doc
 

To Whom It May Concern:
 

On behalf of Shands HealthCare, I am submitting the attached letter that addresses 

concerns pertaining to the proposed Form 990.
 

Sincerely,
 

Kevin E. Coleman 
Associate General Counsel 

mailto:COLEMK@shands.ufl.edu
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ
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720 SW 2nd Avenue, Suite 360A   Gainesville, FL 32601


352.733.0030    352.733.0052 fax



September 14, 2007


Via Electronic Message


Internal Revenue Service


Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW


Washington, D.C. 20224


RE: Comments on Draft Redesigned Form 990 and Schedules


To Whom It May Concern:


On behalf of Shands HealthCare, I am submitting comments concerning the draft redesigned Form 990 (“Core Form”) and related new draft schedules (“Schedules”).


The Shands HealthCare system (“Shands”) includes two of Florida’s six statutory teaching hospitals, a children’s hospital, two specialty hospitals (psychiatric care and comprehensive rehabilitation), and four community hospitals.  These hospitals serve patients from every county in Florida.  Annually, Shands has more than 211,000 emergency room visits, 84,000 inpatient admissions, and more than 900,000 outpatient hospital visits.  Shands cares for nearly one out of every two of the Medicaid-eligible and uninsured patients in north Florida, assuming responsibility for more needy patients than any other health system in our area.


Shands’ concerns can largely be summarized as follows:


(  
The Core Form and Schedules contain ambiguities that require clarification to ensure accurate reporting by individual filers, as well as uniformity within the healthcare industry.


(
The filing deadline currently intended for the Core Form and Schedules is far too soon and should be extended to tax year 2010.


Shands’ specific concerns are:


1. Core Form

Part I, Summary of Activities and Governance


Shands’ mission is very important.  However, this section only allows a few lines to describe our mission.  This should be expanded.  


To ensure uniformity within the healthcare industry, clarification is needed on what basis the entity should use in determining its top three services.  


Part I, Revenues and Expenses


Fundraising revenues and expense percentage may be misleading as some fund raising activities cover a two or three year span.  The majority of the expenses may be in the first year and the revenues flow into the second and third year.  There is no room for explanation if this ratio is very high or very low.


Part I, Net Assets or Fund Balance


The ratio on line 24b will not be comparable across all tax-exempt entities.  A hospital could be very different from a human service organization, which in turn is functionally different from an endowed institution.  A line to explain these differences is needed.


Part II, Compensation & Other Financial Arrangements for Officers, Directors, Trustees, Key Employees, Highly Compensated Employees, and Independent Contractors


The term “key employee” is not currently defined in a way that ensures uniformity amongst filers.  The term should be defined to achieve that.


For current reporting, the address of the employee/officer is listed as their work address.  On the Core Form, their residential address is required.  This information, coupled with their income, will be available to the public.  As a result, telemarketers and criminals may target these individuals.  The Core Form should only require the work address.


Part III, Statement Regarding Governance, Management and Financial Reporting


The IRS is asking if the governing body reviews Form 990 before it is filed.  Not only would a presentation of the form and schedules be difficult, the timing would be a significant problem.  A governing body could review substantially all of the Form 990 prior to filing.  However, it is not uncommon for information contained in the Form 990 to be finalized shortly before the deadline, which would not allow for review of the document that is actually filed.  Under such circumstances the IRS may be misled, regardless of how the entity answers the question.


Part IV, Statement of Revenue


For contributions, gifts, grants and other similar amounts, it is not clear whether this should be reported as gross or net.  The instructions should address this.


The Core Form asks whether any individual or organization that receives a grant or assistance (e.g. scholarship) is related to any person with an interest in the tax-exempt entity.  Such persons include donors.  In light of the fact that donated money may be fungible and money donated one year may benefit the recipient in subsequent years, cross checking relationships between donors and recipients for multiple years will become problematic and may result in inaccurate reporting.  In light of that administrative difficulty, the subject inquiry should be limited to one year, i.e. was a recipient who received assistance in the reported tax year related to a donor who made a contribution in that same tax year.


Part V, Statement of Functional Expenses


Line 23 must have a separate line and description for any expense that is more than 5% of total expenses.  Entities may need to use broader terms to describe expenses that do not fall within the lines provided.  This may result in entities using a different assignment of expenses year-to-year.  Guidance and clarification concerning expenses in this regard is needed.


Part IX, Statement of Program Service Accomplishments


This section requires that program service expense be summarized by activity code.  The codes have not yet been published.  The codes should be published well in advance of the filing deadline to allow for further comment.


2. Schedules

Schedule D, Part II, Investment-Land, Building and Equipment


This section requires that the entity report whether individual pieces of property are intended as an investment or for programmatic use.  This equates to tax-exempt entities revealing strategic plans to its competitors and gives for-profits, who are not required to make such information public, a competitive advantage.  This question should be eliminated.


Schedule G, Part I, Supplemental Information of Fund-Raising Activities


This schedule looks at the profitability of each fund-raising event by fiscal year.  Often, charitable events take several years to generate income or they are used to cement long lasting relationships with major donors, paying for themselves with future contributions.  Therefore, information provided on an annual basis could give the IRS and the public a false impression.  Such detailed reporting is not beneficial and should not be required.


Additionally, there are fund-raising events that may cover more than one fiscal year.  An example for a calendar year reporter would be a Christmas event.  The expenses could be generated and paid anytime from fall through winter and the revenue posted when the reservations are received.  Further, sponsorship money may be received months after the event.  Due to revenue and expense posting, portions of the expense and revenue would be reported on separate returns, which could be misleading to the IRS and public.  Such detailed reporting is not beneficial and should not be required.


Schedule G, Part II, Events


Separate revenue lines for advertising fees (in program books) and sponsorship payments (excluding the purchase of tables or tickets) would result in greater clarification and information that is more transparent and useful to the IRS.  For the same reason, advertising expense should be a separate line from other direct expense.


Schedule H


A single schedule will be filed by a single reporting entity to cover all of the hospital facilities operated by the reporting entity.  The information would be more useful and less misleading if filers with multiple hospitals under a single EIN had the option to complete this schedule on either an aggregate basis or by completing it for each hospital included in the EIN.


Schedule H, Part I, Community Benefit Report


This part begins with the calculation of charity care cost, and the hospital may choose either its own cost accounting system or the ratio of costs to charges calculated using Worksheet 2.  The instructions do not state if the election carries from year to year. Can an entity choose either method in subsequent years?


In general, each year the cost of providing care to Medicare patients exceeds Medicare reimbursement.  However, shortfalls in Medicare reimbursement are not considered when reporting community benefit reimbursement. This Section should allow Medicare shortfalls to be reported.


Schedule H, Part II, Billing and Collections


Historically, the IRS has not asked for information concerning billing and collections by patient type. This information could be highly inflammatory when viewed by a public that may not have all the information of what the numbers represent.  Such information should not be required.  


Also, the section to describe collection practices has a limited description field and should be expanded.


Most importantly, our billing data is proprietary and competitively sensitive.  The disclosure of discounts for specific payers gives for-profit competitors proprietary information that undoubtedly will result in a competitive disadvantage and a loss of revenue for not-for-profit hospitals.


Schedule H, Part IV, General Information


This section asks for information important to describing how the organization’s hospital facilities further its exempt purpose.  The service does not ask for a dialog of what the hospital is doing for community benefit.  Additional space should be allocated to allow for a narrative of how the organization benefits the community.


Schedule H, Part V, Facility Information


The service asks for a list of entities included in the return and the activities and programs conducted at each facility.  The area provided for this information is very small and does not allow for even a brief description of all the community benefit our facilities are providing.  Additional space should be allocated.


Schedule J, Supplemental Compensation Information


Schedule J and its accompanying eleven-page set of instructions contain a complex set of definitions, concepts and examples.  It is difficult to interpret and may result in multiple interpretations. This section should be simplified.


The non-taxable elements are difficult to identify and subject to different interpretations.  This could result in not being able to accurately compare compensation between and amongst non-profit entities.  To avoid this problem, either remove the request for nontaxable compensation or require the information in more detail to reflect the type of expenditures the IRS is trying to accumulate in another area of the form.  If the IRS is concerned with country club dues and spousal travel, request this information only.  Reporting large dollar amounts under one column will not give the IRS or the public accurate and useful information.


Schedule K, Supplemental Information on Tax Exempt Bonds

Reporting numerous placed-in-service dates will be unduly burdensome on large projects such as hospital construction involving multiple floors and services when those floors and services will not be placed in service at the same time.  This requirement should be removed.


The IRS has not provided a formal legal analysis of recordkeeping requirements.  This guidance should be provided well in advance of use of the new Form 990.


Schedule M, Non Cash Contributions


Several items that fall under the “non-cash” category, including mileage of volunteers donated and not reimbursed, would be burdensome for the organization to track.  Furthermore, no instructions are provided as to how to value donated time and labor.  We have several hospital auxiliaries whose members would have a difficult time reporting this information to the hospital and who do not report such items on their personal returns.  Thus, the burden of collecting the information significantly outweighs the benefit.  Finally, the instructions are not clear if the IRS means a total of $5000 for that specific category or $5000 by one individual.  Clarification is needed.


Lastly, it appears that if a “type of donation” code was added to the existing Schedule B, Schedule M could be eliminated altogether.


Schedule R, Related Organizations


Certain lines of business (e.g. pharmacies) produce both tax-exempt income as well as unrelated business income.  Adding a column to the table in this section that allowed the entity to report the amount of the entity’s taxable income and whether that taxable income would be considered UBI would be an improvement.


I appreciate the opportunity to comment on the Core Form and Schedules and respect the amount of time and effort that the IRS has expended in drafting the proposed form and schedules.


Respectfully Submitted,



//S//


Kevin E. Coleman


Associate General Counsel 



Shands.org
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Legal Services 
720 SW 2nd Avenue, Suite 360A  Gainesville, FL 32601 
352.733.0030    352.733.0052 fax 

September 14, 2007 

Via Electronic Message 

Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, D.C. 20224 

RE: Comments on Draft Redesigned Form 990 and Schedules 

To Whom It May Concern: 

On behalf of Shands HealthCare, I am submitting comments concerning the draft redesigned 
Form 990 (“Core Form”) and related new draft schedules (“Schedules”). 

The Shands HealthCare system (“Shands”) includes two of Florida’s six statutory teaching 
hospitals, a children’s hospital, two specialty hospitals (psychiatric care and comprehensive 
rehabilitation), and four community hospitals. These hospitals serve patients from every county 
in Florida. Annually, Shands has more than 211,000 emergency room visits, 84,000 inpatient 
admissions, and more than 900,000 outpatient hospital visits.  Shands cares for nearly one out of 
every two of the Medicaid-eligible and uninsured patients in north Florida, assuming 
responsibility for more needy patients than any other health system in our area. 

Shands’ concerns can largely be summarized as follows: 

•	 The Core Form and Schedules contain ambiguities that require clarification to 
ensure accurate reporting by individual filers, as well as uniformity within the 
healthcare industry. 

•	 The filing deadline currently intended for the Core Form and Schedules is far too 
soon and should be extended to tax year 2010. 

Shands’ specific concerns are: 

1. Core Form 

Part I, Summary of Activities and Governance 

Shands.org 
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Shands’ mission is very important.  However, this section only allows a few lines to describe 
our mission.  This should be expanded. 

To ensure uniformity within the healthcare industry, clarification is needed on what basis the 
entity should use in determining its top three services.   

Part I, Revenues and Expenses 

Fundraising revenues and expense percentage may be misleading as some fund raising 
activities cover a two or three year span.  The majority of the expenses may be in the first 
year and the revenues flow into the second and third year.  There is no room for explanation 
if this ratio is very high or very low. 

Part I, Net Assets or Fund Balance 

The ratio on line 24b will not be comparable across all tax-exempt entities.  A hospital could 
be very different from a human service organization, which in turn is functionally different 
from an endowed institution.  A line to explain these differences is needed. 

Part II, Compensation & Other Financial Arrangements for Officers, Directors, 
Trustees, Key Employees, Highly Compensated Employees, and Independent 
Contractors 

The term “key employee” is not currently defined in a way that ensures uniformity amongst 
filers. The term should be defined to achieve that. 

For current reporting, the address of the employee/officer is listed as their work address.  On 
the Core Form, their residential address is required.  This information, coupled with their 
income, will be available to the public.  As a result, telemarketers and criminals may target 
these individuals. The Core Form should only require the work address. 

Part III, Statement Regarding Governance, Management and Financial Reporting 

The IRS is asking if the governing body reviews Form 990 before it is filed.  Not only would 
a presentation of the form and schedules be difficult, the timing would be a significant 
problem.  A governing body could review substantially all of the Form 990 prior to filing.  
However, it is not uncommon for information contained in the Form 990 to be finalized 
shortly before the deadline, which would not allow for review of the document that is 
actually filed. Under such circumstances the IRS may be misled, regardless of how the entity 
answers the question. 

Part IV, Statement of Revenue 

For contributions, gifts, grants and other similar amounts, it is not clear whether this should 
be reported as gross or net. The instructions should address this. 
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The Core Form asks whether any individual or organization that receives a grant or 
assistance (e.g. scholarship) is related to any person with an interest in the tax-exempt entity.  
Such persons include donors. In light of the fact that donated money may be fungible and 
money donated one year may benefit the recipient in subsequent years, cross checking 
relationships between donors and recipients for multiple years will become problematic and 
may result in inaccurate reporting.  In light of that administrative difficulty, the subject 
inquiry should be limited to one year, i.e. was a recipient who received assistance in the 
reported tax year related to a donor who made a contribution in that same tax year. 

Part V, Statement of Functional Expenses 

Line 23 must have a separate line and description for any expense that is more than 5% of 
total expenses. Entities may need to use broader terms to describe expenses that do not fall 
within the lines provided. This may result in entities using a different assignment of 
expenses year-to-year.  Guidance and clarification concerning expenses in this regard is 
needed. 

Part IX, Statement of Program Service Accomplishments 

This section requires that program service expense be summarized by activity code.  The 
codes have not yet been published. The codes should be published well in advance of the 
filing deadline to allow for further comment. 

2. Schedules 

Schedule D, Part II, Investment-Land, Building and Equipment 

This section requires that the entity report whether individual pieces of property are intended 
as an investment or for programmatic use.  This equates to tax-exempt entities revealing 
strategic plans to its competitors and gives for-profits, who are not required to make such 
information public, a competitive advantage.  This question should be eliminated. 

Schedule G, Part I, Supplemental Information of Fund-Raising Activities 

This schedule looks at the profitability of each fund-raising event by fiscal year.  Often, 
charitable events take several years to generate income or they are used to cement long 
lasting relationships with major donors, paying for themselves with future contributions.  
Therefore, information provided on an annual basis could give the IRS and the public a false 
impression.  Such detailed reporting is not beneficial and should not be required. 

Additionally, there are fund-raising events that may cover more than one fiscal year.  An 
example for a calendar year reporter would be a Christmas event.  The expenses could be 
generated and paid anytime from fall through winter and the revenue posted when the 
reservations are received.  Further, sponsorship money may be received months after the 
event. Due to revenue and expense posting, portions of the expense and revenue would be 
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reported on separate returns, which could be misleading to the IRS and public.  Such detailed 
reporting is not beneficial and should not be required. 

Schedule G, Part II, Events 

Separate revenue lines for advertising fees (in program books) and sponsorship payments 
(excluding the purchase of tables or tickets) would result in greater clarification and 
information that is more transparent and useful to the IRS.  For the same reason, advertising 
expense should be a separate line from other direct expense. 

Schedule H 

A single schedule will be filed by a single reporting entity to cover all of the hospital 
facilities operated by the reporting entity.  The information would be more useful and less 
misleading if filers with multiple hospitals under a single EIN had the option to complete this 
schedule on either an aggregate basis or by completing it for each hospital included in the 
EIN. 

Schedule H, Part I, Community Benefit Report 

This part begins with the calculation of charity care cost, and the hospital may choose either 
its own cost accounting system or the ratio of costs to charges calculated using Worksheet 2.  
The instructions do not state if the election carries from year to year. Can an entity choose 
either method in subsequent years? 

In general, each year the cost of providing care to Medicare patients exceeds Medicare 
reimbursement.  However, shortfalls in Medicare reimbursement are not considered when 
reporting community benefit reimbursement. This Section should allow Medicare shortfalls 
to be reported. 

Schedule H, Part II, Billing and Collections 

Historically, the IRS has not asked for information concerning billing and collections by 
patient type. This information could be highly inflammatory when viewed by a public that 
may not have all the information of what the numbers represent.  Such information should 
not be required. 

Also, the section to describe collection practices has a limited description field and should be 
expanded. 

Most importantly, our billing data is proprietary and competitively sensitive.  The disclosure 
of discounts for specific payers gives for-profit competitors proprietary information that 
undoubtedly will result in a competitive disadvantage and a loss of revenue for not-for-profit 
hospitals. 

Schedule H, Part IV, General Information 
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This section asks for information important to describing how the organization’s hospital 
facilities further its exempt purpose. The service does not ask for a dialog of what the 
hospital is doing for community benefit.  Additional space should be allocated to allow for a 
narrative of how the organization benefits the community. 

Schedule H, Part V, Facility Information 

The service asks for a list of entities included in the return and the activities and programs 
conducted at each facility. The area provided for this information is very small and does not 
allow for even a brief description of all the community benefit our facilities are providing.  
Additional space should be allocated. 

Schedule J, Supplemental Compensation Information 

Schedule J and its accompanying eleven-page set of instructions contain a complex set of 
definitions, concepts and examples.  It is difficult to interpret and may result in multiple 
interpretations. This section should be simplified. 

The non-taxable elements are difficult to identify and subject to different interpretations.  
This could result in not being able to accurately compare compensation between and amongst 
non-profit entities. To avoid this problem, either remove the request for nontaxable 
compensation or require the information in more detail to reflect the type of expenditures the 
IRS is trying to accumulate in another area of the form.  If the IRS is concerned with country 
club dues and spousal travel, request this information only.  Reporting large dollar amounts 
under one column will not give the IRS or the public accurate and useful information. 

Schedule K, Supplemental Information on Tax Exempt Bonds 

Reporting numerous placed-in-service dates will be unduly burdensome on large projects 
such as hospital construction involving multiple floors and services when those floors and 
services will not be placed in service at the same time.  This requirement should be removed. 

The IRS has not provided a formal legal analysis of recordkeeping requirements.  This 
guidance should be provided well in advance of use of the new Form 990. 

Schedule M, Non Cash Contributions 

Several items that fall under the “non-cash” category, including mileage of volunteers 
donated and not reimbursed, would be burdensome for the organization to track.  
Furthermore, no instructions are provided as to how to value donated time and labor.  We 
have several hospital auxiliaries whose members would have a difficult time reporting this 
information to the hospital and who do not report such items on their personal returns.  Thus, 
the burden of collecting the information significantly outweighs the benefit.  Finally, the 
instructions are not clear if the IRS means a total of $5000 for that specific category or $5000 
by one individual. Clarification is needed. 
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Lastly, it appears that if a “type of donation” code was added to the existing Schedule B, 
Schedule M could be eliminated altogether. 

Schedule R, Related Organizations 

Certain lines of business (e.g. pharmacies) produce both tax-exempt income as well as 
unrelated business income.  Adding a column to the table in this section that allowed the 
entity to report the amount of the entity’s taxable income and whether that taxable income 
would be considered UBI would be an improvement. 

I appreciate the opportunity to comment on the Core Form and Schedules and respect the amount 
of time and effort that the IRS has expended in drafting the proposed form and schedules. 

Respectfully Submitted, 

//S// 

Kevin E. Coleman 
Associate General Counsel  



From: Foarde, Mary P
 

To: *TE/GE-EO-F990-Revision; 


CC: 

Subject: Comments on Draft Redesigned Form 990 and Schedules 

Date: Friday, September 14, 2007 3:21:41 PM 

Attachments: Comments on Draft Redesigned Form 990.pdf 

This message contains information that is confidential and may be privileged. Unless 
you are the addressee (or authorized to receive for the addressee), you may not use, copy 
or disclose to anyone the message or any information contained in the message. If you 
have received the message in error, please advise the sender by reply e-mail and delete 
the message. 
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From: Susan Simmone 

To: *TE/GE-EO-F990-Revision; 

CC: Temple Sellers; 

Subject: Comments Form 990 Revisions 

Date: Friday, September 14, 2007 3:09:37 PM 

Attachments: September14_GHA-Comments_Final.doc 

On behalf of 

Temple Sellers 
Vice President of Legal Services 
Georgia Hospital Association 
770-249-4529 

Attached please find comments regarding the IRS Form 990 Revisions. 

Thank you. 

Susan Simmone 
Legal Services Assistant 
Georgia Hospital Association 
1675 Terrell Mill Road 
Marietta, GA 30067 
770-249-4529 (office) 
770-955-5801 (fax) 
ssimmone@gha.org 

mailto:ssimmone@gha.org
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ
mailto:tsellers@gha.org
mailto:tsellers@gha.org
mailto:ssimmone@gha.org
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September 14, 2007


By Electronic Filing


Internal Revenue Service


Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW


Washington, DC 20224


RE:  Comments on Draft Redesigned Form 990 and Schedules


On behalf of our 172 member hospitals and healthcare systems, the Georgia Hospital Association (GHA) appreciates the opportunity to submit comments on the draft redesigned Form 990 and the accompanying draft schedules.  


First, GHA would like to register our support for the two comments letters submitted by the American Hospital Association (AHA), the first submitted on August 21, 2007 regarding draft Schedule H, and the second submitted September 6, 2007 regarding the redesigned Form 990 and other schedules.  


Like AHA, GHA and our member hospitals are very concerned regarding the IRS’ stated goal to use redesigned Form 990 for the 2008 tax year (returns filed in 2009).  Georgia hospitals simply do not currently collect much of the data and information requested under the current draft and cannot realistically be expected to reconfigure their financial and other data records keeping by January 2008.  In addition, it is our understanding that the instructions, definitions and worksheet are not expected to be finalized until June, 2008.  For these reasons, we add our voices to the many others urging the IRS to release a second draft of the core form and schedules in 2008 and provide an additional opportunity for public comment with a goal to release a final form by December 31, 2008.


GHA also shares AHA’s assessment that the core form and schedules require substantial revisions in order to ensure the IRS meets its stated goals to enhance transparency, promote compliance and minimize the burden on filing organizations.  We support the specific revisions recommended by AHA in its September 6, 2007 letter with respect to the core form as well as Schedule A, Schedule C, Schedule D, Schedule F, Schedule G, Schedule J, Schedule I, Schedule L, Schedule M, Schedule N and Schedule R.  In addition, we share AHA’s very significant concerns regarding Schedule K (Supplemental Information on Tax Exempt Bonds).  While some of the information requested in Schedule K is already recorded in Form 8038, Information Return for Tax Exempt Private Activity Bond Issues, it should not be requested in duplicate through Schedule K; much of the information requested in this Schedule is simply not currently collected by Georgia hospitals.  In addition, the burden associated with collecting the requested information would be enormous.  GHA urges the IRS to substantially revise this Schedule and to provide a grandfather clause to clarify that information must be reported only for bonds issued after the date that the redesigned Form 990 is finalized.


Finally, we are very concerned regarding the contents of draft Schedule H for hospitals.  In its current form, Schedule H bears little relationship to the current Community Benefits Standard set forth in Revenue Ruling 69-545.  The current Community Benefits Standard has served the public interest extremely well for almost 40 years by recognizing numerous factors that comprise true community benefits including the promotion of health; operating an emergency room open to all regardless of ability to pay; having an independent board of trustees with representatives from the community; having an open medical staff with privileges available to all qualified physicians; providing care to all individuals in the community; and advancing medical training, research and education.  Schedule H appears designed for the purpose of changing the current Community Benefits Standard.  GHA urges the IRS to reconsider this objective and to revise Schedule H to be consistent with the current Community Benefits Standard and to delete any question unrelated thereto.


We also believe that any effort to quantify community benefits should include Medicare underpayments and bad debt.  With respect to Medicare, services provided to Medicare patients are a substantial part of the total services provided by Georgia hospitals.  As you know, Medicare often does not pay the full cost of care provided to its enrollees.  In 2005, 41.5% of Georgia hospitals had negative Medicare margins which translated into a loss of $141,298,685.00.  That percentage is projected to increase to 48.6% in 2007, a loss of  $229,375,632.00.
  Surely the provision of the below cost healthcare services to the elderly is a community benefit under any reasonable standard.  With respect to bad debt, most is charity care that cannot be documented because low income patients simply will not complete the forms necessary to establish eligibility for hospitals’ charity care or other financial assistance programs.  A failure to include either Medicare losses or bad debt would result in a substantial underestimation of the amount of community benefit provided by hospitals.


GHA appreciates the opportunity to submit these comments and looks forward to working with the IRS to improve the redesigned Form 990 and its schedules to meet the goals of enhancing transparency, promoting compliance and minimizing the burden on filing organizations.  If you have any questions, please feel free to contact me at tsellers@gha.org.


Sincerely,


[image: image1.png]gl dlls






Temple Sellers


Vice President of Legal Services










� 2005 revenues and costs are based on data from the Medicare Cost Report public use files provided by the Centers for Medicare and Medicaid Services (CMS), for 142 PPS and Critical Access Hospitals. Reimbursement projections are based on the actual standardized amounts and wage indexes published in the Federal Registers and on all legislative and regulatory policies in effect.
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September 14, 2007 

By Electronic Filing 

Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, DC 20224 

RE: Comments on Draft Redesigned Form 990 and Schedules 

On behalf of our 172 member hospitals and healthcare systems, the Georgia Hospital Association 
(GHA) appreciates the opportunity to submit comments on the draft redesigned Form 990 and 
the accompanying draft schedules.   

First, GHA would like to register our support for the two comments letters submitted by the 
American Hospital Association (AHA), the first submitted on August 21, 2007 regarding draft 
Schedule H, and the second submitted September 6, 2007 regarding the redesigned Form 990 
and other schedules. 

Like AHA, GHA and our member hospitals are very concerned regarding the IRS’ stated goal to 
use redesigned Form 990 for the 2008 tax year (returns filed in 2009).  Georgia hospitals simply 
do not currently collect much of the data and information requested under the current draft and 
cannot realistically be expected to reconfigure their financial and other data records keeping by 
January 2008.  In addition, it is our understanding that the instructions, definitions and worksheet 
are not expected to be finalized until June, 2008.  For these reasons, we add our voices to the 
many others urging the IRS to release a second draft of the core form and schedules in 2008 and 
provide an additional opportunity for public comment with a goal to release a final form by 
December 31, 2008. 

GHA also shares AHA’s assessment that the core form and schedules require substantial 
revisions in order to ensure the IRS meets its stated goals to enhance transparency, promote 
compliance and minimize the burden on filing organizations.  We support the specific revisions 
recommended by AHA in its September 6, 2007 letter with respect to the core form as well as 
Schedule A, Schedule C, Schedule D, Schedule F, Schedule G, Schedule J, Schedule I, Schedule 
L, Schedule M, Schedule N and Schedule R. In addition, we share AHA’s very significant 
concerns regarding Schedule K (Supplemental Information on Tax Exempt Bonds).  While some 
of the information requested in Schedule K is already recorded in Form 8038, Information 
Return for Tax Exempt Private Activity Bond Issues, it should not be requested in duplicate 
through Schedule K; much of the information requested in this Schedule is simply not currently 
collected by Georgia hospitals. In addition, the burden associated with collecting the requested 
information would be enormous.  GHA urges the IRS to substantially revise this Schedule and to 

Georgia Hospital Association 
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provide a grandfather clause to clarify that information must be reported only for bonds issued 
after the date that the redesigned Form 990 is finalized. 

Finally, we are very concerned regarding the contents of draft Schedule H for hospitals.  In its 
current form, Schedule H bears little relationship to the current Community Benefits Standard set 
forth in Revenue Ruling 69-545. The current Community Benefits Standard has served the 
public interest extremely well for almost 40 years by recognizing numerous factors that comprise 
true community benefits including the promotion of health; operating an emergency room open 
to all regardless of ability to pay; having an independent board of trustees with representatives 
from the community; having an open medical staff with privileges available to all qualified 
physicians; providing care to all individuals in the community; and advancing medical training, 
research and education. Schedule H appears designed for the purpose of changing the current 
Community Benefits Standard.  GHA urges the IRS to reconsider this objective and to revise 
Schedule H to be consistent with the current Community Benefits Standard and to delete any 
question unrelated thereto. 

We also believe that any effort to quantify community benefits should include Medicare 
underpayments and bad debt.  With respect to Medicare, services provided to Medicare patients 
are a substantial part of the total services provided by Georgia hospitals.  As you know, Medicare 
often does not pay the full cost of care provided to its enrollees.  In 2005, 41.5% of Georgia 
hospitals had negative Medicare margins which translated into a loss of $141,298,685.00.  That 
percentage is projected to increase to 48.6% in 2007, a loss of  $229,375,632.00.1  Surely the 
provision of the below cost healthcare services to the elderly is a community benefit under any 
reasonable standard. With respect to bad debt, most is charity care that cannot be documented 
because low income patients simply will not complete the forms necessary to establish eligibility 
for hospitals’ charity care or other financial assistance programs.  A failure to include either 
Medicare losses or bad debt would result in a substantial underestimation of the amount of 
community benefit provided by hospitals. 

GHA appreciates the opportunity to submit these comments and looks forward to working with 
the IRS to improve the redesigned Form 990 and its schedules to meet the goals of enhancing 
transparency, promoting compliance and minimizing the burden on filing organizations.  If you 
have any questions, please feel free to contact me at tsellers@gha.org. 

Sincerely, 

Temple Sellers 
Vice President of Legal Services 

1 2005 revenues and costs are based on data from the Medicare Cost Report public use files 
provided by the Centers for Medicare and Medicaid Services (CMS), for 142 PPS and Critical 
Access Hospitals. Reimbursement projections are based on the actual standardized amounts and 
wage indexes published in the Federal Registers and on all legislative and regulatory policies in 
effect. 
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From: Keith Hearle 

To: "Keith Hearle"; *TE/GE-EO-F990-Revision; 

CC: Schultz Ronald J; 

Subject: RE: Comments from Verite Healthcare Consulting, LLC 

Date: Friday, September 14, 2007 3:05:08 PM 

Attachments: VHC to IRS Comments Edited.doc 

My apologies. I found two very small edits that I wanted/needed to make. 
Please discard the previously submitted letter and replace with this one. 
Thanks. 

Keith Hearle 
Verité Healthcare Consulting 
1120 G Street, NW 
Suite 1050 
Washington, DC 20005 
Phone: 202/266-2635 
Fax: 202/266-2629 
Cell: 202/352-7159 

www.VeriteConsulting.com 

From: Keith Hearle [mailto:Keith.Hearle@veriteconsulting.com] 
Sent: Friday, September 14, 2007 2:16 PM 
To: 'Form990Revision@irs.gov' 
Cc: 'Schultz Ronald J' 
Subject: Comments from Verite Healthcare Consulting, LLC 

Please find attached comments from Verite Healthcare Consulting, LLC regarding 
the draft form 990. 

If you have any questions, please feel free to contact me. 

Keith Hearle 
Verité Healthcare Consulting 
1120 G Street, NW 
Suite 1050 
Washington, DC 20005 

mailto:Keith.Hearle@veriteconsulting.com
mailto:Keith.Hearle@veriteconsulting.com
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September 12, 2007


Mr. Ron Schultz


Internal Revenue Service


Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW


Washington, DC 20224


Submitted by e-mail to:  Form990Revision@irs.gov

Dear Mr. Schultz:


On behalf of Verité Healthcare Consulting, LLC, I am very pleased to provide the Internal Revenue Service with comments on the draft form 990.  I’ve been working in the field of community benefit planning and reporting since the late 1980s.  I was a co-author of the Catholic Health Association (CHA) Social Accountability Budget published in 1989, and as part of that effort I helped CHA develop the first accounting framework for community benefit.  That accounting framework was organized into a series of worksheets which (subsequent to the publication of the Social Accountability Budget) were imbedded in the logic of software that many hospitals now use to account for and report the community benefits they provide.

I've continue to work with CHA in recent years.  That work included updating the accounting framework and its associated worksheets, drafting Chapter 4 of the Guide to Planning and Reporting Community Benefit published by CHA in May 2006, and serving as a resource to help CHA and others respond to the sometimes challenging question of “what counts as community benefit?”  With a few notable modifications, those updated worksheets were included by the IRS in the Instructions for the draft Schedule H.

In recent years, I also have worked with several leading tax-exempt health care systems to help them assemble and report community benefit information.  


During the last three months, I have helped several national hospital associations develop their comments on the draft Form 990 and on the paper issued by Senate Finance Committee staff regarding possible legislative proposals that would change the requirements that hospitals must meet to be exempt from federal income taxation.  

In this letter I provide several comments that I hope will be helpful as the Internal Revenue Service processes the many comments you will receive on the draft form 990.  In these comments, I also provide:


· Attachment A:  two edits to the worksheets that were submitted with CHA’s comments to the IRS,


· Attachment B:  an alternative set of worksheets that could be used by the IRS if you decide to request information on Medicare losses and bad debt expense, and

· Attachment C:  suggestions for questions regarding “non-quantitative” community benefits.

1. Community Building should be considered community benefit.

A generally accepted definition of Community Building is “activities carried out or supported to improve social factors found to be key determinants of health in communities: housing, education, environment, and economic prosperity.
”  

In recent years, many hospitals and health systems have been developing very worthwhile community benefit programs.  These programs focus on identifying health care needs, enhancing charity care policies and how they are administered, and developing programs targeted at improving community (public) health.  In my view, the most effective hospital community benefit programs are those that adopt public health perspectives.  Public health entities focus on improving community health status rather than solely on medical treatment.


Earlier in my career, I served as a Finance Officer in one of the nation’s largest county public health departments.  Community Building programs provided by hospitals clearly supplemented the supportive housing, environmental health, prevention, and public health education programs we offered as a health department.  Community Building services provided by hospitals thus clearly leveraged the programs we provided – demonstrating that this category of hospital activity meets one criterion for inclusion as community benefit – the relief of government burden.


It is not uncommon for hospital-sponsored needs assessments to identify problems with housing, education, the environment, or economic conditions – and to highlight the morbidity (and mortality) caused by these problems.  Any hospital discharge planner can describe the health care problems patients experience post-discharge if they lack housing, are poorly educated, or lack the means to continue receiving the care they need (e.g., pharmaceuticals or physician care that generally is out of the control of the hospital).  When these problems come to light, hospitals respond by developing or supporting Community Building activities.

In my experience, if a hospital devotes resources to Community Building programs, this does not “crowd out” the hospital’s ability to provide charity care.  Community Building programs help address some of the root causes of disease, which over time can free up resources to meet other priorities, such as additional charity care.  In my community benefit work with hospital chief financial officers, I never have encountered a situation where one has said:  “if we spend more on this Community Building program, we have to cut back on charity care.”  Instead, Community Building programs are viewed in the context of a total commitment to charitable activities that taken as a whole are designed to improve community health and demonstrate charitable purpose.

2. Medicare losses and bad debt should not be considered community benefit.

In its comments, CHA has submitted several arguments as to why Medicare losses should not be counted as community benefit.  Of these arguments, I would emphasize the following points:

· The CHA community benefit framework certainly allows community benefit programs that serve the Medicare population to be counted.  If hospitals operate programs for patients with Medicare benefits that respond to identified community needs, generate losses for the hospital, and that meet other criteria, these programs can be included in the CHA framework as “subsidized health services.”  I believe that a programmatic approach to documenting community benefits provided for Medicare beneficiaries is the most appropriate methodology, in large part because there are categories of Medicare patients that historically have been the subject of intense competition by hospitals of all kinds.  There are other Medicare patients with chronic health care needs and who generate substantive losses.

· Serving Medicare patients is not a differentiating feature of tax-exempt healthcare organizations.  There are for-profit specialty hospitals that specifically have focused on attracting patients with Medicare coverage, e.g., specialty heart and orthopedics facilities.  

· Significant effort and resources are devoted to assuring that hospitals are reimbursed appropriately by the Medicare program.  The Medicare Payment Assessment Commission (MedPAC) carefully studies Medicare payment and the access to care that Medicare beneficiaries receive.  MedPAC recommends payment adjustments to Congress accordingly.  In contrast, hospital Medicaid reimbursements generally do not receive this level of attention, which is one of the reasons why Medicaid losses almost always exceed those generated by Medicare patients.  Medicaid payment is largely driven by what states can afford to pay – and the varying emphases that states have between putting their Medicaid resources into expanding eligibility versus increasing provider reimbursement rates.

Regarding Bad Debt, I would emphasize the following points:

· If the IRS asks hospitals to report “uncompensated care” (which is the sum of bad debt and charity care) rather than just charity care, then hospitals with more generous charity care policies will not be differentiated from those with less generous policies.  Consider two hospitals, both with $5 million for the cost of “uncompensated care” and with $100 million in total operating revenue.  Hospital A could have $4 million in bad debt and $1 million in charity care.  Hospital B could have $2 million in bad debt and $3 million in charity care.  If the 990 requests only “uncompensated care”, the two hospitals would appear to have the same level of commitment to charity care.


· In recent years, many hospitals have been updating and revising their charity care policies.  These hospitals frequently see a shift in their uncompensated care as a result:  a decrease in bad debt and a commensurate increase in reported charity care.  A continued shift of this nature should be anticipated (particularly if the final 990 requests charity care cost statistics) – thus reducing the “need” to include bad debt as a reportable community benefit.


· One of the reasons why many hospitals and hospital associations are suggesting that bad debt should be included as community benefit is that there are a number of uninsured or underinsured patients who do not provide information needed to grant them charity care.  The amount these patients owe thus is written off to bad debt, because the application for charity care is incomplete or not filled out.  This category of patient accounts can be referred to as the “unknowns”.


I often respond to this concern by indicating first that HFMA Principles and Practices Board Statement 15 allows hospitals to classify patient accounts as charity care even if the information about certain patients is incomplete.  On this basis, there are some hospitals that will “deem” some types of patients (e.g., homeless, … ) as qualifying for charity care even if they don’t complete charity care applications.  One specific example of how a hospital has adjusted its charity care policy to recognize these types of patients is as follows:

		The categories of patients who qualify for charity care are defined as:

· Financial indigents 


· Medical indigents 


· Governmental sponsored indigents/patient portion 


· Presumed indigents 

Presumed Indigents

1.    Persons who do not provide the detailed documentation necessary to be classified as financially or medically indigent but who, to the best of [the hospital’s] knowledge, would be eligible for charity under the program guidelines had the person completed the documentation


2.    This patient population would include, but is not limited to:


a.      Illegal aliens

b.      Deceased with no estate or known family

c.       Transient, homeless persons

d.       Persons estranged from family and who have no effective support group or are socially dysfunctional

e.       Persons whose identity cannot be established







In addition, technology solutions are emerging that help hospitals qualify patients for financial assistance even if there is incomplete information.  One example technology is offered by HTP, Inc.  HTP offers a suite of software products that establish (1) whether a patient presenting for care is eligible for Medicaid or any other form of third-party coverage, (2) the uninsured or underinsured patient’s ability to pay their out-of-pocket financial liability, (3) probable patient income, and (4) availability of other resources that are relevant to qualifying a patient for financial assistance.  This technology thus can significantly reduce the number of “unknowns” that otherwise would be classified as bad debt.  As this type of technology is implemented in U.S. hospitals, the amount of bad debt reported should decline, and bad debt will not include amounts for patients truly unable to pay their bills.


· Bad debt is higher at hospitals whose business office functions are inefficient.  Hospitals that make mistakes in billing insurance companies (e.g., billing the wrong insurer) and that do not emphasize timely collections of patient out-of-pocket payments will have higher bad debt expense.

It would not make sense to reward those hospitals with less efficient business offices or with less generous charity care policies by allowing the full amount of hospital bad debt to be counted as community benefit.


3. The IRS should consult with MedPAC regarding Medicare, bad debt, and related issues.

According to the MedPAC website:

The Medicare Payment Advisory Commission (MedPAC) is an independent federal body established by the Balanced Budget Act of 1997 (P.L. 105-33) to advise the U.S. Congress on issues affecting the Medicare program. The Commission's statutory mandate is quite broad: In addition to advising the Congress on payments to private health plans participating in Medicare and providers in Medicare's traditional fee-for-service program, MedPAC is also tasked with analyzing access to care, quality of care, and other issues affecting Medicare
.

MedPAC staff are very knowledgeable about Medicare payment and can help the IRS determine whether Medicare losses should be considered a community benefit provided by tax exempt hospitals.

MedPAC also has been working with the Centers for Medicare and Medicaid Services (CMS) on one schedule included within the Medicare Cost Report.  The intent of Schedule “S-10” has been to collect hospital charity care (and Medicaid) information.  However, many have viewed the current schedule to be problematic.  MedPAC is advising CMS on changes that should be incorporated into the S-10, and thus also is considering how charity care should be defined.  It would be logical for federal agencies addressing charity care information (IRS and CMS with MedPAC input) to consult with one another so that reporting inconsistencies are not created.

4. If the IRS decides to allow hospitals to report Medicare losses and bad debt information, the worksheets for Schedule H should be re-developed.

If these data are requested by the IRS, they should be reported in separate, unique lines on Schedule H rather than aggregating bad debt together with charity care and calling that line “uncompensated care” or aggregating Medicare losses together with Medicaid and other means-tested government program losses into one line.


I have prepared revised worksheets, in Attachment B, for this purpose.  If bad debts and Medicare losses are to be disclosed separately, then the IRS should consider the worksheets in Attachment B for 990 purposes.  The Attachment B worksheets:

· Amend the “ratio of cost to charges” to remove bad debt costs from the numerator of the ratio because bad debts would be disclosed separately;


· Include new, separate worksheets for bad debt and for Medicare losses;

· Change the worksheet for Subsidized Health Services to avoid double-counting Medicare losses in that category of community benefit; and,


· Adjust the footnotes and guidance provided on the Worksheets accordingly.


5. Attachment A includes two edits to the revised Worksheets submitted with comments from the Catholic Health Association.

The CHA submitted a series of revised Worksheets that should be considered as replacements for those associated with the draft Form 990.  Those worksheets include a number of suggested changes to the proposed IRS forms – and also several changes to the CHA community benefit accounting and reporting framework.  The American Association of Medical Colleges (AAMC) proposed several important adjustments to the Worksheets for Health Professions Education and for Research – and those changes were integrated into the Worksheets submitted by CHA.

Subsequent to CHA’s submitting its comments to the IRS on the draft Form 990, two additional edits were made:  (1) to clarify that bad debts in the numerator of the “ratio of cost to charges” formula are to be included at cost (as always intended by the CHA framework), and (2) to clarify footnote 3 to Worksheet 3.  In Attachment A, those edits are highlighted for your review.

6. Communications to the IRS from the North Carolina Hospital Association (NCHA) regarding the CHA Community Benefit accounting framework merit discussion.

Among other comments, in a June 22, 2007 letter to the IRS, NCHA indicates that:


· the ratio of cost to charges included in the CHA accounting framework creates various distortions because the numerator includes bad debt expense measured on the basis of charges, and

· the guidance to hospitals that they be allowed to use cost-accounting systems or Medicaid Cost Reports or a ratio of cost to charges yields inconsistencies and other problems.


NCHA’s first observation is incorrect.  The CHA’s May 2006 Guide to Planning and Reporting Community Benefit discusses the logic behind the proposed ratio of cost to charges.  It indicates that the numerator should include “bad debt expenses” and the denominator “bad debt charges”.  The intent has been that bad debt expenses be included at cost not at charges.  The NCHA comments highlight that the Guide may not have been sufficiently clear regarding that aspect of the calculation.  The edit to the ratio of cost to charges Worksheet included in Attachment A to this letter should provide further clarification.

NCHA’s second observation is incomplete.  The CHA Guide states that if hospitals have a cost accounting system and if that system is well maintained, then hospitals should rely on that cost accounting system (to determine Medicaid losses and the net cost of subsidized health services) rather than relying on an overall ratio of cost to charges or a Cost Report.  Cost accounting systems provide a much more accurate picture of the true cost of a subset of a hospital’s activity than is provided by an overall ratio of cost to charges.  In my experience, the ratio of cost to charges can vary significantly for a given hospital from one payer (e.g., Medicaid which involves significant obstetrics and pediatrics services) to another (e.g., Medicare which involves cardiology, orthopedics, etc.).  While this means that different hospitals would use different cost finding methods (since many hospitals do not have cost accounting system and must rely on a ratio of cost to charges approach), asking hospitals with these systems to use them would provide the IRS with the most accurate information possible.  In my view, accuracy is preferred to consistency.

7. Attachment C includes a few proposed edits to already-submitted “non-quantifiable” community benefit questions.

I also added one “check box” to Part 1, allowing hospitals that qualify for Medicaid Disproportionate Share Hospital (DSH) funds to indicate that characteristic.  In Texas, “DSH hospitals” are deemed in compliance with that state’s quantitative community benefit requirements.

The edited questions are in italics on Attachment C.

8. Question regarding how the hospital assesses community need.

I would emphasize that the IRS should not require that each hospital develop its own community needs assessment.  In many communities, hospitals are collaborating with other hospitals (including competitor facilities) and with community groups to perform needs assessments.  In others, hospitals are relying on needs assessments that have been prepared by a local health department or United Way.  There is great value in collaboration when it comes to identifying community health care needs.  Each hospital should not be required to prepare its own needs assessment if it has access to assessments prepared through a collaborative process.

9. Within the proposed community benefit accounting framework, there will remain questions about “what counts” and “what does not count” as community benefit.

Questions frequently are asked about whether specific Community Health Improvement Services (e.g., health fairs), or Subsidized Health Services should be counted as community benefit.  Examples of these types of questions and how a group of community benefit leaders answer them can be found on the Catholic Health Association’s web site.  Additional guidance to the field regarding “what counts” will be provided on the CHA website shortly.


Regarding programs that should not be counted – the following points have been developed to guide decision making:

		Programs Should Not Count If:


· An objective, “prudent layperson” would question whether the program should count


· The program is counted as a community benefit by another organization or person, e.g.


· activities by employees on their own time 


· an un-related foundation that is supporting a hospital’s community benefit

· The program primarily benefits the organization


· Generates referrals principally to the hospital versus community-wide resources


· Marketing-focused


· The program is not broadly available to the public, e.g., Continuing Medical Education program only for your medical staff


· The activity represents a normal “cost of doing business” or is associated with the current standard of care


· Employee benefits, e.g. in-service trainings








10. It makes sense for the IRS to put this initiative into a broad policy context.


There are several developments that will affect the ability of tax-exempt hospitals to provide charity care and other community benefits.  For example, most children in the U.S. have some form of health insurance coverage, thanks to SCHIP and Medicaid insurance expansions.  As a result, children’s hospitals typically report comparatively low amounts of charity care.  However, because many of them are major teaching and research institutions, they report large amounts for these other types of community benefit.  It would not make much sense for one branch of the federal government to expand coverage for children (thereby reducing charity care a children’s hospitals), only to have children’s hospitals then penalized by another branch of government by having their tax exempt status placed at risk.  This shows one reason why a broader definition of community benefit beyond just charity care is advised.


Health reforms and insurance expansions in various states (e.g., Massachusetts) will change the mix of community benefits provided by hospitals in that state.  When analyzing data submitted in response to the new 990, it will be important to assess the information by hospital type and region so that the number can be placed into appropriate context.

* * * * *


Thank you for the opportunity to provide the Internal Revenue Service with comments on the draft form 990.    

Sincerely,


[image: image1]

Keith W. Hearle

President


Attachment A:


Revisions to Two Worksheets Submitted with CHA Comments
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Ratio of Cost to Charges


Use the formula below to calculate a ratio of cost to charges.


Total Costs


1. Total operating expenses (including bad debt at cost) $


Less: Adjustments


2.


Other operating revenue


1


$


3.


Total community benefits expenses


2


$


4. Total adjustments (add lines 2 and 3) $


5. Adjusted total operating expenses (line 1 minus line 4) $


Total Charges


6. Total Gross charges (including bad debt charges) $


Less: Adjustments


7.


Gross charges for community benefit programs


3


$


8. Adjusted total gross charges (line 6 minus line 7) $


Calculation of Ratio of Costs to Charges


9. Adjusted total operating expenses (line 5) $


10. Adjusted total gross charges (line 8) $


11. Calculated cost-to-charges ratio (line 9 ÷ line 10)


2


3


Reduce operating expenses for the amount of other operating revenue that has an associated 


operating expense.  Some operating revenue or income (e.g., from joint ventures) should not be 


included in the adjustment.


1


This line should include total expenses for community benefits to which the ratio of cost to charges is 


not applied.  The purpose is to avoid double-counting these expenses in the ratio of cost to charges.


This line should include gross charges for community benefits to which the ratio of cost to charges is 


not applied.  
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Net Cost of Medicaid and Other Means Tested Public Programs


Use this worksheet to determine the unpaid costs of Medicaid and other means tested public programs.


Medicaid


Other means tested 


public programs


Total


1.


Total program expenses


1


$ $ $


2.


Medicaid or provider taxes


2


$ $ $


3. Total expenses (add lines 1 and 2) $ $ $


Reimbursement and other support


4.


Inpatient reimbursement


3


$ $ $


5. Outpatient reimbursement $ $ $


6.


Payments from uncompensated care pools or programs


4


$ $ $


7. Total reimbursement and other support $ $ $


8.


$ $ $


1


2


3


4


Do not include Direct Medicaid GME reimbursement.  That revenue should be reported on Worksheet 5, Net Cost of Health 


Professions Education.  Any Indirect Medical Education reimbursement provided by Medicaid should be included above.


Organizations should follow the intent of their legislature/Medicaid program regarding the reporting of Medicaid DSH funds.  


Amounts can be reported as direct revenue for charity care or for Medicaid services.


Net Costs of Means Tested Public Programs


Include if you report Medicaid or provider taxes as operating expense rather than accounting for these amounts as an 


adjustment to net patient revenue.


Total program expenses can be derived from (a) cost accounting system, (b) program cost report, or (c) the application of the 


ratio of costs to charges to program gross charges.  Organizations should use cost accounting systems if they are available and 


well maintained.


Net Cost of Medicaid and Other Means Tested Public 


Programs


 (line 3 minus line 7)
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Attachment B:


Proposed Worksheets if the IRS Also Requests Information on Medicare Losses and Bad Debt


[image: image4.emf]1 Net Cost of Charity Care


2 Net Cost of Bad Debt


3 Ratio of Cost to Charges


4 Net Cost of Medicaid and Other Means Tested Public Programs


5 Net Cost of Medicare


6 Summary of Net Cost of Community Health Improvement and Other Services


7 Net Cost of Health Professions Education


8 Net Cost of Subsidized Health Services


9 Net Cost of Research


10 Cash and In-Kind Donations to Others


Form 990 Hospital Schedule--Community Benefit Worksheets


These worksheets can be used to account for and report community benefit programs and 


services in Part I of the form 990 Hospital Schedule.


Worksheets
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Net Cost of Charity Care


Use this worksheet to calculate the net cost of charity care using a ratio of cost to charge or cost accounting system.


Method 1:  Ratio of Method 2:  Cost


cost to charges accounting system


Charges forgiven for charity care


1


1. Inpatient charity care charges $ $


2. Outpatient charity care charges $ $


3. Total charges (add lines 1 and 2) $ $


Cost of charity care


4. Ratio of costs to charges (from Worksheet 2)


5. Estimated costs (line 3 x line 4 for Method 1) $ $


6


Other direct contributions made by the organization to charity care programs


2


$ $


7. Total charity care costs (add lines 5 and 6) $ $


Revenue received to support charity 


8.


Payments from uncompensated care pools or programs


3


$ $


9.


Philanthropy received and/or used to support charity


4


$ $


10.


All other sources of funding


4


$ $


11. Total direct offsetting revenue (add lines 8-10) $ $


Net Cost of Charity Care (line 7 minus line 11)


$ $


1


2


3


4


Include philanthropy, grants, or other resources that are restricted by the donor/grantor to be used for charity care.


Calculation of the Net Cost of Charity Care


Charity Care  represents the amount forgiven (discounted) by the hospital or provider of medical care services to patients deemed 


unable to pay all or a portion of their bill for medical care, pursuant to financial assistance policies.


Amounts donated by the hospital or medical care provider to charity care provided by other entities.


Organizations should follow the intent of their legislature/Medicaid program regarding the reporting of Medicaid DSH funds.  Amounts 


can be reported as direct revenue for charity care or for Medicaid services.
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Net Cost of Bad Debt


Use this worksheet to calculate the net cost of bad debt using a ratio of cost to charge or cost accounting system.


Method 1:  Ratio of Method 2:  Cost


cost to charges accounting system


Charges written off to Bad Debt


1


1. Inpatient charges $ $


2. Outpatient charges $ $


3. Total charges (add lines 1 and 2) $ $


Cost of Bad Debt


4. Ratio of costs to charges (from Worksheet 2)


5. Estimated costs (line 3 x line 4 for Method 1) $ $


Revenue received to support charity 


6. Bad debt recoveries, if any $ $


7. All other sources of funding $ $


8. Total direct offsetting revenue (add lines 6 and 7) $ $


Net Cost of Bad Debt (line 5 minus line 8)


$ $


1


Calculation of the Net Cost of Bad Debt


Bad debt  represents the amount of charges that are a patient responsibility, do not qualify for financial assistance, and are written off 


by the hospital.
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Ratio of Cost to Charges


Use the formula below to calculate a ratio of cost to charges.


Total Costs


1.


Total operating expenses (excluding bad debt)


$


Less: Adjustments


2.


Other operating revenue


1


$


3.


Total community benefits expenses


2


$


4. Total adjustments (add lines 2 and 3) $


5. Adjusted total operating expenses (line 1 minus line 4) $


Total Charges


6. Total Gross charges $


Less: Adjustments


7.


Gross charges for community benefit programs


3


$


8. Adjusted total gross charges (line 6 minus line 7) $


Calculation of Ratio of Costs to Charges


9. Adjusted total operating expenses (line 5) $


10. Adjusted total gross charges (line 8) $


11. Calculated cost-to-charges ratio (line 9 ÷ line 10)


2


3


Reduce operating expenses for the amount of other operating revenue that has an associated 


operating expense.  Some operating revenue or income (e.g., from joint ventures) should not be 


included in the adjustment.


1


This line should include total expenses for community benefits to which the ratio of cost to charges is 


not applied.  The purpose is to avoid double-counting these expenses in the ratio of cost to charges.


This line should include gross charges for community benefits to which the ratio of cost to charges is 


not applied.  
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Net Cost of Medicaid and Other Means Tested Public Programs


Use this worksheet to determine the unpaid costs of Medicaid and other means tested public programs.


Medicaid


Other means tested 


public programs


Total


1.


Total program expenses


1


$ $ $


2.


Medicaid or provider taxes


2


$ $ $


3. Total expenses (add lines 1 and 2) $ $ $


Reimbursement and other support


4.


Inpatient reimbursement


3


$ $ $


5. Outpatient reimbursement $ $ $


6.


Payments from uncompensated care pools or programs


4


$ $ $


7. Total reimbursement and other support $ $ $


8.


$ $ $


1


2


3


4


Do not include Direct Medicaid GME reimbursement.  That revenue should be reported on Worksheet 5, Net Cost of Health 


Professions Education.  Any Indirect Medical Education reimbursement provided by Medicaid should be included above.


Organizations should follow the intent of their legislature/Medicaid program regarding the reporting of Medicaid DSH funds.  


Amounts can be reported as direct revenue for charity care or for Medicaid services.


Net Costs of Means Tested Public Programs


Include if you report Medicaid or provider taxes as operating expense rather than accounting for these amounts as an 


adjustment to net patient revenue.


Total program expenses can be derived from (a) cost accounting system, (b) program cost report, or (c) the application of the 


ratio of costs to charges to program gross charges.  Organizations should use cost accounting systems if they are available and 


well maintained.


Net Cost of Medicaid and Other Means Tested Public 


Programs


 (line 3 minus line 7)
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Net Cost of Medicare


Use this worksheet to determine the unpaid costs of Medicare.


Total


1.


Total program expenses


2


$


Program revenue


2.


Inpatient reimbursement


3


$


3. Outpatient reimbursement $


4. Total reimbursement $


5.


$


1


2


3


4


Include all components of Medicare reimbursement (including Disproportionate Share Hospital and 


Indirect Medical Education revenue), except Direct Medicare GME reimbursement reported on 


Worksheet 7.


If reimbursement exceeds program expenses, then report $0.


Net Costs of Medicare


1


Total program expenses can be derived from (a) cost accounting system, (b) program cost report, or 


(c) the application of the ratio of costs to charges to program gross charges.  Organizations should 


use cost accounting systems if they are available and well maintained.


Net Cost of Medicare 


(line 1 minus line 4)


4


Include both Medicare Managed Care and Medicare Fee For Service.
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Net Cost of Community Health Improvement and Other Community Benefit Services


Direct Expense


Indirect 


Expense


Total 


Community 


Benefit 


Expense


Direct 


Offsetting 


Revenue


Net Cost


A. $ $ $ $ $


B. $ $ $ $ $


C. $ $ $ $ $


D. $ $ $ $ $


1. Total Community Health Improvement Services $ $ $ $ $


A. $ $ $ $ $


B. $ $ $ $ $


C. $ $ $ $ $


D. $ $ $ $ $


2. Total Community Building Services $ $ $ $ $


A. $ $ $ $ $


B. $ $ $ $ $


C. $ $ $ $ $


D. $ $ $ $ $


3. Total Community Benefit Operations $ $ $ $ $


1


2


3


Community Health Improvement Services  means activities carried out or supported for the express purpose of improving 


community health.  They extend beyond patient care activities and are usually subsidized by the health care organization.  


Community services do not generate patient bills, although there may be a nominal fee or sliding fee scale.


Community Benefit Operations  means community health needs assessments and/or asset assessments, and other costs 


associated with community benefit strategy and planning.


Community Building  means activities carried out or supported to improve social factors found to be key determinants of health in 


communities: housing, education, environment, and economic prosperity. 


$ $ $


4. Total Community Health Improvement and Other 


Community Benefit Services (add lines 1, 2, 3)


$ $


Activities or Programs


Community Health Improvement Services


1


Community Building Services


2


Community Benefit Operations


3




[image: image11.emf]Worksheet 7


Net Cost of Health Professions Education


Use this worksheet to calculate the net costs of health professions education.


Health Professions Education Costs


1


1. Medical students $


2. Interns, Residents and Fellows $


3. Nursing


4. Other allied health professions $


5. Continuing health professions education if open to all in the community $


6. Total education costs (add lines 1-5) $


Funding sources


2


7.


Direct Medicare reimbursement for GME


3


$


8. Direct Medicaid GME reimbursement $


9. Continuing health professions education reimbursement/tuition fees $


10.


Other explicit support of education programs


4


$


11. Total education revenue/reimbursement (add lines 7-10) $


Net Cost of Health Professions Education (line 7 minus line 12)


$


1


a.


b.


c.


d.


e.


f.


2


3


4


For all direct costs include related Administrative and General (overhead) costs.  If the hospital 


supports the medical school library, those costs are included in Administrative and General.  The 


following are considered Direct Costs (lines 1 - 5):


Funding sources do not include Indirect Medical Education reimbursement provided by Medicare 


or Medicaid.  (Costs also exclude IME-related cost).


"GME" is "Graduate Medical Education."  Include Federal Children's Hospital GME.


Grants from any source.


Stipends, fringe benefits of interns and residents; salaries and fringe benefits of faculty 


directly related to intern and resident education


Salaries and fringe beenefits of research trainees (PhD students, post-doctoral students, MD-


PhD students); salaries and fringe benefits of faculty directly related to education of research 


trainees


Salaries and fringe benefits of faculty directly related to teaching of students enrolled in 


degree-granting nursing programs


Salaries and fringe benefits of faculty directly related to teaching of students enrolled in 


degree-granting and/or certificate allied health professions education programs, including, 


but not limited to pharmacy, occupational therapy, laboratory.


Salaries and fringe benefits of faculty directly related to teaching of medical students


For continuing health professions education open to all in the community, count salaries and 


fringe benefits of faculty for teaching continuing health professions education, including 


payment for development of on-line or other computer-based training that is accepted as 


continuing health professions education by the relevant professional organization
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Net Cost of Subsidized Health Services


Use this worksheet to report financial information for each qualifying subsidized health service.


Program Name:  __________________________________ Total program Medicare


Medicaid and 


Other Means 


Tested Public 


Programs


Charity care Bad Debt


Program net of 


Medicaid and 


charity care


(A) (B) (C) (D) (E)


(A) – (B) – (C) – 


(D) – (E)


Charges


1. Inpatient $ $ $ $ $ $


2. Outpatient $ $ $ $ $ $


3.      Total charges (add lines 1 and 2) $ $ $ $ $ $


4.


Total expenses


1


$ $ $ $ $ $


Reimbursement and other support


5. Inpatient $ $ $ $ $ $


6. Outpatient $ $ $ $ $ $


7.


Other support


2


$ $ $ $ $ $


8.     Total reimbursement and other support (add lines 5-7) $ $ $ $ $ $


9.


Net Cost of Subsidized Health Services (line 4 minus line 8)


$ $ $ $ $ $


1


2


Total program expenses can be derived from (a) cost accounting system or (b) the application of the ratio of costs to charges to program gross charges.  


Organizations should use cost accounting systems if they are available and well maintained.  The same cost accounting method used for Worksheets 4 and 5 


should be used for Worksheet 8, if possible.


Subsidized Health Services  means clinical services provided despite a financial loss, when the financial loss is so significant that negative margins remain after 


removing the net costs of Medicare, Medicaid, Charity, and Bad Debt.  Nevertheless, the organization provides the service because it meets an identified 


community need.  If no longer offered, the service would either be unavailable in the community or become the responsibility of government or another not-for-


profit organization.


Include philanthropy, grants, or other resources that are restricted by the donor/grantor to be used for subsidized health service.


Calculation of Net Costs of Each Subsidized Health Service
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Net Cost of Research


Use this worksheet to calculate the net cost of research


1


Costs of research funded by a governmental or non-profit entity


2


1. Direct expense $


2. Indirect expense $


3. Total research costs (add lines 1 and 2) $


Funding sources


4.


Net Cost of Research (line 3 minus line 4)


$


1


2


Research  includes any effort of which the goal is to generate generalizable knowledge, such 


as about underlying biological mechanisms of health and disease, natural processes or 


principles affecting health or illness; evaluation of safety and efficacy of interventions for 


disease such as clinical trials and studies of therapeutic protocols; laboratory based studies; 


epidemiology, health outcomes and effectiveness; behavioral or sociological studies related to 


health, delivery of care, or prevention; studies related to changes in the health care delivery 


system; and communication of findings and observations (including publication in a medical 


journal).


Examples of costs of research include, but are not limited to: Salaries of researchers and staff 


(including stipends for research trainees—either Ph.D. candidates or fellows); Facilities 


(including research, data, and sample collection and storage; animal facilities); Equipment; 


Supplies; Tests conducted for research rather than patient care; Statistical and computer 


support; Compliance (e.g., accreditation for human subjects protection; biosafety; HIPAA); and 


Dissemination of research results.


Grant or contract dollars received from a governmental or a non-


profit entity $


Neither expenses nor revenues from for-profit companies for clinical trials are included.
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Cash and In-Kind Donations to Others


Donated To Amount


Cash Donations


A.  __/__/____ $


B.  __/__/____ $


C.  __/__/____ $


D.  __/__/____ $


1. Total Cash Donations $


In-Kind Donations


A.  __/__/____ $


B.  __/__/____ $


C.  __/__/____ $


D.  __/__/____ $


2. Total In-Kind Donations $


3. Total Cash and In-Kind Donations (add lines 1 and 2) $





Date


Cash and in-kind donations  means contributions made by the organization to 


health care organizations and other community groups to improve the health 


of the community.




Attachment C:


Proposed Non Quantitative Community Benefit Questions

		SCHEDULE H


(Form 990)


Department of the Treasury Internal Revenue Service

		Hospitals


►To be completed by organizations that answer “yes” to Form 990, Part VII, Line 9.

		OMB No. 1545-XXXX



		

		

		20XX



		

		

		Open to Public Inspection



		Part I

		1.  Name of filing organization

		Employer identification number



|



		

		2.  Type of facility: (check all that apply):


 FORMCHECKBOX 
 Children’s hospital                             FORMCHECKBOX 
 Sole Community hospital

 FORMCHECKBOX 
 Critical access hospital                     FORMCHECKBOX 
 Teaching hospital


 FORMCHECKBOX 
 Research hospital                              FORMCHECKBOX 
 Urban hospital


 FORMCHECKBOX 
 Rural hospital                                     FORMCHECKBOX 
 Other service attributes (please describe)

 FORMCHECKBOX 
 General Acute Care Hospital                  








 FORMCHECKBOX 
 Medicaid DSH Hospital                           












		



		Part II

		 Community Benefit Report



		1.  Describe how the organization assesses the health care needs of the communities it serves.  [Include live link to web page.]






		 



		2.a  Does the organization or a related organization prepare an annual community benefit report?  [Include live link to web page.]   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No


b  If yes, is it  made available to the public?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No



		3.a  Does the organization have a written charity care/financial assistance policy?    FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No


b  If yes, describe.  Include in the description (a) which patients qualify for free care, which patients qualify for partial financial assistance (discounts), (b) whether the organization applies such policy to all of its facilities and allows its facilities to adapt its policy to particular community or individual needs, and (c) whether the organization budgets annually for charity care.  [Include live link to web page.] 






		4.  Describe how the organization informs and educates patients about their eligibility for assistance under federal, state, or local government programs or under the organization’s charity care policy, if applicable.









		5.a  Does the organization operate an emergency room?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No


   b  If no, does your hospital admit patients who have been treated by an emergency room operated by a related organization?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No.  If yes, EIN for the related organization: _______________

c  If yes, is it operated 24 hours a day?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No

d  Other than for being at capacity, or as otherwise permitted by law, did your emergency room deny services to anyone who needed emergency services?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No.  If yes, explain.










		6.  Is admission to the medical staff open to all qualified physicians in the area, consistent with the size and nature of the facilities?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No


If no, explain _________________________________________________________________________________________





		7.  Does the hospital have a governing body in which independent members represent the interests of the community?


   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No



		8.  Does the hospital engage in scientific or medical research?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No  



		9.  Does the hospital participate in education and training of health care professionals?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No



		10.  Does the hospital participate in Medicare, Medicaid, and/or other government-sponsored health programs?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No



		11.  Explain how the organization calculates bad debt expense (e.g., does the hospital follow HFMA Principles and Practices Board Statement 15?).  




      





		12 a  Does the organization have a written debt collection policy?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No 

  b  If yes, describe.






		13.a  Does the organization have a fundraising program to support community benefit activities?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No


  b  Does a related organization have a fundraising program to support community benefit activities?   FORMCHECKBOX 
 Yes  FORMCHECKBOX 
 No


  c  If yes, describe. 




		14.  Provide any other information important to describing how the organization’s hospital facilities or related organizations further the hospital’s   exempt purpose.  [Include live link to web page.]







� Catholic Health Association.



� http://www.medpac.gov/about.cfm
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September 12, 2007 

Mr. Ron Schultz 
Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, DC 20224 

Submitted by e‐mail to: Form990Revision@irs.gov 

Dear Mr. Schultz: 

On behalf of Verité Healthcare Consulting, LLC, I am very pleased to provide the 
Internal Revenue Service with comments on the draft form 990. I’ve been 
working in the field of community benefit planning and reporting since the late 
1980s. I was a co‐author of the Catholic Health Association (CHA) Social 
Accountability Budget published in 1989, and as part of that effort I helped CHA 
develop the first accounting framework for community benefit. That accounting 
framework was organized into a series of worksheets which (subsequent to the 
publication of the Social Accountability Budget) were imbedded in the logic of 
software that many hospitals now use to account for and report the community 
benefits they provide. 

Iʹve continue to work with CHA in recent years. That work included updating 
the accounting framework and its associated worksheets, drafting Chapter 4 of 
the Guide to Planning and Reporting Community Benefit published by CHA in May 
2006, and serving as a resource to help CHA and others respond to the 
sometimes challenging question of “what counts as community benefit?” With a 
few notable modifications, those updated worksheets were included by the IRS 
in the Instructions for the draft Schedule H. 

In recent years, I also have worked with several leading tax‐exempt health care 
systems to help them assemble and report community benefit information. 

During the last three months, I have helped several national hospital associations 
develop their comments on the draft Form 990 and on the paper issued by Senate 
Finance Committee staff regarding possible legislative proposals that would 
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change the requirements that hospitals must meet to be exempt from federal 
income taxation. 

In this letter I provide several comments that I hope will be helpful as the 
Internal Revenue Service processes the many comments you will receive on the 
draft form 990. In these comments, I also provide: 

•	 Attachment A: two edits to the worksheets that were submitted with 
CHA’s comments to the IRS, 

•	 Attachment B: an alternative set of worksheets that could be used by the 
IRS if you decide to request information on Medicare losses and bad debt 
expense, and 

•	 Attachment C: suggestions for questions regarding “non‐quantitative” 
community benefits. 

1.	 Community Building should be considered community benefit. 

A generally accepted definition of Community Building is “activities carried out or 
supported to improve social factors found to be key determinants of health in 
communities: housing, education, environment, and economic prosperity.1” 

In recent years, many hospitals and health systems have been developing very 
worthwhile community benefit programs. These programs focus on identifying 
health care needs, enhancing charity care policies and how they are 
administered, and developing programs targeted at improving community 
(public) health. In my view, the most effective hospital community benefit 
programs are those that adopt public health perspectives. Public health entities 
focus on improving community health status rather than solely on medical 
treatment. 

Earlier in my career, I served as a Finance Officer in one of the nation’s largest 
county public health departments. Community Building programs provided by 
hospitals clearly supplemented the supportive housing, environmental health, 
prevention, and public health education programs we offered as a health 
department. Community Building services provided by hospitals thus clearly 
leveraged the programs we provided – demonstrating that this category of 

1 Catholic Health Association. 
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hospital activity meets one criterion for inclusion as community benefit – the 
relief of government burden. 

It is not uncommon for hospital‐sponsored needs assessments to identify 
problems with housing, education, the environment, or economic conditions – 
and to highlight the morbidity (and mortality) caused by these problems. Any 
hospital discharge planner can describe the health care problems patients 
experience post‐discharge if they lack housing, are poorly educated, or lack the 
means to continue receiving the care they need (e.g., pharmaceuticals or 
physician care that generally is out of the control of the hospital). When these 
problems come to light, hospitals respond by developing or supporting 
Community Building activities. 

In my experience, if a hospital devotes resources to Community Building 
programs, this does not “crowd out” the hospital’s ability to provide charity care. 
Community Building programs help address some of the root causes of disease, 
which over time can free up resources to meet other priorities, such as additional 
charity care. In my community benefit work with hospital chief financial 
officers, I never have encountered a situation where one has said: “if we spend 
more on this Community Building program, we have to cut back on charity 
care.” Instead, Community Building programs are viewed in the context of a 
total commitment to charitable activities that taken as a whole are designed to 
improve community health and demonstrate charitable purpose. 

2.	 Medicare losses and bad debt should not be considered community 
benefit. 

In its comments, CHA has submitted several arguments as to why Medicare 
losses should not be counted as community benefit. Of these arguments, I would 
emphasize the following points: 

•	 The CHA community benefit framework certainly allows community 
benefit programs that serve the Medicare population to be counted. If 
hospitals operate programs for patients with Medicare benefits that 
respond to identified community needs, generate losses for the hospital, 
and that meet other criteria, these programs can be included in the CHA 
framework as “subsidized health services.” I believe that a programmatic 
approach to documenting community benefits provided for Medicare 
beneficiaries is the most appropriate methodology, in large part because 
there are categories of Medicare patients that historically have been the 
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subject of intense competition by hospitals of all kinds. There are other 
Medicare patients with chronic health care needs and who generate 
substantive losses. 

•	 Serving Medicare patients is not a differentiating feature of tax‐exempt 
healthcare organizations. There are for‐profit specialty hospitals that 
specifically have focused on attracting patients with Medicare coverage, 
e.g., specialty heart and orthopedics facilities. 

•	 Significant effort and resources are devoted to assuring that hospitals are 
reimbursed appropriately by the Medicare program. The Medicare 
Payment Assessment Commission (MedPAC) carefully studies Medicare 
payment and the access to care that Medicare beneficiaries receive. 
MedPAC recommends payment adjustments to Congress accordingly. In 
contrast, hospital Medicaid reimbursements generally do not receive this 
level of attention, which is one of the reasons why Medicaid losses almost 
always exceed those generated by Medicare patients. Medicaid payment 
is largely driven by what states can afford to pay – and the varying 
emphases that states have between putting their Medicaid resources into 
expanding eligibility versus increasing provider reimbursement rates. 

Regarding Bad Debt, I would emphasize the following points: 

•	 If the IRS asks hospitals to report “uncompensated care” (which is the 
sum of bad debt and charity care) rather than just charity care, then 
hospitals with more generous charity care policies will not be 
differentiated from those with less generous policies. Consider two 
hospitals, both with $5 million for the cost of “uncompensated care” and 
with $100 million in total operating revenue. Hospital A could have $4 
million in bad debt and $1 million in charity care. Hospital B could have 
$2 million in bad debt and $3 million in charity care. If the 990 requests 
only “uncompensated care”, the two hospitals would appear to have the 
same level of commitment to charity care. 

•	 In recent years, many hospitals have been updating and revising their 
charity care policies. These hospitals frequently see a shift in their 
uncompensated care as a result: a decrease in bad debt and a 
commensurate increase in reported charity care. A continued shift of this 
nature should be anticipated (particularly if the final 990 requests charity 
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care cost statistics) – thus reducing the “need” to include bad debt as a 
reportable community benefit. 

•	 One of the reasons why many hospitals and hospital associations are 
suggesting that bad debt should be included as community benefit is that 
there are a number of uninsured or underinsured patients who do not 
provide information needed to grant them charity care. The amount these 
patients owe thus is written off to bad debt, because the application for 
charity care is incomplete or not filled out. This category of patient 
accounts can be referred to as the “unknowns”. 

I often respond to this concern by indicating first that HFMA Principles 
and Practices Board Statement 15 allows hospitals to classify patient 
accounts as charity care even if the information about certain patients is 
incomplete. On this basis, there are some hospitals that will “deem” some 
types of patients (e.g., homeless, … ) as qualifying for charity care even if 
they don’t complete charity care applications. One specific example of 
how a hospital has adjusted its charity care policy to recognize these types 
of patients is as follows: 

The categories of patients who qualify for charity care are defined as: 
•	 Financial indigents 
•	 Medical indigents 
•	 Governmental sponsored indigents/patient portion 
•	 Presumed indigents 

Presumed Indigents 
1.	 Persons who do not provide the detailed documentation necessary to be
 

classified as financially or medically indigent but who, to the best of [the
 
hospital’s] knowledge, would be eligible for charity under the program
 
guidelines had the person completed the documentation
 

2.	 This patient population would include, but is not limited to: 
a. Illegal aliens 
b. Deceased with no estate or known family 
c. Transient, homeless persons 
d.	 Persons estranged from family and who have no effective support group or 

are socially dysfunctional 
e. Persons whose identity cannot be established 
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In addition, technology solutions are emerging that help hospitals qualify 
patients for financial assistance even if there is incomplete information. 
One example technology is offered by HTP, Inc. HTP offers a suite of 
software products that establish (1) whether a patient presenting for care 
is eligible for Medicaid or any other form of third‐party coverage, (2) the 
uninsured or underinsured patient’s ability to pay their out‐of‐pocket 
financial liability, (3) probable patient income, and (4) availability of other 
resources that are relevant to qualifying a patient for financial assistance. 
This technology thus can significantly reduce the number of “unknowns” 
that otherwise would be classified as bad debt. As this type of technology 
is implemented in U.S. hospitals, the amount of bad debt reported should 
decline, and bad debt will not include amounts for patients truly unable to 
pay their bills. 

•	 Bad debt is higher at hospitals whose business office functions are 
inefficient. Hospitals that make mistakes in billing insurance companies 
(e.g., billing the wrong insurer) and that do not emphasize timely 
collections of patient out‐of‐pocket payments will have higher bad debt 
expense. 

It would not make sense to reward those hospitals with less efficient business 
offices or with less generous charity care policies by allowing the full amount of 
hospital bad debt to be counted as community benefit. 

3.	 The IRS should consult with MedPAC regarding Medicare, bad debt, and 
related issues. 

According to the MedPAC website: 

The Medicare Payment Advisory Commission (MedPAC) is an 
independent federal body established by the Balanced Budget Act of 1997 
(P.L. 105‐33) to advise the U.S. Congress on issues affecting the Medicare 
program. The Commissionʹs statutory mandate is quite broad: In addition 
to advising the Congress on payments to private health plans 
participating in Medicare and providers in Medicareʹs traditional fee‐for‐
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service program, MedPAC is also tasked with analyzing access to care, 
quality of care, and other issues affecting Medicare2. 

MedPAC staff are very knowledgeable about Medicare payment and can help 
the IRS determine whether Medicare losses should be considered a community 
benefit provided by tax exempt hospitals. 

MedPAC also has been working with the Centers for Medicare and Medicaid 
Services (CMS) on one schedule included within the Medicare Cost Report. The 
intent of Schedule “S‐10” has been to collect hospital charity care (and Medicaid) 
information. However, many have viewed the current schedule to be 
problematic. MedPAC is advising CMS on changes that should be incorporated 
into the S‐10, and thus also is considering how charity care should be defined. It 
would be logical for federal agencies addressing charity care information (IRS 
and CMS with MedPAC input) to consult with one another so that reporting 
inconsistencies are not created. 

4.	 If the IRS decides to allow hospitals to report Medicare losses and bad debt 
information, the worksheets for Schedule H should be re‐developed. 

If these data are requested by the IRS, they should be reported in separate, 
unique lines on Schedule H rather than aggregating bad debt together with 
charity care and calling that line “uncompensated care” or aggregating Medicare 
losses together with Medicaid and other means‐tested government program 
losses into one line. 

I have prepared revised worksheets, in Attachment B, for this purpose. If bad 
debts and Medicare losses are to be disclosed separately, then the IRS should 
consider the worksheets in Attachment B for 990 purposes. The Attachment B 
worksheets: 

•	 Amend the “ratio of cost to charges” to remove bad debt 
costs from the numerator of the ratio because bad debts 
would be disclosed separately; 

•	 Include new, separate worksheets for bad debt and for 
Medicare losses; 

2 http://www.medpac.gov/about.cfm 
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•	 Change the worksheet for Subsidized Health Services to 
avoid double‐counting Medicare losses in that category of 
community benefit; and, 

•	 Adjust the footnotes and guidance provided on the 
Worksheets accordingly. 

•	 Attachment A includes two edits to the revised Worksheets 
submitted with comments from the Catholic Health 
Association. 

The CHA submitted a series of revised Worksheets that should be considered as 
replacements for those associated with the draft Form 990. Those worksheets 
include a number of suggested changes to the proposed IRS forms – and also 
several changes to the CHA community benefit accounting and reporting 
framework. The American Association of Medical Colleges (AAMC) proposed 
several important adjustments to the Worksheets for Health Professions 
Education and for Research – and those changes were integrated into the 
Worksheets submitted by CHA. 

Subsequent to CHA’s submitting its comments to the IRS on the draft Form 990, 
two additional edits were made: (1) to clarify that bad debts in the numerator of 
the “ratio of cost to charges” formula are to be included at cost (as always 
intended by the CHA framework), and (2) to clarify footnote 3 to Worksheet 3. 
In Attachment A, those edits are highlighted for your review. 

5.	 Communications to the IRS from the North Carolina Hospital Association 
(NCHA) regarding the CHA Community Benefit accounting framework 
merit discussion. 

Among other comments, in a June 22, 2007 letter to the IRS, NCHA indicates 
that: 

•	 the ratio of cost to charges included in the CHA accounting 
framework creates various distortions because the 
numerator includes bad debt expense measured on the basis 
of charges, and 
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•	 the guidance to hospitals that they be allowed to use cost‐
accounting systems or Medicaid Cost Reports or a ratio of 
cost to charges yields inconsistencies and other problems. 

NCHA’s first observation is incorrect. The CHA’s May 2006 Guide to Planning 
and Reporting Community Benefit discusses the logic behind the proposed ratio of 
cost to charges. It indicates that the numerator should include “bad debt 
expenses” and the denominator “bad debt charges”. The intent has been that 
bad debt expenses be included at cost not at charges. The NCHA comments 
highlight that the Guide may not have been sufficiently clear regarding that 
aspect of the calculation. The edit to the ratio of cost to charges Worksheet 
included in Attachment A to this letter should provide further clarification. 

NCHA’s second observation is incomplete. The CHA Guide states that if 
hospitals have a cost accounting system and if that system is well maintained, 
then hospitals should rely on that cost accounting system (to determine Medicaid 
losses and the net cost of subsidized health services) rather than relying on an 
overall ratio of cost to charges or a Cost Report. Cost accounting systems 
provide a much more accurate picture of the true cost of a subset of a hospital’s 
activity than is provided by an overall ratio of cost to charges. In my 
experience, the ratio of cost to charges can vary significantly for a given hospital 
from one payer (e.g., Medicaid which involves significant obstetrics and 
pediatrics services) to another (e.g., Medicare which involves cardiology, 
orthopedics, etc.). While this means that different hospitals would use different 
cost finding methods (since many hospitals do not have cost accounting system 
and must rely on a ratio of cost to charges approach), asking hospitals with these 
systems to use them would provide the IRS with the most accurate information 
possible. In my view, accuracy is preferred to consistency. 

6.	 Attachment C includes a few proposed edits to already‐submitted “non‐
quantifiable” community benefit questions. 

I also added one “check box” to Part 1, allowing hospitals that qualify for 
Medicaid Disproportionate Share Hospital (DSH) funds to indicate that 
characteristic. In Texas, “DSH hospitals” are deemed in compliance with that 
state’s quantitative community benefit requirements. 

The edited questions are in italics on Attachment C. 
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7.	 Question regarding how the hospital assesses community need. 

I would emphasize that the IRS should not require that each hospital develop its 
own community needs assessment. In many communities, hospitals are 
collaborating with other hospitals (including competitor facilities) and with 
community groups to perform needs assessments. In others, hospitals are 
relying on needs assessments that have been prepared by a local health 
department or United Way. There is great value in collaboration when it comes 
to identifying community health care needs. Each hospital should not be 
required to prepare its own needs assessment if it has access to assessments 
prepared through a collaborative process. 

8.	 Within the proposed community benefit accounting framework, there will 
remain questions about “what counts” and “what does not count” as 
community benefit. 

Questions frequently are asked about whether specific Community Health 
Improvement Services (e.g., health fairs), or Subsidized Health Services should 
be counted as community benefit. Examples of these types of questions and how 
a group of community benefit leaders answer them can be found on the Catholic 
Health Association’s web site. Additional guidance to the field regarding “what 
counts” will be provided on the CHA website shortly. 

Regarding programs that should not be counted – the following points have been 
developed to guide decision making: 

Programs Should Not Count If: 

•	 An objective, “prudent layperson” would question whether 
the program should count 

•	 The program is counted as a community benefit by another 
organization or person, e.g. 

o	 activities by employees on their own time 
o	 an un‐related foundation that is supporting a 

hospital’s community benefit 
•	 The program primarily benefits the organization 

o	 Generates referrals principally to the hospital versus 
community‐wide resources 

o	 Marketing‐focused 
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•	 The program is not broadly available to the public, e.g., Continuing 
Medical Education program only for your medical staff 

•	 The activity represents a normal “cost of doing business” or is associated 
with the current standard of care 

o	 Employee benefits, e.g. in‐service trainings 

9.	 It makes sense for the IRS to put this initiative into a broad policy context. 

There are several developments that will affect the ability of tax‐exempt hospitals 
to provide charity care and other community benefits. For example, most 
children in the U.S. have some form of health insurance coverage, thanks to 
SCHIP and Medicaid insurance expansions. As a result, children’s hospitals 
typically report comparatively low amounts of charity care. However, because 
many of them are major teaching and research institutions, they report large 
amounts for these other types of community benefit. It would not make much 
sense for one branch of the federal government to expand coverage for children 
(thereby reducing charity care a children’s hospitals), only to have children’s 
hospitals then penalized by another branch of government by having their tax 
exempt status placed at risk. This shows one reason why a broader definition of 
community benefit beyond just charity care is advised. 

Health reforms and insurance expansions in various states (e.g., Massachusetts) 
will change the mix of community benefits provided by hospitals in that state. 
When analyzing data submitted in response to the new 990, it will be important 
to assess the information by hospital type and region so that the number can be 
placed into appropriate context. 

* * * * * 

Thank you for the opportunity to provide the Internal Revenue Service with 
comments on the draft form 990. 

Sincerely, 

Keith W. Hearle 
President 
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Attachment A:
 

Revisions to Two Worksheets Submitted with CHA Comments
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Worksheet 2 
Ratio of Cost to Charges 

Use the formula below to calculate a ratio of cost to charges. 

Total Costs 

1. $ 

Less: Adjustments 
2. Other operating revenue1 $ 
3. Total community benefits expenses2 $ 
4. Total adjustments (add lines 2 and 3) $ 

5. Adjusted total operating expenses (line 1 minus line 4) $ 

Total Charges 

6. Total Gross charges (including bad debt charges) $ 

Less: Adjustments 
7. Gross charges for community benefit programs3 $ 

8. Adjusted total gross charges (line 6 minus line 7) $ 

Calculation of Ratio of Costs to Charges 

9. Adjusted total operating expenses (line 5) $ 
10. Adjusted total gross charges (line 8) $ 

11. Calculated cost-to-charges ratio (line 9 ÷ line 10) 

1 Reduce operating expenses for the amount of other operating revenue that has an associated 
operating expense. Some operating revenue or income (e.g., from joint ventures) should not be 
included in the adjustment. 

2 This line should include total expenses for community benefits to which the ratio of cost to charges is 
not applied.  The purpose is to avoid double-counting these expenses in the ratio of cost to charges. 

3 This line should include gross charges for community benefits to which the ratio of cost to charges is 
not applied. 

Total operating expenses (including bad debt at cost) 
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Worksheet 3 
Net Cost of Medicaid and Other Means Tested Public Programs 

Use this worksheet to determine the unpaid costs of Medicaid and other means tested public programs. 

Net Costs of Means Tested Public Programs Medicaid 
Other means tested 

public programs Total 

1. Total program expenses1 

2. Medicaid or provider taxes2 
$ $ $ 
$ $ $ 

3. Total expenses (add lines 1 and 2) $ $ $ 

Reimbursement and other support 
4. Inpatient reimbursement3 $ $ $ 
5. Outpatient reimbursement 
6. Payments from uncompensated care pools or programs4 

$ $ $ 
$ $ $ 

7. Total reimbursement and other support $ $ $ 

8. Net Cost of Medicaid and Other Means Tested Public 
Programs (line 3 minus line 7) 

$ $ $ 

1 Total program expenses can be derived from (a) cost accounting system, (b) program cost report, or (c) the application of the 
ratio of costs to charges to program gross charges.  Organizations should use cost accounting systems if they are available and 
well maintained. 

4 Organizations should follow the intent of their legislature/Medicaid program regarding the reporting of Medicaid DSH funds. 
Amounts can be reported as direct revenue for charity care or for Medicaid services. 

3 Do not include Direct Medicaid GME reimbursement.  That revenue should be reported on Worksheet 5, Net Cost of Health 
Professions Education.  Any Indirect Medical Education reimbursement provided by Medicaid should be included above. 

2 Include if you report Medicaid or provider taxes as operating expense rather than accounting for these amounts as an 
adjustment to net patient revenue. 
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Attachment B:
 

Proposed Worksheets if the IRS Also Requests Information on Medicare
 
Losses and Bad Debt
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Form 990 Hospital Schedule--Community Benefit Worksheets 

These worksheets can be used to account for and report community benefit programs and 
services in Part I of the form 990 Hospital Schedule. 

Worksheets 
1 Net Cost of Charity Care 
2 Net Cost of Bad Debt 
3 Ratio of Cost to Charges 
4 Net Cost of Medicaid and Other Means Tested Public Programs 
5 Net Cost of Medicare 
6 Summary of Net Cost of Community Health Improvement and Other Services 
7 Net Cost of Health Professions Education 
8 Net Cost of Subsidized Health Services 
9 Net Cost of Research 
10 Cash and In-Kind Donations to Others 
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Worksheet 1 
Net Cost of Charity Care 

Use this worksheet to calculate the net cost of charity care using a ratio of cost to charge or cost accounting system. 

Calculation of the Net Cost of Charity Care 

Method 1:  Ratio of Method 2:  Cost 
cost to charges accounting system 

Charges forgiven for charity care1 

1. Inpatient charity care charges $ $ 
2. Outpatient charity care charges $ $ 
3. Total charges (add lines 1 and 2) $ $ 

Cost of charity care 
4. Ratio of costs to charges (from Worksheet 2) 
5. Estimated costs (line 3 x line 4 for Method 1) $ $
 
6 Other direct contributions made by the organization to charity care programs2 $ $
 
7. Total charity care costs (add lines 5 and 6) $ $ 

Revenue received to support charity 
8. Payments from uncompensated care pools or programs3 $ $ 
9. Philanthropy received and/or used to support charity4 $ $ 
10. All other sources of funding4 $ $ 
11. Total direct offsetting revenue (add lines 8-10) $ $ 

Net Cost of Charity Care (line 7 minus line 11) $ $ 

1 Charity Care represents the amount forgiven (discounted) by the hospital or provider of medical care services to patients deemed 
unable to pay all or a portion of their bill for medical care, pursuant to financial assistance policies. 

2 Amounts donated by the hospital or medical care provider to charity care provided by other entities. 
3 Organizations should follow the intent of their legislature/Medicaid program regarding the reporting of Medicaid DSH funds.  Amounts 

can be reported as direct revenue for charity care or for Medicaid services. 
4 Include philanthropy, grants, or other resources that are restricted by the donor/grantor to be used for charity care. 
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Worksheet 2 
Net Cost of Bad Debt 

Use this worksheet to calculate the net cost of bad debt using a ratio of cost to charge or cost accounting system. 

Calculation of the Net Cost of Bad Debt 

Method 1:  Ratio of Method 2:  Cost 
cost to charges accounting system 

Charges written off to Bad Debt1 

1. Inpatient charges $ $ 
2. Outpatient charges $ $ 
3. Total charges (add lines 1 and 2) $ $ 

Cost of Bad Debt 
4. Ratio of costs to charges (from Worksheet 2) 
5. Estimated costs (line 3 x line 4 for Method 1) $ $ 

Revenue received to support charity 
6. Bad debt recoveries, if any $ $ 
7. All other sources of funding $ $ 
8. Total direct offsetting revenue (add lines 6 and 7) $ $ 

Net Cost of Bad Debt (line 5 minus line 8) $ $ 

1 Bad debt represents the amount of charges that are a patient responsibility, do not qualify for financial assistance, and are written off 
by the hospital. 
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Worksheet 3
 
Ratio of Cost to Charges
 

Use the formula below to calculate a ratio of cost to charges. 

Total Costs 

1. Total operating expenses (excluding bad debt) $ 

Less: Adjustments 
2. Other operating revenue1 $ 
3. Total community benefits expenses2 $ 
4. Total adjustments (add lines 2 and 3) $ 

5. Adjusted total operating expenses (line 1 minus line 4) $ 

Total Charges 

6. Total Gross charges $ 

Less: Adjustments 
7. Gross charges for community benefit programs3 $ 

8. Adjusted total gross charges (line 6 minus line 7) $ 

Calculation of Ratio of Costs to Charges 

9. Adjusted total operating expenses (line 5) $ 
10. Adjusted total gross charges (line 8) $ 

11. Calculated cost-to-charges ratio (line 9 ÷ line 10) 

1 Reduce operating expenses for the amount of other operating revenue that has an associated 
operating expense.  Some operating revenue or income (e.g., from joint ventures) should not be 
included in the adjustment. 

2 This line should include total expenses for community benefits to which the ratio of cost to charges is 
not applied.  The purpose is to avoid double-counting these expenses in the ratio of cost to charges. 

3 This line should include gross charges for community benefits to which the ratio of cost to charges is 
not applied.  
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Worksheet 4 
Net Cost of Medicaid and Other Means Tested Public Programs 

Use this worksheet to determine the unpaid costs of Medicaid and other means tested public programs. 

Net Costs of Means Tested Public Programs Medicaid 
Other means tested 

public programs Total 

1. Total program expenses1 

2. Medicaid or provider taxes2 
$ $ $ 
$ $ $ 

3. Total expenses (add lines 1 and 2) $ $ $ 

Reimbursement and other support 
4. Inpatient reimbursement3 $ $ $ 
5. Outpatient reimbursement 
6. Payments from uncompensated care pools or programs4 

$ $ $ 
$ $ $ 

7. Total reimbursement and other support $ $ $ 

8. Net Cost of Medicaid and Other Means Tested Public 
Programs (line 3 minus line 7) 

$ $ $ 

1 Total program expenses can be derived from (a) cost accounting system, (b) program cost report, or (c) the application of the 
ratio of costs to charges to program gross charges.  Organizations should use cost accounting systems if they are available and 
well maintained. 

2 Include if you report Medicaid or provider taxes as operating expense rather than accounting for these amounts as an 
adjustment to net patient revenue. 

3 Do not include Direct Medicaid GME reimbursement.  That revenue should be reported on Worksheet 5, Net Cost of Health 
Professions Education.  Any Indirect Medical Education reimbursement provided by Medicaid should be included above. 

4 Organizations should follow the intent of their legislature/Medicaid program regarding the reporting of Medicaid DSH funds. 
Amounts can be reported as direct revenue for charity care or for Medicaid services. 
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Worksheet 5 
Net Cost of Medicare 

Use this worksheet to determine the unpaid costs of Medicare. 

Net Costs of Medicare1 Total 

1. Total program expenses2 $ 

Program revenue 
2. Inpatient reimbursement3 $ 
3. Outpatient reimbursement $ 
4. Total reimbursement $ 

5. Net Cost of Medicare (line 1 minus line 4)4 

$ 

1 Include both Medicare Managed Care and Medicare Fee For Service.
 
2 Total program expenses can be derived from (a) cost accounting system, (b) program cost report, or
 

(c) the application of the ratio of costs to charges to program gross charges.  Organizations should 
use cost accounting systems if they are available and well maintained. 

3 Include all components of Medicare reimbursement (including Disproportionate Share Hospital and 
Indirect Medical Education revenue), except Direct Medicare GME reimbursement reported on 
Worksheet 7. 

4 If reimbursement exceeds program expenses, then report $0. 
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Worksheet 6 
Net Cost of Community Health Improvement and Other Community Benefit Services 

Activities or Programs 

Direct Expense Indirect 
Expense 

Total 
Community 

Benefit 
Expense 

Direct 
Offsetting 
Revenue 

Net Cost 

Community Health Improvement Services1 

A. $ $ $ $ $ 
B. $ $ $ $ $ 
C. $ $ $ $ $ 
D. $ $ $ $ $ 

1. Total Community Health Improvement Services $ $ $ $ $ 

Community Building Services2 

A. $ $ $ $ $ 
B. $ $ $ $ $ 
C. $ $ $ $ $ 
D. $ $ $ $ $ 

2. Total Community Building Services $ $ $ $ $ 

Community Benefit Operations3 

A. $ $ $ $ $ 
B. $ $ $ $ $ 
C. $ $ $ $ $ 
D. $ $ $ $ $ 

3. Total Community Benefit Operations $ $ $ $ $ 

4. Total Community Health Improvement and Other 
Community Benefit Services (add lines 1, 2, 3) $ $ $ $ $ 

1 Community Health Improvement Services  means activities carried out or supported for the express purpose of improving 
community health.  They extend beyond patient care activities and are usually subsidized by the health care organization. 
Community services do not generate patient bills, although there may be a nominal fee or sliding fee scale. 

2 Community Building  means activities carried out or supported to improve social factors found to be key determinants of health in 
communities: housing, education, environment, and economic prosperity. 

3 Community Benefit Operations  means community health needs assessments and/or asset assessments, and other costs
 
associated with community benefit strategy and planning.
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Worksheet 7 
Net Cost of Health Professions Education 

Use this worksheet to calculate the net costs of health professions education. 

Health Professions Education Costs1 

1.	 Medical students $ 
2.	 Interns, Residents and Fellows $ 
3.	 Nursing 
4.	 Other allied health professions $ 
5. Continuing health professions education if open to all in the community $ 

6.	 Total education costs (add lines 1-5) $ 

Funding sources2 

7.	 Direct Medicare reimbursement for GME3 $ 
8. Direct Medicaid GME reimbursement	 $ 
9. Continuing health professions education reimbursement/tuition fees $ 
10. Other explicit support of education programs4	 $ 

11. Total education revenue/reimbursement (add lines 7-10)	 $ 

Net Cost of Health Professions Education (line 7 minus line 12) $ 

1 For all direct costs include related Administrative and General (overhead) costs.  If the hospital 
supports the medical school library, those costs are included in Administrative and General.  The 
following are considered Direct Costs (lines 1 - 5): 
a.	 Stipends, fringe benefits of interns and residents; salaries and fringe benefits of faculty
 

directly related to intern and resident education
 
b.	 Salaries and fringe benefits of faculty directly related to teaching of medical students 
c.	 Salaries and fringe beenefits of research trainees (PhD students, post-doctoral students, MD-

PhD students); salaries and fringe benefits of faculty directly related to education of research 
trainees 

d.	 Salaries and fringe benefits of faculty directly related to teaching of students enrolled in
 
degree-granting nursing programs
 

e.	 Salaries and fringe benefits of faculty directly related to teaching of students enrolled in
 
degree-granting and/or certificate allied health professions education programs, including, 

but not limited to pharmacy, occupational therapy, laboratory.
 

f.	 For continuing health professions education open to all in the community, count salaries and 
fringe benefits of faculty for teaching continuing health professions education, including 
payment for development of on-line or other computer-based training that is accepted as 
continuing health professions education by the relevant professional organization 

2 Funding sources do not include Indirect Medical Education reimbursement provided by Medicare 
or Medicaid.  (Costs also exclude IME-related cost). 

3 "GME" is "Graduate Medical Education."  Include Federal Children's Hospital GME. 
4 Grants from any source. 
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Worksheet 8 
Net Cost of Subsidized Health Services 

Use this worksheet to report financial information for each qualifying subsidized health service. 

Calculation of Net Costs of Each Subsidized Health Service 

Program Name:  __________________________________ 

Charges 
1. Inpatient 
2. Outpatient 
3.     Total charges (add lines 1 and 2) 

4. Total expenses1 

Reimbursement and other support 
5. Inpatient 
6. Outpatient 
7. Other support2 

8.    Total reimbursement and other support (add lines 5-7) 

9. Net Cost of Subsidized Health Services (line 4 minus line 8) 

Total program 

(A) 

Medicare 

(B) 

Medicaid and 
Other Means 
Tested Public 

Programs 

(C) 

Charity care 

(D) 

Bad Debt 

(E) 

Program net of 
Medicaid and 
charity care 

(A) – (B) – (C) – 
(D) – (E) 

$ $ $ $ $ $ 
$ $ $ $ $ $ 
$ $ $ $ $ $ 

$ $ $ $ $ $ 

$ $ $ $ $ $ 
$ $ $ $ $ $ 
$ $ $ $ $ $ 
$ $ $ $ $ $ 

$ $ $ $ $ $ 

Subsidized Health Services  means clinical services provided despite a financial loss, when the financial loss is so significant that negative margins remain after 
removing the net costs of Medicare, Medicaid, Charity, and Bad Debt.  Nevertheless, the organization provides the service because it meets an identified 
community need.  If no longer offered, the service would either be unavailable in the community or become the responsibility of government or another not-for­
profit organization. 

1 Total program expenses can be derived from (a) cost accounting system or (b) the application of the ratio of costs to charges to program gross charges. 
Organizations should use cost accounting systems if they are available and well maintained.  The same cost accounting method used for Worksheets 4 and 5 
should be used for Worksheet 8, if possible. 

2 Include philanthropy, grants, or other resources that are restricted by the donor/grantor to be used for subsidized health service. 
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Worksheet 9 
Net Cost of Research 

Use this worksheet to calculate the net cost of research1 

Costs of research funded by a governmental or non-profit entity2 

1.	 Direct expense $ 
2.	 Indirect expense $ 

3.	 Total research costs (add lines 1 and 2) $ 

Funding sources 

4.	 Grant or contract dollars received from a governmental or a non­
profit entity $ 

Net Cost of Research (line 3 minus line 4)	 $ 

1 Neither expenses nor revenues from for-profit companies for clinical trials are included. 
Research includes any effort of which the goal is to generate generalizable knowledge, such 
as about underlying biological mechanisms of health and disease, natural processes or 
principles affecting health or illness; evaluation of safety and efficacy of interventions for 
disease such as clinical trials and studies of therapeutic protocols; laboratory based studies; 
epidemiology, health outcomes and effectiveness; behavioral or sociological studies related to 
health, delivery of care, or prevention; studies related to changes in the health care delivery 
system; and communication of findings and observations (including publication in a medical 
journal). 

2 Examples of costs of research include, but are not limited to: Salaries of researchers and staff 
(including stipends for research trainees—either Ph.D. candidates or fellows); Facilities 
(including research, data, and sample collection and storage; animal facilities); Equipment; 
Supplies; Tests conducted for research rather than patient care; Statistical and computer 
support; Compliance (e.g., accreditation for human subjects protection; biosafety; HIPAA); and 
Dissemination of research results. 
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Worksheet 10 
Cash and In-Kind Donations to Others 

Date Donated To Amount 

Cash Donations 
A.  __/__/____ 
B.  __/__/____ 
C.  __/__/____ 
D.  __/__/____ 

$ 
$ 
$ 
$ 

1. Total Cash Donations $ 

In-Kind Donations 
A.  __/__/____ $ 
B.  __/__/____ $ 
C.  __/__/____ $ 
D.  __/__/____ $ 

2. Total In-Kind Donations $ 

3. Total Cash and In-Kind Donations (add lines 1 and 2) $ 

Cash and in-kind donations means contributions made by the organization to 
health care organizations and other community groups to improve the health 
of the community. 
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Attachment C:
 

Proposed Non Quantitative Community Benefit Questions
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SCHEDULE H 
(Form 990) 

Department of the Treasury 
Internal Revenue Service 

Hospitals 

►To be completed by organizations that answer “yes” to Form 990, Part VII, Line 9. 

OMB No. 1545-XXXX 

20XX 
Open to Public 
Inspection 

Part I 

1. Name of filing organization Employer identification number 
| 

2. Type of facility: (check all that apply): 

 Children’s hospital          Sole Community hospital

 Critical access hospital          Teaching hospital 

 Research hospital                     Urban hospital 

 Rural hospital   Other service attributes (please describe)

 General Acute Care Hospital

 Medicaid DSH Hospital            

Part II  Community Benefit Report 
1. Describe how the organization assesses the health care needs of the communities it serves.  [Include live link to web page.] 

2.a Does the organization or a related organization prepare an annual community benefit report? [Include live link to web page.] Yes No 

b If yes, is it  made available to the public? Yes No 

3.a Does the organization have a written charity care/financial assistance policy?   Yes No 

b If yes, describe. Include in the description (a) which patients qualify for free care, which patients qualify for partial financial assistance 
(discounts), (b) whether the organization applies such policy to all of its facilities and allows its facilities to adapt its policy to particular community 
or individual needs, and (c) whether the organization budgets annually for charity care.  [Include live link to web page.]  

4. Describe how the organization informs and educates patients about their eligibility for assistance under federal, state, or local government 
programs or under the organization’s charity care policy, if applicable. 

5.a Does the organization operate an emergency room?  Yes No 

b If no, does your hospital admit patients who have been treated by an emergency room operated by a related organization?  Yes No. If 
yes, EIN for the related organization: _______________ 

c If yes, is it operated 24 hours a day? Yes No 

d 	Other than for being at capacity, or as otherwise permitted by law, did your emergency room deny services to anyone who needed emergency 
services? Yes No. If yes, explain. 

6. Is admission to the medical staff open to all qualified physicians in the area, consistent with the size and nature of the facilities?  Yes No 

If no, explain _________________________________________________________________________________________ 
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7. Does the hospital have a governing body in which independent members represent the interests of the community? 

Yes No 

8. Does the hospital engage in scientific or medical research?  Yes No 

9. Does the hospital participate in education and training of health care professionals?  Yes No 

10. Does the hospital participate in Medicare, Medicaid, and/or other government-sponsored health programs?  Yes No 

11. Explain how the organization calculates bad debt expense (e.g., does the hospital follow HFMA Principles and Practices Board Statement 15?). 

12 a Does the organization have a written debt collection policy? Yes No 

b If yes, describe. 

13.a Does the organization have a fundraising program to support community benefit activities?  Yes No 

b Does a related organization have a fundraising program to support community benefit activities?  Yes No 

c If yes, describe.  

14. Provide any other information important to describing how the organization’s hospital facilities or related organizations further the hospital’s   
exempt purpose. [Include live link to web page.] 

30
 



From: Beth Cadle 

To: *TE/GE-EO-F990-Revision; 

CC: 

Subject: 

Date: 

Attachments: 

Friday, September 14, 2007 3:01:43 PM 

IRS Comments 0907.doc 

Beth Cadle 
Controller 
Sturdy Memorial Hospital 
211 Park St 
Attleboro, MA 02703 
(508)236-8153 
CONFIDENTIALITY NOTICE: This e-mail message, including any attachments, is 
for the sole use of the intended recipient(s). The information contained in this 
message is private and confidential, may contain legally protected health 
information and may be subject to one or more non-disclosure agreements, HIPAA 
privacy regulations and other laws. Any unauthorized review, use, disclosure or 
distribution is prohibited. If you are not the intended recipient, please contact the 
sender by reply e-mail, delete it from your computer, and destroy all copies of the 
original message. 
Thank you. 
Sturdy Memorial Hospital. 

mailto:BCadle@sturdymemorial.org
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ

[image: image1.png]STURDY

OOOOOOOOOOOOOOO

N






September 12, 2007

By Electronic Filing

Internal Revenue Service

Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW

Washington, DC  20224

RE: COMMENTS ON PROPOSED FORM 990 & RELATED SCHEDULES

Sturdy Memorial Hospital is a 124 bed community hospital.  We take pride in delivering quality healthcare in a cost efficient manner to all members of our community.  We appreciate the work the Internal Revenue Service (IRS) has put into the revisions to the Form 990 and related schedules.  Overall, the proposed form is much better organized than the 2006 Form 990.  We also thank-you for listening to our comments on the form.

· Overall, these changes and additions to the Form 990 and supporting schedules will 

· Form 990 – Core Form

· Part II, Section B, Lines 5a & 5b – the board of directors of a not-for-profit organization is typically made up of local business people.  This is particularly true in small cities and towns, such as ours.  These directors will do business with each other as a normal part of conducting business in the community.  Requiring a not-for-profit to disclose all of these relationships, without regard to materiality (a $5,000 transaction is considered immaterial to a larger organization) is burdensome, and does not provide useful information to the reader of the form.

· Part III, Line 3b – while reporting the number of transactions reviewed under a conflict of interest policy would show that the policy is followed, the reader of the form might interpret any number of reviews as inappropriate, which is a wrong interpretation.  This question should be removed.

· Part III, Line 10 – this question is vague and does not define what “review” procedures the IRS considers appropriate to mark this question “yes”.

· Part IV, Line 2a – the title of this line is “Medicare/Medicaid payments”.  However, the instructions say “all revenues received for medical services, including Medicare and Medicaid payments” should be reported.  The title of this line should be changed to read “net patient service revenue” to correspond to the directions.

· Part V – the instructions for classifying expenses remain inappropriate to hospitals.  To suggest that patient account expenses are not program service expenses is incorrect.  All insurance companies, including Medicare and Medicaid, have very detailed billing requirements that a hospital must follow in order to get paid.  These expenses would be more appropriately included in column B – Program service expense.

· Part V, Line 11f – GAAP accounting requires organizations to net investment management fees against investment income.  Including these fees as expenses goes against GAAP.  In addition, including investment management fees as an expense will negatively impact the percent of management and general expenses to the total expenses for organizations with large amounts of investments.

· Part VII, Line 11 & 12 – the concepts contemplated in the policies required in lines 11 and 12 can be covered in an organization’s “statement of purpose”.  This level of detail should be left to the organization to determine the appropriate avenue for documenting their practices.

· Part VIII, Line 9a – in many large organizations, the largest entity, in our case the Hospital, is the payroll agent for the smaller related organizations.  All W-3 information is filed under the payroll agent’s employee identification number.  This question does not address this situation.

· Schedule D

· Part V – the instructions suggest that the IRS wants a detailed list of all land building and equipment, unlike the general subcategories that were reported on the 2006 Form 990.  A detailed list would be extremely lengthy (the asset list for our hospital is over 1,000 pages long) and would provide an inappropriate level of detail on our purchasing contracts.  The instructions for this line should be clarified to require only general categories of fixed assets, as was previously required.

· Schedule H

· Although the title of this form is “Hospitals”, the instructions do not define a hospital, and instead suggest that any provider of health care should complete this form.  The instructions should be clarified to define “hospital”.


· Part I – In addition to unreimbursed Medicaid, the IRS should include a line for unreimbursed Medicare as a community benefit.  Like Medicaid, Medicare does not pay the full costs of care.

· Part I – The IRS should also include a line for bad debt as a community benefit.  Sturdy Memorial Hospital operates an emergency room twenty-four hours a day.  Anyone presenting in the emergency room is cared for.  Because of EMTALA regulations, patients must be treated prior to any collection activities.  Frequently, these patients do not provide sufficient information to collect on their accounts and result in bad debt to the hospital.  We, therefore, think it is appropriate to include bad debt as a community benefit.  In addition, Sturdy Memorial Hospital works hard to help patients qualify for assistance programs and to collect patient receivables.  However, because we believe it is our mission to serve the healthcare needs of all members of the community, we do not attempt to collect outstanding balances through liens and other strong-arm collection methods.  

· Part II, Section A – this section should be removed as it does not provide information related to a hospital’s community benefit provided.

· This schedule will require hospitals to report information not currently captured.  Due to time and potential expense necessary to capture the data requested, the implementation of this schedule should be delayed until 2010.

· Schedule J


· Line 1 – column E, Nontaxable Expense Reimbursements should be removed from this chart.  Reimbursement for items under an accountable plan are not considered compensation for IRS purposes, and therefore, should not be considered as part of compensation on this schedule.

Overall, these changes to the Form 990 and supporting schedules will significantly add to the Hospital’s administrative burden.  It is particularly troublesome that the drafters of these changes still do not recognize bad debt as charitable care.  There is no other industry, like ours, where you cannot ask for payment or financial information until after the service is rendered.  The emergency room patients are often noncompliant in their healthcare and with little financial means.  It is unrealistic to think that a vast majority of these patients can pay their bills.  We recommend that the implementation be postponed until a more thoughtful review can be completed.

We appreciate the opportunity to submit our comments.  If you have any further questions, please contact me at (508) 236-8150 or at jcasey@sturdymemorial.org.  Thank-you

Sincerely,


Joseph F.X. Casey

Treasurer & Chief Financial Officer

CC:
Linda Shyavitz, President & Chief Executive Officer




September 12, 2007 

By Electronic Filing 

Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, DC 20224 

RE: COMMENTS ON PROPOSED FORM 990 & RELATED SCHEDULES 

Sturdy Memorial Hospital is a 124 bed community hospital.  We take pride in 
delivering quality healthcare in a cost efficient manner to all members of our 
community. We appreciate the work the Internal Revenue Service (IRS) has put 
into the revisions to the Form 990 and related schedules.  Overall, the proposed 
form is much better organized than the 2006 Form 990. We also thank-you for 
listening to our comments on the form. 

•	 Overall, these changes and additions to the Form 990 and supporting 
schedules will 

•	 Form 990 – Core Form 
� Part II, Section B, Lines 5a & 5b – the board of directors of a not-for-

profit organization is typically made up of local business people.  This is 
particularly true in small cities and towns, such as ours.  These directors 
will do business with each other as a normal part of conducting business 
in the community. Requiring a not-for-profit to disclose all of these 
relationships, without regard to materiality (a $5,000 transaction is 
considered immaterial to a larger organization) is burdensome, and 
does not provide useful information to the reader of the form. 

� Part III, Line 3b – while reporting the number of transactions reviewed 
under a conflict of interest policy would show that the policy is followed, 
the reader of the form might interpret any number of reviews as 
inappropriate, which is a wrong interpretation. This question should be 
removed. 

� Part III, Line 10 – this question is vague and does not define what 
“review” procedures the IRS considers appropriate to mark this question 
“yes”. 

� Part IV, Line 2a – the title of this line is “Medicare/Medicaid payments”.  
However, the instructions say “all revenues received for medical 
services, including Medicare and Medicaid payments” should be 



reported. The title of this line should be changed to read “net patient 
service revenue” to correspond to the directions. 

� Part V – the instructions for classifying expenses remain inappropriate to 
hospitals. To suggest that patient account expenses are not program 
service expenses is incorrect. All insurance companies, including 
Medicare and Medicaid, have very detailed billing requirements that a 
hospital must follow in order to get paid. These expenses would be 
more appropriately included in column B – Program service expense. 

� Part V, Line 11f – GAAP accounting requires organizations to net 
investment management fees against investment income.  Including 
these fees as expenses goes against GAAP.  In addition, including 
investment management fees as an expense will negatively impact the 
percent of management and general expenses to the total expenses for 
organizations with large amounts of investments. 

� Part VII, Line 11 & 12 – the concepts contemplated in the policies 
required in lines 11 and 12 can be covered in an organization’s 
“statement of purpose”. This level of detail should be left to the 
organization to determine the appropriate avenue for documenting their 
practices. 

� Part VIII, Line 9a – in many large organizations, the largest entity, in our 
case the Hospital, is the payroll agent for the smaller related 
organizations. All W-3 information is filed under the payroll agent’s 
employee identification number.  This question does not address this 
situation. 

• Schedule D 
� Part V – the instructions suggest that the IRS wants a detailed list of all 

land building and equipment, unlike the general subcategories that were 
reported on the 2006 Form 990.  A detailed list would be extremely 
lengthy (the asset list for our hospital is over 1,000 pages long) and 
would provide an inappropriate level of detail on our purchasing 
contracts. The instructions for this line should be clarified to require only 
general categories of fixed assets, as was previously required. 

• Schedule H 
� Although the title of this form is “Hospitals”, the instructions do not define 

a hospital, and instead suggest that any provider of health care should 
complete this form. The instructions should be clarified to define 
“hospital”. 

� Part I – In addition to unreimbursed Medicaid, the IRS should include a 
line for unreimbursed Medicare as a community benefit.  Like Medicaid, 
Medicare does not pay the full costs of care. 

� Part I – The IRS should also include a line for bad debt as a community 
benefit. Sturdy Memorial Hospital operates an emergency room twenty-
four hours a day. Anyone presenting in the emergency room is cared 
for. Because of EMTALA regulations, patients must be treated prior to 
any collection activities. Frequently, these patients do not provide 
sufficient information to collect on their accounts and result in bad debt 



to the hospital. We, therefore, think it is appropriate to include bad debt 
as a community benefit. In addition, Sturdy Memorial Hospital works 
hard to help patients qualify for assistance programs and to collect 
patient receivables.  However, because we believe it is our mission to 
serve the healthcare needs of all members of the community, we do not 
attempt to collect outstanding balances through liens and other strong-
arm collection methods. 

� Part II, Section A – this section should be removed as it does not 
provide information related to a hospital’s community benefit provided. 

� This schedule will require hospitals to report information not currently 
captured. Due to time and potential expense necessary to capture the 
data requested, the implementation of this schedule should be delayed 
until 2010. 

• Schedule J 
� Line 1 – column E, Nontaxable Expense Reimbursements should be 

removed from this chart. Reimbursement for items under an 
accountable plan are not considered compensation for IRS purposes, 
and therefore, should not be considered as part of compensation on this 
schedule. 

Overall, these changes to the Form 990 and supporting schedules will 
significantly add to the Hospital’s administrative burden.  It is particularly 
troublesome that the drafters of these changes still do not recognize bad debt as 
charitable care.  There is no other industry, like ours, where you cannot ask for 
payment or financial information until after the service is rendered.  The 
emergency room patients are often noncompliant in their healthcare and with 
little financial means. It is unrealistic to think that a vast majority of these patients 
can pay their bills. We recommend that the implementation be postponed until a 
more thoughtful review can be completed. 

We appreciate the opportunity to submit our comments.  If you have any further 
questions, please contact me at (508) 236-8150 or at 
jcasey@sturdymemorial.org. Thank-you 

Sincerely, 

Joseph F.X. Casey 
Treasurer & Chief Financial Officer 

CC: Linda Shyavitz, President & Chief Executive Officer 
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Please find comments from the Tax Committee of Iowa/Minnesota Health Care 
Financial Management Association (HFMA) which is comprised of public accounting 
tax practitioners and tax professionals from various health care organizations in 
Minnesota and Iowa. 

Jane Hopkins Gould CPA, MBA 
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that may be imposed under the Internal Revenue Code. 
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September 14, 2007 
 
Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, D.C. 20224 
 
RE:  COMMENTS ON PROPOSED 990 
 
On behalf of the Tax Committee of the Iowa/Minnesota Healthcare Finance Management 
Association (MN HFMA), we appreciate the opportunity to comment on the proposed Form 990 
(with an emphasis on the draft Schedule H Hospitals).  We are writing to share with you our 
comments on the Form 990 and related schedules 
 
We appreciate the work that the IRS has put into the new form and schedules and its openness to 
comments from the hospital community.  However, we have some concerns about the Form 990 
as well as the related schedules.   
 
We are most concerned that the new Hospital Schedule H does not fully allow our hospitals to 
report the great diversity of community benefits they provide.  We believe that Schedule H 
should not redefine community benefit in a manner that permits others to determine what 
programs and services are most appropriate for our communities but rather permit each hospital 
the opportunity to present its contributions to improving health and wellness in its community. 
 
We are proud of our community benefit activities and programs that our member hospitals 
conduct but recognize that due to geographical, socioeconomic and other demographic 
considerations that each organization will contribute different levels of community benefit AND 
conduct different types of community benefit activities.  We also believe that in multi-entity 
health care systems, an opportunity should be afforded to report community benefit at the 
“system” level as certain activities are synergistic yet conducted entirely within a single entity 
and/or are tracked and recorded at the consolidated financial reporting entity level. 
 
Form 990 Comments: 
 
Based on our review of the core Form 990, we have a general concern that the Part I Summary 
section does not provide any area to provide “context” to the raw data presented.  From year to 
year or in comparing urban and rural health care organizations, we feel this data cannot be useful 
from a comparison basis without some limited narrative.  We also believe that in the healthcare 
industry, there are often “super parent” entities that provide support to the overall system and 
such community benefit and overall financial presentation should be presented utilizing a 
“consolidating” schedule versus stand-alone Forms 990 for each entity. 
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Schedule H Comments: 
 
Based on our initial reviews, our primary concerns with Schedule H that we are asking the IRS to 
address are:  


• The initial filing deadline for Schedule H is far too short and should be extended;  
• The full value of hospital community benefit is not included in Schedule H; and 


√ Schedule H, as presented, does not seek to measure community benefit consistent 
with Revenue Ruling 69-545 and the community benefit standard  


√ In a multi-entity system, community benefit is often conducted at the system level 
and thus may not be accurately represented on a hospital-by-hospital basis  


• The IRS is requesting information that is unrelated to community benefit and that will not 
be meaningful to the public. We suggest that responses related to “best practices” should 
be removed from the form and the form should be streamlined.  


 
WE BELIEVE THAT IMPLEMENTATION OF SCHEDULE H SHOULD BE DELAYED UNTIL AT LEAST 
2010 TO ACCOMMODATE THE DELAY THE IRS ANTICIPATES IN ISSUING INSTRUCTIONS, AS 
WELL AS THE NEED TO ADJUST OR CREATE SYSTEMS TO CAPTURE THE REQUIRED FINANCIAL 
INFORMATION.  
 
We are committed to transparency.  However, the burden of having to reconfigure financial and 
data record-keeping systems in time to begin capturing the substantial amount of new data 
required just for the Part I Community Benefit Report by January 1, 2008, is itself a daunting 
task.  It is made virtually impossible by the fact that the instructions, definitions and worksheets 
needed to collect that data are not expected to be finalized until mid-2008.  To require hospitals 
to overhaul financial and data recordkeeping systems before the definitions, line item 
instructions and worksheets for making the calculations required for Schedule H are completed is 
unreasonably costly and disruptive.   
 
Given the number of questions and concerns about Schedule H that have surfaced, we would 
urge the IRS to consider providing a second draft in 2008 and another review period toward the 
goal of finalizing the schedule in December 31, 2008.  That would give hospitals sufficient time 
to revise their financial and data record-keeping systems in order to track and capture new 
information that will need to be reported.  
 
THE FULL VALUE OF THE BENEFITS HOSPITALS PROVIDE SHOULD BE INCLUDED IN SCHEDULE H. 
 
Hospitals qualify for the charitable purpose of promoting health by meeting the community 
benefit standard.  The community benefit standard permits us to tailor our programs and services 
to the needs of our individual community.  Among those needs is providing care for elderly 
Medicare patients and low-income patients who may not be able to afford the costs of their care.  
Yet we provide their care proudly, and the costs we absorb in doing so should be reflected as a 
community benefit on Schedule H.     
 


√ Medicare underpayments are community benefit 
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Part I “Community Benefit Report” in draft Schedule H allows hospitals to report and 
receive community benefit credit for Medicaid and other government program 
underpayments, but not for Medicare underpayments.  We believe Medicare 
underpayments should be included. 


 
Serving Medicare patients is part of the community benefit standard.  Medicare, like 
Medicaid, does not pay the full cost of patient care.  As a result, our hospital and 
community must absorb and compensate for these underpayments.  Currently, Medicare 
reimburses hospitals 92 cents for every dollar spent on care.  The Medicare Payment 
Advisory Commission (MedPAC) in its March 2007 report to Congress cautioned that 
the situation will get even worse, with margins reaching a 10-year low at negative 5.4 
percent.  Moreover, an increasing number of Medicare beneficiaries are also low-income.  
More than 46 percent of Medicare spending is for beneficiaries whose income is below 
200 percent of the federal poverty level. 


 
Medicare underpayments represent a real cost of serving members of our community and 
should be counted as community benefit.  


 
√ The cost of patient bad debt is community benefit 


As currently drafted, Schedule H does not count patient care bad debt expenses as 
community benefit.  We know that a significant majority of bad debt is attributable to 
low-income patients, who for many reasons decline to complete the forms required to 
establish eligibility for a hospital’s charity care/ financial assistance program.   


 
A 2006 Congressional Budget Office report cited two studies indicating that “the great 
majority of bad debt was attributable to patients with incomes below 200 percent of the 
federal poverty level.”  The fact is that despite our best efforts, many of our patients still 
do not identify themselves as in need of financial assistance.  It is important to us and to 
our community that the full cost of serving our community – including the cost of serving 
patients who need help paying their bill but fail to ask for it – be recognized and counted 
as community benefit. 
 


√ Community benefit in a multi-entity healthcare system might be better presented 
based on “system” community benefit rather than by looking solely to individual 
hospital entities 
Many healthcare organizations operate under the “system” concept with a parent entity 
and numerous second-tier IRC §501(c)(3) hospitals and other healthcare entities.  At least 
in the Midwest, these hospital systems are comprised of rural and urban hospitals; 
specialty and acute care hospitals; and serve very diverse communities based on 
geographic location.  Thus, each hospital has unique community benefit opportunities 
and, in some instances, one hospital’s operations effectively subsidize the operations of 
other healthcare operations and hospitals to maximize overall access to healthcare in a 
community or region.   
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Thus, we believe that Page 1, Form 990 and Part I, Schedule H should offer the 
opportunity to present “consolidated” data along with stand-alone data to more accurately 
reflect the overall community benefits made by a healthcare system that is comprised of 
numerous hospitals and other healthcare entities.  If this additional presentation is not 
offered, certain organizations may choose to merge all of their healthcare operations into 
a single entity to accurately present an organization’s overall contributions to community 
health and wellness (i.e., community benefit).  We believe this action would reduce rather 
than enhance overall transparency. 
 


SCHEDULE H NEEDS TO BE STREAMLINED TO ELIMINATE QUESTIONS THAT ARE BURDENSOME 
AND CONFUSING, AND THAT FAIL TO PROVIDE MEANINGFUL INFORMATION TO THE COMMUNITY. 
 
The proposed chart on Schedule H, Part II relating to billing should be eliminated.  It has no 
bearing on determining whether a hospital is meeting the community benefit standard, and it 
should not be used to create new reporting standards.  
 
Relevant information is already provided in other parts of the Form 990.  For example, detailed 
information on charity care will be provided in Part I of Schedule H.  Information related to a 
hospital’s revenues and Medicare and Medicaid payments will be included in Form 990.   
 
Beyond that, the chart’s added layers of requests for information are burdensome and will 
require hours of extra staff work to provide useful and meaningful data.  Some of the information 
requested is competitively sensitive.  The chart displays information in a form that will confuse, 
not inform, our community and the chart asks for information that while a best practice is not 
required under statute or regulation. 
 
If the IRS requires more information on our charity care policies and practices, or the way in 
which we support other community benefit activities and programs, it should ask those questions 
instead of creating new reporting obligations that would be burdensome and will confuse our 
communities instead of providing them with the information they need to determine whether we 
are serving their needs.   
 
We recognize that there are other concerns about Schedule H, Form 990 and many other 
schedules.  We urge you to work with the hospital community to identify and resolve those 
issues before asking us to file a new Form 990 or any of its schedules. 
 
Thank you for the opportunity to comment on draft Form 990 and related schedules. 
 
 
Sincerely, 
 
 
Tax Committees of Iowa/Minnesota Healthcare Financial Management Association 







September 14, 2007 

Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, D.C. 20224 

RE: COMMENTS ON PROPOSED 990 

On behalf of the Tax Committee of the Iowa/Minnesota Healthcare Finance Management 
Association (MN HFMA), we appreciate the opportunity to comment on the proposed Form 990 
(with an emphasis on the draft Schedule H Hospitals).  We are writing to share with you our 
comments on the Form 990 and related schedules 

We appreciate the work that the IRS has put into the new form and schedules and its openness to 
comments from the hospital community.  However, we have some concerns about the Form 990 
as well as the related schedules.   

We are most concerned that the new Hospital Schedule H does not fully allow our hospitals to 
report the great diversity of community benefits they provide.  We believe that Schedule H 
should not redefine community benefit in a manner that permits others to determine what 
programs and services are most appropriate for our communities but rather permit each hospital 
the opportunity to present its contributions to improving health and wellness in its community. 

We are proud of our community benefit activities and programs that our member hospitals 
conduct but recognize that due to geographical, socioeconomic and other demographic 
considerations that each organization will contribute different levels of community benefit AND 
conduct different types of community benefit activities.  We also believe that in multi-entity 
health care systems, an opportunity should be afforded to report community benefit at the 
“system” level as certain activities are synergistic yet conducted entirely within a single entity 
and/or are tracked and recorded at the consolidated financial reporting entity level. 

Form 990 Comments: 

Based on our review of the core Form 990, we have a general concern that the Part I Summary 
section does not provide any area to provide “context” to the raw data presented. From year to 
year or in comparing urban and rural health care organizations, we feel this data cannot be useful 
from a comparison basis without some limited narrative.  We also believe that in the healthcare 
industry, there are often “super parent” entities that provide support to the overall system and 
such community benefit and overall financial presentation should be presented utilizing a 
“consolidating” schedule versus stand-alone Forms 990 for each entity. 
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Schedule H Comments: 

Based on our initial reviews, our primary concerns with Schedule H that we are asking the IRS to 
address are: 

•	 The initial filing deadline for Schedule H is far too short and should be extended; 
•	 The full value of hospital community benefit is not included in Schedule H; and 

�	 Schedule H, as presented, does not seek to measure community benefit consistent 
with Revenue Ruling 69-545 and the community benefit standard 

�	 In a multi-entity system, community benefit is often conducted at the system level 
and thus may not be accurately represented on a hospital-by-hospital basis 

•	 The IRS is requesting information that is unrelated to community benefit and that will not 
be meaningful to the public. We suggest that responses related to “best practices” should 
be removed from the form and the form should be streamlined.  

WE BELIEVE THAT IMPLEMENTATION OF SCHEDULE H SHOULD BE DELAYED UNTIL AT LEAST 
2010 TO ACCOMMODATE THE DELAY THE IRS ANTICIPATES IN ISSUING INSTRUCTIONS, AS 
WELL AS THE NEED TO ADJUST OR CREATE SYSTEMS TO CAPTURE THE REQUIRED FINANCIAL 
INFORMATION. 

We are committed to transparency.  However, the burden of having to reconfigure financial and 
data record-keeping systems in time to begin capturing the substantial amount of new data 
required just for the Part I Community Benefit Report by January 1, 2008, is itself a daunting 
task. It is made virtually impossible by the fact that the instructions, definitions and worksheets 
needed to collect that data are not expected to be finalized until mid-2008.  To require hospitals 
to overhaul financial and data recordkeeping systems before the definitions, line item 
instructions and worksheets for making the calculations required for Schedule H are completed is 
unreasonably costly and disruptive.   

Given the number of questions and concerns about Schedule H that have surfaced, we would 
urge the IRS to consider providing a second draft in 2008 and another review period toward the 
goal of finalizing the schedule in December 31, 2008.  That would give hospitals sufficient time 
to revise their financial and data record-keeping systems in order to track and capture new 
information that will need to be reported.  

THE FULL VALUE OF THE BENEFITS HOSPITALS PROVIDE SHOULD BE INCLUDED IN SCHEDULE H. 

Hospitals qualify for the charitable purpose of promoting health by meeting the community 
benefit standard.  The community benefit standard permits us to tailor our programs and services 
to the needs of our individual community.  Among those needs is providing care for elderly 
Medicare patients and low-income patients who may not be able to afford the costs of their care.  
Yet we provide their care proudly, and the costs we absorb in doing so should be reflected as a 
community benefit on Schedule H.  

�	 Medicare underpayments are community benefit 
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Part I “Community Benefit Report” in draft Schedule H allows hospitals to report and 
receive community benefit credit for Medicaid and other government program 
underpayments, but not for Medicare underpayments.  We believe Medicare 
underpayments should be included. 

Serving Medicare patients is part of the community benefit standard.  Medicare, like 
Medicaid, does not pay the full cost of patient care. As a result, our hospital and 
community must absorb and compensate for these underpayments.  Currently, Medicare 
reimburses hospitals 92 cents for every dollar spent on care. The Medicare Payment 
Advisory Commission (MedPAC) in its March 2007 report to Congress cautioned that 
the situation will get even worse, with margins reaching a 10-year low at negative 5.4 
percent.  Moreover, an increasing number of Medicare beneficiaries are also low-income.  
More than 46 percent of Medicare spending is for beneficiaries whose income is below 
200 percent of the federal poverty level. 

Medicare underpayments represent a real cost of serving members of our community and 
should be counted as community benefit.  

�	 The cost of patient bad debt is community benefit 
As currently drafted, Schedule H does not count patient care bad debt expenses as 
community benefit.  We know that a significant majority of bad debt is attributable to 
low-income patients, who for many reasons decline to complete the forms required to 
establish eligibility for a hospital’s charity care/ financial assistance program.   

A 2006 Congressional Budget Office report cited two studies indicating that “the great 
majority of bad debt was attributable to patients with incomes below 200 percent of the 
federal poverty level.”  The fact is that despite our best efforts, many of our patients still 
do not identify themselves as in need of financial assistance.  It is important to us and to 
our community that the full cost of serving our community – including the cost of serving 
patients who need help paying their bill but fail to ask for it – be recognized and counted 
as community benefit. 

�	 Community benefit in a multi-entity healthcare system might be better presented 
based on “system” community benefit rather than by looking solely to individual 
hospital entities 
Many healthcare organizations operate under the “system” concept with a parent entity 
and numerous second-tier IRC §501(c)(3) hospitals and other healthcare entities.  At least 
in the Midwest, these hospital systems are comprised of rural and urban hospitals; 
specialty and acute care hospitals; and serve very diverse communities based on 
geographic location.  Thus, each hospital has unique community benefit opportunities 
and, in some instances, one hospital’s operations effectively subsidize the operations of 
other healthcare operations and hospitals to maximize overall access to healthcare in a 
community or region.   
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Thus, we believe that Page 1, Form 990 and Part I, Schedule H should offer the 
opportunity to present “consolidated” data along with stand-alone data to more accurately 
reflect the overall community benefits made by a healthcare system that is comprised of 
numerous hospitals and other healthcare entities.  If this additional presentation is not 
offered, certain organizations may choose to merge all of their healthcare operations into 
a single entity to accurately present an organization’s overall contributions to community 
health and wellness (i.e., community benefit).  We believe this action would reduce rather 
than enhance overall transparency. 

SCHEDULE H NEEDS TO BE STREAMLINED TO ELIMINATE QUESTIONS THAT ARE BURDENSOME 
AND CONFUSING, AND THAT FAIL TO PROVIDE MEANINGFUL INFORMATION TO THE COMMUNITY. 

The proposed chart on Schedule H, Part II relating to billing should be eliminated. It has no 
bearing on determining whether a hospital is meeting the community benefit standard, and it 
should not be used to create new reporting standards.  

Relevant information is already provided in other parts of the Form 990.  For example, detailed 
information on charity care will be provided in Part I of Schedule H.  Information related to a 
hospital’s revenues and Medicare and Medicaid payments will be included in Form 990.   

Beyond that, the chart’s added layers of requests for information are burdensome and will 
require hours of extra staff work to provide useful and meaningful data. Some of the information 
requested is competitively sensitive.  The chart displays information in a form that will confuse, 
not inform, our community and the chart asks for information that while a best practice is not 
required under statute or regulation. 

If the IRS requires more information on our charity care policies and practices, or the way in 
which we support other community benefit activities and programs, it should ask those questions 
instead of creating new reporting obligations that would be burdensome and will confuse our 
communities instead of providing them with the information they need to determine whether we 
are serving their needs.   

We recognize that there are other concerns about Schedule H, Form 990 and many other 
schedules.  We urge you to work with the hospital community to identify and resolve those 
issues before asking us to file a new Form 990 or any of its schedules. 

Thank you for the opportunity to comment on draft Form 990 and related schedules. 

Sincerely, 

Tax Committees of Iowa/Minnesota Healthcare Financial Management Association 
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September 14, 2007 

By Electronic Filing 

Internal Revenue Service 

Form 990 Redesign, SE:T:EO 

1111 Constitution Avenue, NW 

Washington, DC 20224 

On behalf of The Medical Center of Central Georgia, we appreciate the opportunity to comment on the redesigned Form 
990 including the new draft Schedule H. 

■	 To support transparency of reporting community benefits, we feel this would be best accomplished by 
organizations reporting community benefits in compliance with the standards established in the CHA and VHA’s 
Guide of Planning and Reporting Community Benefits. 

■	 With the IRS taking into consideration all of the comments allowed at this time, we encourage a second draft be 
presented with a review period allowed before final forms and instructions are released. 

■	 We feel the time period to comply with new reporting requirements is definitely too short. We recommend 
implementation be deferred at least until tax year 2010 to allow organizations time to put processes in place to 
capture data in the format needed once final instructions are received from the IRS. 

■	 Part II relating to billing and collections should be eliminated as it does not determine if a hospital is meeting the 
standards for reporting community benefits. 

As it relates to comments on the entire Form 990 redesign, VHA represents our position and we appreciate consideration 
when finalizing the redesigned Form 990 and related schedules. 

Thank you. 

Vanessa E. Walker 

mailto:Walker.Vanessa@mccg.org
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From: Singer, Kaye 

To: *TE/GE-EO-F990-Revision; 

CC: 

Subject: Comments on Form 990 Revision 

Date: Friday, September 14, 2007 2:55:24 PM 

Attachments: Form 990 Redesign Comments.doc 

Attached please find our comments on this revision. 

Thank you for the opportunity to see the product and make comments. 

K. M. Singer, EA 
Sr. Tax & Finance Analyst 
Nebraska Methdoist Health System Inc. 

This message and any included attachments are from Nebraska Methodist Health 
System and its affiliates and are intended only for the addressee. The message may 
contain privileged, confidential and/or proprietary information intended only for 
the person(s) named. Unauthorized forwarding, printing, copying, distribution, or 
use of such information is strictly prohibited and may be unlawful. If you are not 
the addressee, please promptly delete this message and notify the sender of the 
delivery error by e-mail or you may call Nebraska Methodist Health System and 
its affiliates in Omaha, Nebraska, U.S.A at (402)354-2280. 

mailto:Kaye.Singer@nmhs.org
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ

Form 990 Redesign Comments

We applaud the work of the IRS in undertaking this redesign.  On the whole it provides information that will enable readers to have comparative information on which to base decisions.


There are a few comments that we would like to add to those already submitted.


1) Core Form, Part I – We question whether the ratios should be required since these are not commonly used formulas and would appear to have limited use to the reader.  

2) Core Form Part II, Section A – The requirement to include city and state of residence goes to the concerns of privacy.  There are many tools available to individuals today to allow one with relative ease to obtain the street address once provided with the city and state information.  This could pose a potential safety risk that should be considered.


We recommend discretion in allowing the reporting either the employer’s address or home address in lieu of the residence address.


3) Section B – We question the 5 year timeframe.  This would require continuing communications with a board member/director who may have gone off the board in a year and have no contact with the organization.  Many organizations do not have the staffing required to do the necessary, continuing follow-up that will be required.


4) Section B – Line 9:  It would be difficult, if not impossible to get the information about compensation from “any source other than the organization or a related organization for services rendered to the organization” with which to complete Schedule J.  What would happen in the case of a director who worked for a company that offered pro bono services to the organization?  Would this also need to be reported?

5) Core Form, Part IX – More room is needed to discuss the program accomplishments particularly for those organizations which are required to electronically file the Form 990 where there is limited character space.  Significant accomplishments cannot be described in a sentence or two.   We would hope the electronic space issue will be addressed throughout the new form.


6) Schedule A, Supplementary Information, Line 11g – will the August 17, 2006 date be adjusted or will there be a recordkeeping requirement for organizations to maintain contribution information for the duration of this form?


7) Schedule G, Supplemental Information Regarding Fundraising Activities – this form provides excellent guidance on gaming and fundraising reporting.   On Part I, question 1b, we wonder what would be the method of proof on an oral agreement.  We recommend using the wording “Did the organization have an agreement with any individual…” and using the information from Form 1099-MISC in column (iv) and possibly column (v) of the table. 
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From: Kim.Liska@medicorp.org 

To: *TE/GE-EO-F990-Revision; 

CC:
 

Subject: Form 990 Revisions Comment Letter - MediCorp Health 

System 

Date: Friday, September 14, 2007 2:17:42 PM 

Attachments: Comments on Proposed Form 990 - MediCorp Health System. 
pdf 

Please accept the following comment letter regarding the Form 990 revisions 
from MediCorp Health System. We thank-you for the opportunity to make 
comments. 

Kim Liska 
Regulatory Affairs 
(540) 741 2277 

mailto:Kim.Liska@medicorp.org
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ



























  

From: Clifton Iler 

To: *TE/GE-EO-F990-Revision; 

CC: 
Subject: Comments on Draft Redesigned Form 990 
Date: Friday, September 14, 2007 2:07:43 PM 
Attachments: KMBT20020070914135130.pdf
 

Attached please find MCG Health, Inc.'s comments on the new draft Schedule H 

Clifton M. Iler 
Associate General Counsel 
Office of General Counsel 
MCG Health, Inc. 
1120-15th Street, BA-8255 
Augusta, Georgia 30912 
T: 706.721.5709 F: 706.721.9631 

Confidentiality Notice 
This message is being sent by or on behalf of a lawyer. It is intended exclusively 
for the individual or entity to which it is addressed. This communication may 
contain information that is proprietary, privileged or confidential or otherwise legally 
exempt from disclosure. If you are not the named addressee, you are not 
authorized to read, print, retain, copy or disseminate this message or any part of 
it. If you have received this message in error, please notify the sender immediately 
by e-mail and delete all copies of the message. 

mailto:ciler@mail.mcg.edu
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ





















From: Tonya Nottmeier 

To: *TE/GE-EO-F990-Revision; 

CC: Tonya Nottmeier; 

Subject: Submission of the Trinity Health Comment letter on the 
revisions to the Form 990 

Date: Friday, September 14, 2007 2:04:07 PM 
Attachments: Trinity Health Comments on the Form 990 final 9-14-07. 

pdf 

Tonya W. Nottmeier 
Director, Federal Advocacy 
Trinity Health 
27870 Cabot Drive 
Novi, MI 48377-2920 

Phone: 248-489-6068 

mailto:NOTTMEIT@trinity-health.org
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ
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                                                                    Novi, Michigan 


27870 Cabot Drive 
Novi, MI  48377-2920 
ph    248.489.5004   
34605 Twelve Mile Road                      
Farmington Hills, MI  48331-3221 
ph     248.489.6000 
                                                    
www.trinity-health.org
 
 


 
 
September 14, 2007  
 
Mr. Ron Schultz 
Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, DC 20224 
 
Dear Mr. Schultz:  
 
On behalf of our 31 acute care hospitals operating in Maryland, Ohio, Michigan, Iowa, Indiana, Idaho, 
Nebraska, and California, Trinity Health appreciates the opportunity to submit comments on the 
revisions to the Form 990 and its revised and new Schedules.  Our hospitals, along with other nonprofit 
hospitals, have been promoting the health of our communities for well over 100 years, in part by 
providing charity care and community benefit. 
 
We appreciate the work that the IRS has put into the new form and schedules and its openness to 
comments from the hospital community.  Several of us at Trinity Health advanced our understanding of 
the revised forms by participating in association-led calls, which included IRS representatives.  We 
wish to express our gratitude to the IRS for making the effort to engage in those direct discussions with 
tax-exempt organizations.   
 
General Remarks 
 
Trinity Health applauds the utilization of the CHA/VHA community benefit framework which will 
increase transparency and consistency in charity care and community benefit reporting, and which a 
growing number of hospitals have adopted on a voluntary basis.  We were part of the group that worked 
to refine this methodology and have been actively advocating along with CHA for expanded use of the 
approach for several years.  
 
As we developed our comments for the IRS, we kept the guiding principles of the Form 990 redesign  
project in mind.  We understand those guiding principles to be: 


• Enhancing transparency to provide the IRS and its stakeholders with a realistic picture of the 
filing organization; 


• Promoting compliance by accurately reflecting the filing organization’s operations, so the IRS 
may efficiently assess the risk of noncompliance; and  


• Minimizing the burden on filing organizations. 
 
Our comments are offered in the spirit of creating the appropriate balance of these competing 
guidelines, so that tax-exempt hospitals can continue to focus on their essential purpose of caring for 
their communities. 
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Transitional Relief Requested 
 
Comment: 
 
Trinity Health recommends that the IRS extend the implementation period for the redesigned Form 990 
(in particular Schedules H and K) to the tax year following the year the 990 Form and related 
instructions are finalized.   
 
 
In addition, specific to Schedule K, we request that the IRS consider the following: 
 


• Require Schedule K for prospective bond issues only 
• Exclude legally defeased bonds that are not outstanding on the financial statements from 


Schedule K 
 
Rationale: 
 
If the Redesigned 990 Form and related instructions are finalized in 2008, the new Form 990 should 
apply to tax years beginning in 2009 (returns filed in 2010).  It would take time to change accounting 
systems and procedures to comply with the new Form 990.  To require a change mid-year to restructure 
existing accounting systems would place an undue burden on organizations.  A more efficient and 
effective approach would be to provide a longer transition period so that the systems could be in place 
on the first day of the tax year in which the new 990 applies. 
 
Pertaining to the reporting on tax-exempt bonds, we understand how the expansion in the reporting in 
this area certainly helps the IRS meet its goals to “enhance transparency” and “promote compliance.” 
However, it does so by sacrificing the IRS goal to “minimize the burden on filing organizations.”  In the 
tax-exempt bond reporting sections there are redundancies in the way questions are asked and 
disclosures are required.  The necessary recordkeeping is far beyond what has been required 
historically.  For example, in completing Part III of Schedule K the level of due diligence each year that 
would be necessary to fully and accurately answer these questions would nearly require a self-audit of 
private use for each individual bond issue. 
 
As a mission driven organization concerned with being good stewards of our resources, it pains us to 
estimate the amount of additional resources that will be necessary to complete Schedule K.  We would 
ask to you please reconsider the balance that you strike between enhancing transparency, promoting 
compliance and minimizing burden as you finalize the portions of the form related to tax-exempt bonds. 
 
COMMENTS RELATED TO CORE FORM 990
 
Form 990:  Part I Summary 
 
Form 990:  Part I Line 1 – This line, “Briefly describe the organization’s mission,” gives the hospital 
an opportunity to talk about the great work that it is doing in the community or communities that it 
serves.  Similar to the suggested changes in Schedule H, we would like to see the opportunity to create 
a link to our web page on this line. 
 
We appreciate that the IRS recognizes the importance of describing the mission on the page that is also 
going to contain the “snapshot” or “scorecard” of questions about governance, compensation, revenues, 
expenses, and the balance sheet.  The summary will become a focal point of reference for external 
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audiences and we would appreciate it if the IRS would consider adding some of the community benefit 
measurements to this summary as well. 
 
Form 990:  Part I Line 8b – The ratio of program service officer/director/key employee compensation 
to total program service expenses would be too arbitrary.  A more meaningful ratio would be total 
officer/director/key employee compensation divided by total expenses.  In comparing organizations to 
each other, there could be large variations in how much officer compensation is allocated to the 
program service column vs. the management and general column in Part V. 
 
Form 990:  Part III Statements Regarding Governance, Management and Financial Reporting 
 
Form 990:  Part III Line 8 – For a multi-entity health care system that issues consolidated financial 
statements, should the “audit” box be checked for a subsidiary that is included in the consolidated 
financial statements?  Or should the “audit” box be checked only if separate audited financial 
statements are issued for that particular subsidiary? 
 
Form 990:  Part III Line 9  
 
Comment: 
 
Line 9 asks whether the organization has an audit committee.  We believe this question should be 
revised as follows:  “Does the organization have an audit committee (or other committee such as 
finance, investment, executive or the entire board acting as a committee of the whole) that oversees the 
audit function?”   
 
Can you please clarify how this question be answered for a subsidiary in a multi-entity health care 
system that issues consolidated financial statements?  Should we answer “yes” only if the reporting 
organization itself has an audit committee? 
 
Rationale: 
 
With smaller hospitals especially, many functions (finance, investment and audit) are combined into 
one committee, sometimes the executive committee.  The name of the committee is not important, but 
what people reading the 990 presumably want to know is whether the board, or a committee thereof, 
rather than employed officers, oversees the audit function and the work of the auditor.    
 
Form 990:  Part III Line 10 
 
Comment: 
 
Line 10 asks whether the governing body reviewed the form 990 before it was filed.  Trinity Health 
would ask you to consider removing this question.  Also, the governing body description is not 
adequately defined. 
 
Rationale: 
 
There is no tax code requirement for board review for 501(c)(3) organizations or taxable organizations 
Since the filing is already subject to a penalty of perjury, isn’t that enough?  If the IRS keeps the 
question, it would be very helpful if the question could be more flexible and ask if the form is reviewed 
(not necessarily before filing).  Also, if the question would consider committees of the board an 
acceptable reviewing body, that would be helpful, too. 
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Form 990:  Part IV Statement of Revenue 
 
Form 990:  Part IV Column D – It would be helpful if the instructions gave examples of revenue 
excluded from tax under IRC Sections 512, 513, or 514.  Smaller taxpayers with little or no tax 
background or resources are not going to know what should be included in this column. 
 
 
Form 990:  Part IV Line 2a – On the form, this line is entitled “Medicare/Medicaid payments.”  But in 
the instructions, it says that all revenues received for medical services, including Medicare and 
Medicaid payments should be reported on this line.  Either the form or the instructions should be 
changed to be consistent with each other. 
  
Form 990:  Part IV Line 6 -- Income from Investment of Tax-Exempt Bond Proceeds 
Instructions: “Report on line 6 all investment income from unspent bond proceeds, 
reserves, escrows, and similar amounts.” 
 
Can you please clarify whether debt service funds and all other “gross proceeds” under the Regulations 
constitute “similar amounts” under the instructions. 
 
Form 990:  Part IV Line 12 – The old 990 instructions stated that sales of inventory items by 
Hospitals could be reported as program service revenue, instead of reporting them as gross sales of 
inventory.  It would be helpful if the IRS could clarify whether it wants Hospital sales of inventory to 
be reported in the program service revenue section as before, or whether such sales should now be 
reported on line 12a. 
 
Form 990:  Part V Statement of Functional Expense 
 
Form 990:  Part V Lines 5 and 6– Compensation for these 2 lines is to be reported based on the 
accounting method used by the organization, while Part II and Schedule J is to be reported based on a 
calendar year.  A fiscal year taxpayer would thus be required to gather compensation information twice:  
once for Part V based on its fiscal year, and once for Part II and Schedule J based on the calendar year.  
This double reporting would be very burdensome for a fiscal year taxpayer.  Our suggestion would be 
to eliminate Lines 5 and 6 from Part V, since the detailed compensation information in Part II and 
Schedule J will be of more interest to the general public.  If a primary goal of the IRS is to increase 
transparency, then it would be better to require the reporting of disqualified person compensation and 
benefits information in Part II and Schedule J, and eliminate line 6. 
 
Form 990:  Part VI Balance Sheet 
 
Form 990:  Part VI Lines 7 and 14 – Assuming a nonemployed physician does not meet the definition 
of a “disqualified person,” should a receivable related to a physician income guarantee be reported on 
line 7 or on line 14?  Clarification of this reporting issue would be helpful. 
 
Form 990:  Part VI Line 21 – Tax-Exempt Bond Liabilities - Complete Schedule K 
Instructions: “Enter the amount of tax-exempt bonds (or other obligations) issued by the organization 
on behalf of a state or local governmental unit, or by a state or local governmental unit on behalf of the 
organization, and for which the organization has a direct or indirect liability. Tax-exempt bonds include 
state or local bonds and any obligations, including direct borrowing from a lender, or certificates of 
participation, the interest on which is excluded from the income of the recipient for federal income tax 
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purposes under section 103.  The organization must also complete Schedule K, Supplemental 
Information on Tax-Exempt Bonds.” 
 
It would be helpful to have clarity around the treatment of legally defeased bonds which are no longer 
reported on the balance sheet of the organization.  It is not clear whether the response to Line 21 here in 
Part VI should exclude legally defeased bonds, or whether the answer to Line 21 in Part VI should be 
consistent with the answer to Line 6a in Part VII.  Each of these separate lines currently requires 
completion of Schedule K, which, for the sake of consistent responses, appears to require reporting of 
defeased bonds on Line 21 if they are also to be reported on 6a. 
 
Form 990:  Part VI Lines 25 and 26 – Should all notes payable to related parties be reported on line 
26, regardless of whether the debt is secured or unsecured?  Clarification of this reporting issue would 
be helpful. 
 
Form 990:  Part VII – Statements Regarding General Activities 
 
Form 990:  Part VII Line 6a  
 
Please clarify this area.  Reporting information on legally defeased bond issues will involve significant 
legal and accounting work to provide the necessary information, which we expect in most cases would 
be redundant.  The same information should be available for the outstanding bond issues, which 
refunded and defeased such bonds and which information would also be reported on Schedule K. 
 
Form 990:  Part VII Line 6b 
 
Can the IRS please provide more clarity around this Line and its instructions.  As written this question 
is very broad in scope.  The Code and related Regulations permit unspent proceeds to be invested 
following a temporary period in many circumstances, so long as yield restriction of investments is 
employed in compliance with the Regulations, or so long as yield reductions payments are made when 
permitted.  Yet, the question requires a “yes” or “no” response with no opportunity to state that amounts 
invested following the expiration of the temporary period have been made in compliance with the 
provisions of the Code and Regulations. The Code and Regulations recognize that there can be many 
legitimate reasons why a bond issue may have unspent proceeds beyond the end of a temporary period 
due to circumstances which arise following closing that were not foreseeable at the time the bond issue 
was delivered. 
 
Form 990:  Part VII Line 6c  
 
We believe it was an oversight that “current (fully paid not more than 90 days from closing) refunding 
escrows” were not specifically excluded in this question.  Can you please clarify? 
 
Form 990:  Part VII Line 6d  
 
Given the infrequent and almost unheard of issuance in recent years of healthcare debt under Revenue 
Ruling 63-20, can the IRS explain why you are asking this question? 
 
Form 990:  Part VII Line 8a – Per the instructions, line 8a should be answered “yes” if the 
organization conducted all or a substantial part of its exempt activities through or using a partnership, 
LLC, or corporation.  The instructions do not clearly define the term “substantial part.”  A more 
objective standard is needed to be able to answer the question. 
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Form 990:  Part VII Line 8b  
 
Comment: 
 
We recommend that the IRS consider some thresholds before a nonprofit is required to disclose joint 
ventures:  a minimum percentage of ownership by the nonprofit, a minimum value of the interest held 
by the nonprofit, a minimum amount of revenue generated by the joint venture, etc.   
 
Rationale: 
 
Our recommendation for a threshold stems from recognizing that the list from some corporations that 
operate many different hospitals could be so long as to be difficult to analyze meaningfully.  It is also 
worth noting that there are three places in three different forms that hospitals are required to provide 
information on joint ventures in the discussion drafts.  This redundancy goes against the goal of 
minimizing burden and increases the risk of error in form completion. 
 
Form 990:  Part VII Line 8c – This question must be answered “yes” if the organization holds an 
ownership interest in an entity if that entity is managed by a separate company that is controlled by 
taxable owners of such entity.  This question could be very difficult to answer.  A tax-exempt 
organization would not necessarily have access to information on the ownership of a joint venture’s 
management company.  We suggest this question be removed. 
 
Form 990 Part IX Statement of Program Service Accomplishments 
 
Form 990:  Part IX Line 3 – This section requires an activity code to be entered for the top three 
program service activities.  Currently, no list of activity codes has been provided in the instructions. 
 
Form 990:  Part IX Line 3(e) – Is the total direct revenue reported in column (A) supposed to tie to 
another section of the form, such as Part IV, Line 2g (total program service revenue)? 
 
COMMENTS RELATED TO SCHEDULE A 
 
Schedule A:  Part I Line 11f – Our experience has been that only recently issued determination letters 
specify a supporting organization’s type. Therefore many supporting organizations will be checking 
“No.” Will this raise any kind of red flag? 
 
Schedule A:  Part I Line 11i, column (iv) – According to the instructions, this question is answered 
“yes” if the supported organization is specifically named as a supported organization in the 
organization’s governing documents.  Many large health care systems have been organized with a 
Section 509(a)(3) parent organization.  Typically the governing documents of such an organization 
would not list each supported organization by name because it would require amending the articles 
every time the health system had an acquisition or divestiture.  Instead, the governing documents state 
that the parent organization supports its “controlled affiliates” or some other generic term.  In this 
situation, should the parent organization answer this question no?  Please clarify. 
 
Schedule A:  Part I Line 11i,  columns (v) and (vii) – It seems that these questions are more 
applicable to Type III, and not to Type I or Type II organizations.  For example, it is not clear how a 
Section 509(a)(3) parent organization of a large health care system would answer column (vii). 
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COMMENTS RELATED TO SCHEDULE B 
 
Schedule B:  Part I – Should government grants be included in Schedule B?  Please clarify in the 
instructions. 
 
COMMENTS RELATED TO SCHEDULE D
 
Schedule D:  Part IX – What is the difference between column (a), Donor Advised Funds, and column 
(b), Funds and Other accounts? Please provide additional clarification. 
 
Schedule D:  Part XIII – It is not clear which lines must be added together to get from line 4, BOY net 
assets down to line 9, EOY net assets.  It would seem more logical to start with BOY net assets, add net 
income (revenue minus expenses), plus other changes in net assets to arrive at EOY net assets.  We are 
confused how lines 5 through 7 would enter into this calculation. 
 
COMMENTS RELATED TO SCHEDULE F 
 
Comment: 
 
Many health systems that have captive or subsidiary insurance companies that are incorporated in a 
foreign country should not be required to prepare Schedule F because of this foreign domicile and 
absent any activities or programs of a charitable nature in a foreign jurisdiction or country.   
 
Rationale: 
 
Many hospitals have subsidiary or captive insurance companies that are incorporated in foreign 
jurisdictions.  We believe that the intent of Schedule F is to report charitable activities, operations and 
grants in foreign countries.  It should not apply to an entity domiciled in a foreign country that conducts 
its activities in the United States.  A hospital’s subsidiary insurance company should not be reported on 
Schedule F.   
 
COMMENTS RELATED TO SCHEDULE G
 
Schedule G:  Part I Line 1b – The instructions suggest that this table is required to be completed for 
agreements with fundraisers who were hired to conduct a particular fundraising project or event. Please 
clarify under what situations this table is required. 
 
The description on the face of Schedule G suggests that this table is required for any payments made for 
activities checked on Line 1a, which includes special events. If this table had to be completed for all 
agreements relating to all special events, there would be payments to caterers, entertainers, printers, etc. 
which would be excessively burdensome. If special events details are desired for Line 1b, then the 
scope should be narrowed, perhaps to the largest special event. 
 
Part III, Line 10a – Please define “nominal value” as it relates to non-cash items which may be given to 
workers. 
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COMMENTS RELATED TO SCHEDULE H 
 
General 
Relative to Schedule H of the revised form, Trinity Health is in agreement with all of the suggestions 
and attachments submitted by the CHA in their comment letter.  We have not repeated the CHA 
remarks in our comments at your request to refrain from simply repeating others comments.  
 
Schedule H:  Additional Community Benefit Questions to Capture the “Non-Quantifiable” 
Elements 
 
Trinity Health strongly believes that community benefit is much more than simply "numbers."  
Hospitals currently qualify as charitable organizations eligible for tax exemption if they engage in the 
“promotion of health” and provide community benefits, including the use of surplus funds to improve 
healthcare. By collecting and measuring the “community benefit” of a hospital with only numerical 
formulas (as the form is currently written) the much broader and infinitely more important mission of 
hospitals to promote the health of their communities is disregarded. 
 
In addition to countable activities, not-for-profit hospitals play a critical leadership and facilitating role 
in improving the health of their communities by: 


• Reinvesting surplus funds into the health of the community rather than distributing profits to 
shareholders 


• Leading community-wide efforts to identify needs and develop collaborative programs that 
may or may not incur direct hospital expense 


• Providing services that generate low or negative financial margins in response to community 
needs 


• Often serving as a sole provider in what would otherwise be underserved communities 
• Acting as a vehicle for attracting and effectively using donated funds on behalf of the 


community – and for attracting volunteers 
• Advocating for responsible public policies 
• Leading efforts to improve the quality, safety, and efficiency of healthcare for their patients and 


their communities 
 
As the form is currently drafted there is little room to describe or demonstrate the value of these other 
critical health promotion activities.  Because of that, we support two new Parts at the beginning of 
Schedule H (drafted by the CHA), which contain questions designed for hospitals to provide more 
complete information about themselves and the full scope of their community benefit activities.  The 
information that these new Parts request not only furthers the IRS goal of enhancing transparency, but 
also directly addresses the community benefit elements described in Rev. Rul. 69-545.    
  
Schedule H:  Provide Guidance to Discern Between Charity Care and Bad Debt (To Be Included 
in the Instructions) 
 
Comment: 
 
We urge the IRS to adopt the standards and use the language set forth in the Healthcare Financial 
Management Association’s (HFMA) Statement 15, which provides a thoughtful and useful way of 
addressing the issue of differentiating between charity care and bad debt.   HFMA Statement 15 
requires that the organization make every practical effort to make charity care eligibility determinations 
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before or at the time of service but recognizing that determinations can be made at any time during the 
revenue cycle and that there should be no rigid time limit for when determinations are made.   
 
Rationale: 
 
It is our belief that there have been issues surrounding the differentiation between charity care and bad 
debt for several years.  It is extremely difficult in many instances to determine whether a particular 
patient is eligible for charity care at the point of delivering care, and it is often the case our hospitals, 
despite their best efforts, cannot make that determination until some considerable period of time after 
the care has been provided.  This includes, in some cases, waiting until after collection efforts have 
commenced and the information then becomes available.   
 
Clarity from the IRS on this issue would certainly address the stated objective of “enhancing 
transparency to provide the IRS and the public with a realistic picture of the filing organization.”  If the 
IRS adopted HFMA Statement 15, it would specifically allow hospitals to report writeoffs for accounts 
for those patients that cannot afford to pay as charity care (even if the determination of their inability to 
pay was made later in the billing process).  This would provide a more realistic picture of the financial 
resources dedicated to serving the uninsured and underinsured by the filing organization. 
 
Schedule H:  Medicare Shortfalls and Bad Debt   
 
Trinity Health (in agreement with the CHA) supports the IRS's position that Medicare shortfalls and 
Bad Debt should not be included in the Community Benefit Report. 
 
Schedule H:  Part I Line 3 
 
Comment: 
 
In agreement with the CHA, Trinity Health recommends that the IRS add the following underlined 
words to Part 1, Line 3:  “unreimbursed costs of other means-tested government programs.” 
 
Schedule H:  Part 1 Line 4 
 
Comment: 
 
In agreement with the CHA, Trinity Health recommends that the term in Part 1, Line 4, “Total Charity 
Care,” be changed to “Benefits for Means-Tested Government and Charity Patients.” 
 
Schedule H: Part I Lines 9 and 10 
 
Comment: 
 
We strongly recommend that the IRS add a line titled, “Community Building Activities,” in between 
lines 9 and 10 of Part I of Schedule H. 
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Rationale: 
 
Consistent with the way that Trinity Health is currently using the CHA/VHA guidelines, the inclusion 
of the community building category in the community benefit report is fundamental to a well-defined 
understanding of community benefit for the following reasons: 
 


• Community building activities support the health of persons in communities by preventing 
disease and injury, clearly an important aspect of "promotion of health," the basis for hospital 
tax exemption. 


 
• Community building activities, like all community benefit programs, come about because of a 


community needs assessment and board approval.  
 


• Community building services would otherwise be the responsibility of government, therefore 
providing community building services relieves a government burden. 


 
• Community building activities help to distinguish not-for-profit tax-exempt hospitals.  


 
• Not allowing the inclusion of community building activities would provide a disincentive to 


hospitals, to the detriment of community health.  
 


• Community building activities are part of a comprehensive community benefit reporting system 
 


By adding a duplicative reporting requirement, the IRS would be going against one of its main 
goals of revising the Form 990 , which is to minimize the burden on filing organizations (see 
goals on page 1).  The category of community building is a fundamental part of the CHA reporting 
process used by over 1,000 hospitals, which the Internal Revenue Service has chosen to use for 
reporting community benefit. If one of eight categories in the reporting framework is excluded, the 
overall reporting system is disrupted. Organizations carrying out these programs will have to 
develop duplicative reporting systems.   
 


Schedule H: Part II – Billings and Collections  
 


Comment: 
 


Trinity Health recommends that Part II of Schedule H be deleted. 
 
Rationale: 
 
Trinity Health believes that Part II reflects a departure from the IRS application of Revenue Ruling 69-
545, which sets forth the community benefit standard.  This ruling does not mention billing and 
collection at all.  Neither the IRS nor Congress has ever stated that a hospital’s billing and collection 
and discount practices are a basis for tax-exemption.  However, Trinity Health believe that how we  
treat our patients in the billing and collection process reflects upon our commitment to respecting the 
dignity of the patient.  For this reason, we support the proposed CHA question about billing and 
collection practices which can be found in their comment letter. 
 
Beyond the legal argument against the collection of this information, there are many issues from a 
practical perspective.  Complying with the requirements of this section of the form would be incredibly 
burdensome, and would certainly undermine your stated guideline of minimizing burden on the filing 
organization.  Hospital billing operations are complicated by their very nature.  Hospitals do not retain 
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the data in the same discrete categories requested by the IRS.  For example, our hospitals classify 
patients as “self pay,” not “insured” and “uninsured” as the chart would require.  Sorting data to satisfy 
the chart’s requirements would be immensely burdensome. 
    
Schedule H:  Part III – Management Companies and Joint Ventures 
 
Comment: 
 
Trinity Health believes the questions on management companies and joint ventures should be moved to 
Schedule R and answered by all nonprofit organizations.   
 
We also recommend that IRS consider determining a threshold before a nonprofit is required to disclose 
joint ventures.  Without a threshold the information provided by a larger health system would be so 
voluminous it would difficult for the IRS to analyze it. 
 
A suggested threshold would be to use both a minimum percentage of ownership by the nonprofit and a 
minimum amount of revenue generated by the joint venture as a percentage of the organization’s total 
revenue.   
 
Rationale: 
 
Many nonprofits, not just hospitals, participate in joint ventures (schools, trade associations, museums, 
and low-income housing organizations to name a few).  We do not believe that hospitals should be 
singled out.  Moreover, to the extent that other nonprofits participate in joint ventures, we believe that 
in the interests of transparency and disclosure such nonprofits should also disclose their joint venture 
activities.   
 
The IRS should be aware that in some circumstances hospitals may not be able to disclose the 
ownership interest of other parties due to confidentiality provisions in the agreements with those 
parties.  Moreover, to the extent a hospital is a minority owner, it may not know the ownership interest 
of other parties.  For these reasons, the hospital should only be required to disclose its own interests.   
 
Our recommendation for a threshold stems from recognizing that the list from some corporations that 
operate many different hospitals could be so long as to be difficult to analyze meaningfully.  This two-
part threshold would identify ventures in which the organization has influence and has financial 
significance. It is also worth noting that there are three places in three different forms that hospitals are 
required to provide information on joint ventures in the discussion drafts.  This redundancy goes against 
the goal of minimizing burden and increases the risk of error in form completion. 
 
COMMENTS RELATED TO SCHEDULE J 
 
Schedule J:  Line 1 Columns B & C 
As written, it appears that nonqualified deferred compensation amounts are reported twice – once when 
earned and again when paid out.  This double-reporting makes it look like the person is receiving 
double the amount, when that is not the case.  Can this be adjusted? 
 
Schedule J:  Line 1 Column D  
 
Comment: 
We recommend that de minimis fringe benefits be specifically excluded from reporting in Schedule J. 
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Rationale: 
A de minimis fringe benefit by definition is so small as to make accounting for it administratively 
impracticable. 
 
Comment: 
We believe that nontaxable fringe benefits such as health insurance, dental insurance, etc., reported here 
should include only the employer-paid portion.  
 
Rationale: 
Many employers have a cafeteria plan where employees pay for a portion of these welfare benefits 
using pre-tax dollars.  We believe that nontaxable fringe benefits reported here should include only the 
employer-paid portion because that is the portion that is part of the compensation package.   
 
Schedule J:  Line 1 Column G  
 
Would a Section 457(b) plan be considered a supplemental nonqualified retirement plan for purposes of 
Column G?    
 
Schedule J:  Lines 4 and 5 
 
Comment: 
 
We recommend that the IRS provide some explanation and examples of when compensation is 
"determined in whole or in part on revenues" or "net revenues," respectively. Moreover, the term "net 
earnings" should be defined and there should be space to allow the filing organization to have an 
opportunity to explain its answers to lines 2-5. 
 
Rationale: 
 
There are many bonus arrangements that may use "revenues" or "net revenues" as a factor in 
determining a bonus amount.  For example, the revenues of a department of a business may be a factor 
in the bonus of a department chair.  
 
COMMENTS RELATED TO SCHEDULE K  
 
Schedule K:  Part I Column g – Please clarify what you are looking for in this column.  Most larger 
financings include borrowings for hundreds of assets across many difference hospitals.  Our hospitals 
would have significant difficulty obtaining the information to complete this section of the form. 
 
Schedule K:  Part I column h - This question would not be meaningful because for conduit borrowers 
the answer would be “no.” 
 
Schedule K:  Part II Line 3 – Please clearly define what is meant by "Principal amount Unspent."  
Would this include investment income? 
 
Schedule K:  Part II Line 4 through 8 - Please define what is meant by each of these lines.  
Instructions do not provide any guidance except for some additional information for line 7. 
 
Schedule K:  Part III  
This portion of the Schedule will require significant due diligence each year to fully and accurately 
answer each question.  The scale of work that will need to be done in order to complete the form is 
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similar to a private use audit for each individual bond issue of our organization.  The costs associated 
with such due diligence are likely to be significant and redundant for us, as an organization that already 
monitors its management contracts for compliance with the management contract and research 
guidelines safe harbors. 
 
Because use of bond financed property pursuant to a compliant contract under Rev. Proc. 97-13 or 97-
14 is not considered to be “private use” as specifically provided by the safe harbors of those Revenue 
Procedures, an organization typically will not compute a “percentage of use” allocable to its compliant 
contracts. Such a percentage would be meaningless in determining compliance with the applicable 
limitations on “private use” of bond financed property under the Code. Only if the contract fails to 
satisfy the safe harbor should such an analysis be necessary. In other words, only if the answer to 2b or 
3b is “no,” should a computation of the percentage of private use allocable to such contract be required. 
We anticipate considerable difficulty and expense will be required to comply with these requests in the 
form presently included on Schedule K.  We also expect that the data so derived will be irrelevant to 
any substantive assessment of the amount of true “private use” of the bond issue.  We ask that you 
would consider these issues as you finalize the forms. 
 
Schedule K:  Part IV last column - Need clarification on what "selected through formal process" 
means. 
 
COMMENTS RELATED TO SCHEDULE N 
 
Schedule N:  Part I lines 7a, b and c  
 
Comment: 
 
These questions in Schedule N should be modified to evidence the possibility that if the assets of the 
organization are transferred to another exempt 501(c)(3) organization in the same related trade or 
business, or to a state or local governmental entity, no defeasance of the bonds may be necessary. 
 
Rationale: 
 
This schedule, in Part I, lines 7a, b and c, requires certain information with respect to any organization 
that ceased its operations and where its remaining activities are for the purpose of dissolving, paying 
debts or distributing any remaining assets. The line items related to bonds ask whether the organization 
complied with defeasance requirements under the Code and state law, and if “yes,” how the 
organization defeased or settled those liabilities. These questions do not adequately account for the fact 
that if the assets of the organization are transferred to another exempt 501(c)(3) organization in the 
same related trade or business, or to a state or local governmental entity, no defeasance of the bonds 
may be necessary,  
 
Minor Comments (Typographical in nature) 
 
Form 990:  Part IV 
 
Column C – The “Tip” in the instructions states that if the organization enters an amount in column (A) 
for lines 2 and 13, it must also enter a business code for each line from the Codes for Unrelated 
Business Activity.  We think this statement should apply to amounts reported in column (C), the 
unrelated business revenue column, and not column (A), which is the total revenue column. 
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Line 2 – The “Caution” in the instructions states that for each amount entered in lines 2a through 2g, 
the organization must also enter a corresponding business code from the Codes for Unrelated Business 
Activity.  Again, we think that the business code should only be reported for those items appearing in 
column (C), and not for any amounts reported in the other columns. 
 
Line 11a – The first example in the instructions refers to a fundraising dinner where an organization 
received $1,000 in gross receipts for goods valued at $400.  The example goes on to state that the $400 
should be reported as gaming revenue on line 11a.  We think that the $400 should be referred to as 
“fundraising” revenue and not “gaming” revenue. 
 
Line 11a – The second example in the instructions states that the entire amount received for the dinner 
should be reported as a contribution on line 1c and within the parenthesis on line 9a.  We think the 
instructions should be changed to refer to line “11a” and not line “9a.” 
 
Line 13 - The “Caution” in the instructions states that for each amount entered in lines 13a through 13c, 
the organization must also enter a corresponding business code from the Codes for Unrelated Business 
Activity.  Again, we think that the business code should only be reported for those items appearing in 
column (C), and not for any amounts reported in the other columns. 
 
Line 14 – The form and instructions do not refer to the correct line items that should be added together 
to derive total revenue.  The correct line items are 1h, 2g, 3-8, 9d, 10d, 11c, 12c, and 13e. 
 
Form 990:  Part VI 
 
Line 14 – The instructions refer to the wrong section of Schedule D.  The amount reported should be 
from Part IV, column (b) of Schedule D, and not Part VI. 
 
Schedule A 
 
The Overview of Schedule A indicates that Parts II and III no longer need to be prepared using the cash 
method of accounting.  However, on the Schedule A form, the top of Part III still says “Use the cash 
method of accounting.” 
 
Schedule D 
 
Parts I, III, and IV, Column (c) – It appears that there are only two acceptable responses here. If this 
column were turned into a choice of two checkboxes, it would allow column (a) to be widened to 
accommodate a larger description. 
 
Schedule I 
 
Part I, Question 2a - This wording is confusing because the word organization is used multiple times 
referring to both the reporting organization and the donee organization.  We suggest using the terms 
“reporting (donor) organization” and “recipient (donee) organization” in Question 2. 
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CONCLUSION 
 
We have provided all of the comments above with the desire to help the IRS meet its goals to enhance 
transparency, promote compliance and minimize burden.  We understand that this is difficult to achieve 
those often conflicting goals.  We applaud the IRS utilization of the CHA/VHA community benefit 
framework, which will increase transparency and consistency in charity care and community benefit 
reporting.  We think that our comments will help to improve the Form 990 and assist the IRS in meeting 
its goals. 
 
Sincerely,  
 
Daniel J. Hale 
Executive Vice President,  
Community Benefit Ministry and Public Affairs 
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Novi, Michigan 

September 14, 2007  

Mr. Ron Schultz 
Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, DC 20224 

Dear Mr. Schultz:  

27870 Cabot Drive 
Novi, MI 48377-2920 
ph 248.489.5004 
34605 Twelve Mile Road               
Farmington Hills, MI  48331-3221 
ph 	 248.489.6000 

www.trinity-health.org 

On behalf of our 31 acute care hospitals operating in Maryland, Ohio, Michigan, Iowa, Indiana, Idaho, 
Nebraska, and California, Trinity Health appreciates the opportunity to submit comments on the 
revisions to the Form 990 and its revised and new Schedules.  Our hospitals, along with other nonprofit 
hospitals, have been promoting the health of our communities for well over 100 years, in part by 
providing charity care and community benefit. 

We appreciate the work that the IRS has put into the new form and schedules and its openness to 
comments from the hospital community.  Several of us at Trinity Health advanced our understanding of 
the revised forms by participating in association-led calls, which included IRS representatives.  We 
wish to express our gratitude to the IRS for making the effort to engage in those direct discussions with 
tax-exempt organizations.  

General Remarks 

Trinity Health applauds the utilization of the CHA/VHA community benefit framework which will 
increase transparency and consistency in charity care and community benefit reporting, and which a 
growing number of hospitals have adopted on a voluntary basis.  We were part of the group that worked 
to refine this methodology and have been actively advocating along with CHA for expanded use of the 
approach for several years. 

As we developed our comments for the IRS, we kept the guiding principles of the Form 990 redesign  
project in mind.  We understand those guiding principles to be: 
• 	 Enhancing transparency to provide the IRS and its stakeholders with a realistic picture of the 

filing organization; 
• 	 Promoting compliance by accurately reflecting the filing organization’s operations, so the IRS 

may efficiently assess the risk of noncompliance; and  
• 	 Minimizing the burden on filing organizations. 

Our comments are offered in the spirit of creating the appropriate balance of these competing 
guidelines, so that tax-exempt hospitals can continue to focus on their essential purpose of caring for 
their communities. 
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Transitional Relief Requested 

Comment: 

Trinity Health recommends that the IRS extend the implementation period for the redesigned Form 990 
(in particular Schedules H and K) to the tax year following the year the 990 Form and related 
instructions are finalized. 

In addition, specific to Schedule K, we request that the IRS consider the following: 

• 	 Require Schedule K for prospective bond issues only 
• 	 Exclude legally defeased bonds that are not outstanding on the financial statements from 

Schedule K 

Rationale: 

If the Redesigned 990 Form and related instructions are finalized in 2008, the new Form 990 should 
apply to tax years beginning in 2009 (returns filed in 2010).  It would take time to change accounting 
systems and procedures to comply with the new Form 990.  To require a change mid-year to restructure 
existing accounting systems would place an undue burden on organizations.  A more efficient and 
effective approach would be to provide a longer transition period so that the systems could be in place 
on the first day of the tax year in which the new 990 applies. 

Pertaining to the reporting on tax-exempt bonds, we understand how the expansion in the reporting in 
this area certainly helps the IRS meet its goals to “enhance transparency” and “promote compliance.” 
However, it does so by sacrificing the IRS goal to “minimize the burden on filing organizations.”  In the 
tax-exempt bond reporting sections there are redundancies in the way questions are asked and 
disclosures are required.  The necessary recordkeeping is far beyond what has been required 
historically.  For example, in completing Part III of Schedule K the level of due diligence each year that 
would be necessary to fully and accurately answer these questions would nearly require a self-audit of 
private use for each individual bond issue. 

As a mission driven organization concerned with being good stewards of our resources, it pains us to 
estimate the amount of additional resources that will be necessary to complete Schedule K.  We would 
ask to you please reconsider the balance that you strike between enhancing transparency, promoting 
compliance and minimizing burden as you finalize the portions of the form related to tax-exempt bonds. 

COMMENTS RELATED TO CORE FORM 990 

Form 990:  Part I Summary 

Form 990:  Part I Line 1 – This line, “Briefly describe the organization’s mission,” gives the hospital 
an opportunity to talk about the great work that it is doing in the community or communities that it 
serves. Similar to the suggested changes in Schedule H, we would like to see the opportunity to create 
a link to our web page on this line. 

We appreciate that the IRS recognizes the importance of describing the mission on the page that is also 
going to contain the “snapshot” or “scorecard” of questions about governance, compensation, revenues, 
expenses, and the balance sheet. The summary will become a focal point of reference for external 
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audiences and we would appreciate it if the IRS would consider adding some of the community benefit 
measurements to this summary as well. 

Form 990:  Part I Line 8b – The ratio of program service officer/director/key employee compensation 
to total program service expenses would be too arbitrary.  A more meaningful ratio would be total 
officer/director/key employee compensation divided by total expenses. In comparing organizations to 
each other, there could be large variations in how much officer compensation is allocated to the 
program service column vs. the management and general column in Part V. 

Form 990: Part III Statements Regarding Governance, Management and Financial Reporting 

Form 990: Part III Line 8 – For a multi-entity health care system that issues consolidated financial 
statements, should the “audit” box be checked for a subsidiary that is included in the consolidated 
financial statements? Or should the “audit” box be checked only if separate audited financial 
statements are issued for that particular subsidiary? 

Form 990: Part III Line 9 

Comment: 

Line 9 asks whether the organization has an audit committee.  We believe this question should be 
revised as follows: “Does the organization have an audit committee (or other committee such as 
finance, investment, executive or the entire board acting as a committee of the whole) that oversees the 
audit function?”   

Can you please clarify how this question be answered for a subsidiary in a multi-entity health care 
system that issues consolidated financial statements?  Should we answer “yes” only if the reporting 
organization itself has an audit committee? 

Rationale: 

With smaller hospitals especially, many functions (finance, investment and audit) are combined into 
one committee, sometimes the executive committee.  The name of the committee is not important, but 
what people reading the 990 presumably want to know is whether the board, or a committee thereof, 
rather than employed officers, oversees the audit function and the work of the auditor. 

Form 990: Part III Line 10 

Comment: 

Line 10 asks whether the governing body reviewed the form 990 before it was filed.  Trinity Health 
would ask you to consider removing this question.  Also, the governing body description is not 
adequately defined. 

Rationale: 

There is no tax code requirement for board review for 501(c)(3) organizations or taxable organizations 
Since the filing is already subject to a penalty of perjury, isn’t that enough?  If the IRS keeps the 
question, it would be very helpful if the question could be more flexible and ask if the form is reviewed 
(not necessarily before filing).  Also, if the question would consider committees of the board an 
acceptable reviewing body, that would be helpful, too. 
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Form 990:  Part IV Statement of Revenue 

Form 990:  Part IV Column D – It would be helpful if the instructions gave examples of revenue 
excluded from tax under IRC Sections 512, 513, or 514.  Smaller taxpayers with little or no tax 
background or resources are not going to know what should be included in this column. 

Form 990:  Part IV Line 2a – On the form, this line is entitled “Medicare/Medicaid payments.”  But in 
the instructions, it says that all revenues received for medical services, including Medicare and 
Medicaid payments should be reported on this line.  Either the form or the instructions should be 
changed to be consistent with each other. 

Form 990:  Part IV Line 6 -- Income from Investment of Tax-Exempt Bond Proceeds 
Instructions: “Report on line 6 all investment income from unspent bond proceeds, 
reserves, escrows, and similar amounts.” 

Can you please clarify whether debt service funds and all other “gross proceeds” under the Regulations 
constitute “similar amounts” under the instructions. 

Form 990:  Part IV Line 12 – The old 990 instructions stated that sales of inventory items by 
Hospitals could be reported as program service revenue, instead of reporting them as gross sales of 
inventory.  It would be helpful if the IRS could clarify whether it wants Hospital sales of inventory to 
be reported in the program service revenue section as before, or whether such sales should now be 
reported on line 12a. 

Form 990: Part V Statement of Functional Expense 

Form 990:  Part V Lines 5 and 6– Compensation for these 2 lines is to be reported based on the 
accounting method used by the organization, while Part II and Schedule J is to be reported based on a 
calendar year.  A fiscal year taxpayer would thus be required to gather compensation information twice:  
once for Part V based on its fiscal year, and once for Part II and Schedule J based on the calendar year.  
This double reporting would be very burdensome for a fiscal year taxpayer.  Our suggestion would be 
to eliminate Lines 5 and 6 from Part V, since the detailed compensation information in Part II and 
Schedule J will be of more interest to the general public.  If a primary goal of the IRS is to increase 
transparency, then it would be better to require the reporting of disqualified person compensation and 
benefits information in Part II and Schedule J, and eliminate line 6. 

Form 990:  Part VI Balance Sheet 

Form 990:  Part VI Lines 7 and 14 – Assuming a nonemployed physician does not meet the definition 
of a “disqualified person,” should a receivable related to a physician income guarantee be reported on 
line 7 or on line 14?  Clarification of this reporting issue would be helpful. 

Form 990:  Part VI Line 21 – Tax-Exempt Bond Liabilities - Complete Schedule K 
Instructions: “Enter the amount of tax-exempt bonds (or other obligations) issued by the organization 
on behalf of a state or local governmental unit, or by a state or local governmental unit on behalf of the 
organization, and for which the organization has a direct or indirect liability. Tax-exempt bonds include 
state or local bonds and any obligations, including direct borrowing from a lender, or certificates of 
participation, the interest on which is excluded from the income of the recipient for federal income tax 
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purposes under section 103. The organization must also complete Schedule K, Supplemental 
Information on Tax-Exempt Bonds.” 

It would be helpful to have clarity around the treatment of legally defeased bonds which are no longer 
reported on the balance sheet of the organization.  It is not clear whether the response to Line 21 here in 
Part VI should exclude legally defeased bonds, or whether the answer to Line 21 in Part VI should be 
consistent with the answer to Line 6a in Part VII.  Each of these separate lines currently requires 
completion of Schedule K, which, for the sake of consistent responses, appears to require reporting of 
defeased bonds on Line 21 if they are also to be reported on 6a. 

Form 990:  Part VI Lines 25 and 26 – Should all notes payable to related parties be reported on line 
26, regardless of whether the debt is secured or unsecured?  Clarification of this reporting issue would 
be helpful. 

Form 990:  Part VII – Statements Regarding General Activities 

Form 990:  Part VII Line 6a 

Please clarify this area.  Reporting information on legally defeased bond issues will involve significant 
legal and accounting work to provide the necessary information, which we expect in most cases would 
be redundant.  The same information should be available for the outstanding bond issues, which 
refunded and defeased such bonds and which information would also be reported on Schedule K. 

Form 990:  Part VII Line 6b 

Can the IRS please provide more clarity around this Line and its instructions.  As written this question 
is very broad in scope.  The Code and related Regulations permit unspent proceeds to be invested 
following a temporary period in many circumstances, so long as yield restriction of investments is 
employed in compliance with the Regulations, or so long as yield reductions payments are made when 
permitted.  Yet, the question requires a “yes” or “no” response with no opportunity to state that amounts 
invested following the expiration of the temporary period have been made in compliance with the 
provisions of the Code and Regulations. The Code and Regulations recognize that there can be many 
legitimate reasons why a bond issue may have unspent proceeds beyond the end of a temporary period 
due to circumstances which arise following closing that were not foreseeable at the time the bond issue 
was delivered. 

Form 990:  Part VII Line 6c 

We believe it was an oversight that “current (fully paid not more than 90 days from closing) refunding 
escrows” were not specifically excluded in this question.  Can you please clarify? 

Form 990:  Part VII Line 6d 

Given the infrequent and almost unheard of issuance in recent years of healthcare debt under Revenue 
Ruling 63-20, can the IRS explain why you are asking this question? 

Form 990:  Part VII Line 8a – Per the instructions, line 8a should be answered “yes” if the 
organization conducted all or a substantial part of its exempt activities through or using a partnership, 
LLC, or corporation.  The instructions do not clearly define the term “substantial part.”  A more 
objective standard is needed to be able to answer the question. 
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Form 990:  Part VII Line 8b 

Comment: 

We recommend that the IRS consider some thresholds before a nonprofit is required to disclose joint 
ventures: a minimum percentage of ownership by the nonprofit, a minimum value of the interest held 
by the nonprofit, a minimum amount of revenue generated by the joint venture, etc.   

Rationale: 

Our recommendation for a threshold stems from recognizing that the list from some corporations that 
operate many different hospitals could be so long as to be difficult to analyze meaningfully.  It is also 
worth noting that there are three places in three different forms that hospitals are required to provide 
information on joint ventures in the discussion drafts.  This redundancy goes against the goal of 
minimizing burden and increases the risk of error in form completion. 

Form 990:  Part VII Line 8c – This question must be answered “yes” if the organization holds an 
ownership interest in an entity if that entity is managed by a separate company that is controlled by 
taxable owners of such entity. This question could be very difficult to answer.  A tax-exempt 
organization would not necessarily have access to information on the ownership of a joint venture’s 
management company.  We suggest this question be removed. 

Form 990 Part IX Statement of Program Service Accomplishments 

Form 990:  Part IX Line 3 – This section requires an activity code to be entered for the top three 
program service activities.  Currently, no list of activity codes has been provided in the instructions. 

Form 990:  Part IX Line 3(e) – Is the total direct revenue reported in column (A) supposed to tie to 
another section of the form, such as Part IV, Line 2g (total program service revenue)? 

COMMENTS RELATED TO SCHEDULE A 

Schedule A: Part I Line 11f – Our experience has been that only recently issued determination letters 
specify a supporting organization’s type. Therefore many supporting organizations will be checking 
“No.” Will this raise any kind of red flag? 

Schedule A:  Part I Line 11i, column (iv) – According to the instructions, this question is answered 
“yes” if the supported organization is specifically named as a supported organization in the 
organization’s governing documents.  Many large health care systems have been organized with a 
Section 509(a)(3) parent organization.  Typically the governing documents of such an organization 
would not list each supported organization by name because it would require amending the articles 
every time the health system had an acquisition or divestiture.  Instead, the governing documents state 
that the parent organization supports its “controlled affiliates” or some other generic term.  In this 
situation, should the parent organization answer this question no? Please clarify. 

Schedule A: Part I Line 11i, columns (v) and (vii) – It seems that these questions are more 
applicable to Type III, and not to Type I or Type II organizations.  For example, it is not clear how a 
Section 509(a)(3) parent organization of a large health care system would answer column (vii). 
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COMMENTS RELATED TO SCHEDULE B 

Schedule B: Part I – Should government grants be included in Schedule B?  Please clarify in the 
instructions. 

COMMENTS RELATED TO SCHEDULE D 

Schedule D: Part IX – What is the difference between column (a), Donor Advised Funds, and column 
(b), Funds and Other accounts? Please provide additional clarification. 

Schedule D: Part XIII – It is not clear which lines must be added together to get from line 4, BOY net 
assets down to line 9, EOY net assets.  It would seem more logical to start with BOY net assets, add net 
income (revenue minus expenses), plus other changes in net assets to arrive at EOY net assets.  We are 
confused how lines 5 through 7 would enter into this calculation. 

COMMENTS RELATED TO SCHEDULE F 

Comment: 

Many health systems that have captive or subsidiary insurance companies that are incorporated in a 
foreign country should not be required to prepare Schedule F because of this foreign domicile and 
absent any activities or programs of a charitable nature in a foreign jurisdiction or country. 

Rationale: 

Many hospitals have subsidiary or captive insurance companies that are incorporated in foreign 
jurisdictions.  We believe that the intent of Schedule F is to report charitable activities, operations and 
grants in foreign countries.  It should not apply to an entity domiciled in a foreign country that conducts 
its activities in the United States.  A hospital’s subsidiary insurance company should not be reported on 
Schedule F. 

COMMENTS RELATED TO SCHEDULE G 

Schedule G: Part I Line 1b – The instructions suggest that this table is required to be completed for 
agreements with fundraisers who were hired to conduct a particular fundraising project or event. Please 
clarify under what situations this table is required. 

The description on the face of Schedule G suggests that this table is required for any payments made for 
activities checked on Line 1a, which includes special events. If this table had to be completed for all 
agreements relating to all special events, there would be payments to caterers, entertainers, printers, etc. 
which would be excessively burdensome. If special events details are desired for Line 1b, then the 
scope should be narrowed, perhaps to the largest special event. 

Part III, Line 10a – Please define “nominal value” as it relates to non-cash items which may be given to 
workers. 
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COMMENTS RELATED TO SCHEDULE H 

General 
Relative to Schedule H of the revised form, Trinity Health is in agreement with all of the suggestions 
and attachments submitted by the CHA in their comment letter.  We have not repeated the CHA 
remarks in our comments at your request to refrain from simply repeating others comments. 

Schedule H:  Additional Community Benefit Questions to Capture the “Non-Quantifiable” 
Elements 

Trinity Health strongly believes that community benefit is much more than simply "numbers."  
Hospitals currently qualify as charitable organizations eligible for tax exemption if they engage in the 
“promotion of health” and provide community benefits, including the use of surplus funds to improve 
healthcare. By collecting and measuring the “community benefit” of a hospital with only numerical 
formulas (as the form is currently written) the much broader and infinitely more important mission of 
hospitals to promote the health of their communities is disregarded. 

In addition to countable activities, not-for-profit hospitals play a critical leadership and facilitating role 
in improving the health of their communities by: 
• 	 Reinvesting surplus funds into the health of the community rather than distributing profits to 

shareholders 
• 	 Leading community-wide efforts to identify needs and develop collaborative programs that 

may or may not incur direct hospital expense 
• 	 Providing services that generate low or negative financial margins in response to community 

needs 
• 	 Often serving as a sole provider in what would otherwise be underserved communities 
• 	 Acting as a vehicle for attracting and effectively using donated funds on behalf of the 


community – and for attracting volunteers 

• 	 Advocating for responsible public policies 
• 	 Leading efforts to improve the quality, safety, and efficiency of healthcare for their patients and 

their communities 

As the form is currently drafted there is little room to describe or demonstrate the value of these other 
critical health promotion activities.  Because of that, we support two new Parts at the beginning of 
Schedule H (drafted by the CHA), which contain questions designed for hospitals to provide more 
complete information about themselves and the full scope of their community benefit activities.  The 
information that these new Parts request not only furthers the IRS goal of enhancing transparency, but 
also directly addresses the community benefit elements described in Rev. Rul. 69-545.    

Schedule H:  Provide Guidance to Discern Between Charity Care and Bad Debt (To Be Included 
in the Instructions) 

Comment: 

We urge the IRS to adopt the standards and use the language set forth in the Healthcare Financial 
Management Association’s (HFMA) Statement 15, which provides a thoughtful and useful way of 
addressing the issue of differentiating between charity care and bad debt.  HFMA Statement 15 
requires that the organization make every practical effort to make charity care eligibility determinations 
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before or at the time of service but recognizing that determinations can be made at any time during the 
revenue cycle and that there should be no rigid time limit for when determinations are made.   

Rationale: 

It is our belief that there have been issues surrounding the differentiation between charity care and bad 
debt for several years.  It is extremely difficult in many instances to determine whether a particular 
patient is eligible for charity care at the point of delivering care, and it is often the case our hospitals, 
despite their best efforts, cannot make that determination until some considerable period of time after 
the care has been provided.  This includes, in some cases, waiting until after collection efforts have 
commenced and the information then becomes available.   

Clarity from the IRS on this issue would certainly address the stated objective of “enhancing 
transparency to provide the IRS and the public with a realistic picture of the filing organization.”  If the 
IRS adopted HFMA Statement 15, it would specifically allow hospitals to report writeoffs for accounts 
for those patients that cannot afford to pay as charity care (even if the determination of their inability to 
pay was made later in the billing process).  This would provide a more realistic picture of the financial 
resources dedicated to serving the uninsured and underinsured by the filing organization. 

Schedule H: Medicare Shortfalls and Bad Debt   

Trinity Health (in agreement with the CHA) supports the IRS's position that Medicare shortfalls and 
Bad Debt should not be included in the Community Benefit Report. 

Schedule H: Part I Line 3 

Comment: 

In agreement with the CHA, Trinity Health recommends that the IRS add the following underlined 
words to Part 1, Line 3:  “unreimbursed costs of other means-tested government programs.” 

Schedule H: Part 1 Line 4 

Comment: 

In agreement with the CHA, Trinity Health recommends that the term in Part 1, Line 4, “Total Charity 
Care,” be changed to “Benefits for Means-Tested Government and Charity Patients.” 

Schedule H: Part I Lines 9 and 10 

Comment: 

We strongly recommend that the IRS add a line titled, “Community Building Activities,” in between 
lines 9 and 10 of Part I of Schedule H. 
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Rationale: 

Consistent with the way that Trinity Health is currently using the CHA/VHA guidelines, the inclusion 
of the community building category in the community benefit report is fundamental to a well-defined 
understanding of community benefit for the following reasons: 

• 	 Community building activities support the health of persons in communities by preventing 
disease and injury, clearly an important aspect of "promotion of health," the basis for hospital 
tax exemption. 

• 	 Community building activities, like all community benefit programs, come about because of a 
community needs assessment and board approval.  

• 	 Community building services would otherwise be the responsibility of government, therefore 
providing community building services relieves a government burden. 

• 	 Community building activities help to distinguish not-for-profit tax-exempt hospitals.  

• 	 Not allowing the inclusion of community building activities would provide a disincentive to 
hospitals, to the detriment of community health.  

• 	 Community building activities are part of a comprehensive community benefit reporting system 

By adding a duplicative reporting requirement, the IRS would be going against one of its main 
goals of revising the Form 990 , which is to minimize the burden on filing organizations (see 
goals on page 1).  The category of community building is a fundamental part of the CHA reporting 
process used by over 1,000 hospitals, which the Internal Revenue Service has chosen to use for 
reporting community benefit. If one of eight categories in the reporting framework is excluded, the 
overall reporting system is disrupted. Organizations carrying out these programs will have to 
develop duplicative reporting systems.   

Schedule H: Part II – Billings and Collections  

Comment: 

Trinity Health recommends that Part II of Schedule H be deleted. 

Rationale: 

Trinity Health believes that Part II reflects a departure from the IRS application of Revenue Ruling 69-
545, which sets forth the community benefit standard.  This ruling does not mention billing and 
collection at all. Neither the IRS nor Congress has ever stated that a hospital’s billing and collection 
and discount practices are a basis for tax-exemption. However, Trinity Health believe that how we  
treat our patients in the billing and collection process reflects upon our commitment to respecting the 
dignity of the patient.  For this reason, we support the proposed CHA question about billing and 
collection practices which can be found in their comment letter. 

Beyond the legal argument against the collection of this information, there are many issues from a 
practical perspective.  Complying with the requirements of this section of the form would be incredibly 
burdensome, and would certainly undermine your stated guideline of minimizing burden on the filing 
organization.  Hospital billing operations are complicated by their very nature. Hospitals do not retain 
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the data in the same discrete categories requested by the IRS.  For example, our hospitals classify 
patients as “self pay,” not “insured” and “uninsured” as the chart would require.  Sorting data to satisfy 
the chart’s requirements would be immensely burdensome. 

Schedule H: Part III – Management Companies and Joint Ventures 

Comment: 

Trinity Health believes the questions on management companies and joint ventures should be moved to 
Schedule R and answered by all nonprofit organizations.   

We also recommend that IRS consider determining a threshold before a nonprofit is required to disclose 
joint ventures.  Without a threshold the information provided by a larger health system would be so 
voluminous it would difficult for the IRS to analyze it. 

A suggested threshold would be to use both a minimum percentage of ownership by the nonprofit and a 
minimum amount of revenue generated by the joint venture as a percentage of the organization’s total 
revenue. 

Rationale: 

Many nonprofits, not just hospitals, participate in joint ventures (schools, trade associations, museums, 
and low-income housing organizations to name a few).  We do not believe that hospitals should be 
singled out.  Moreover, to the extent that other nonprofits participate in joint ventures, we believe that 
in the interests of transparency and disclosure such nonprofits should also disclose their joint venture 
activities. 

The IRS should be aware that in some circumstances hospitals may not be able to disclose the 
ownership interest of other parties due to confidentiality provisions in the agreements with those 
parties. Moreover, to the extent a hospital is a minority owner, it may not know the ownership interest 
of other parties.  For these reasons, the hospital should only be required to disclose its own interests.   

Our recommendation for a threshold stems from recognizing that the list from some corporations that 
operate many different hospitals could be so long as to be difficult to analyze meaningfully.  This two-
part threshold would identify ventures in which the organization has influence and has financial 
significance. It is also worth noting that there are three places in three different forms that hospitals are 
required to provide information on joint ventures in the discussion drafts.  This redundancy goes against 
the goal of minimizing burden and increases the risk of error in form completion. 

COMMENTS RELATED TO SCHEDULE J 

Schedule J: Line 1 Columns B & C 
As written, it appears that nonqualified deferred compensation amounts are reported twice – once when 
earned and again when paid out. This double-reporting makes it look like the person is receiving 
double the amount, when that is not the case.  Can this be adjusted? 

Schedule J: Line 1 Column D 

Comment: 
We recommend that de minimis fringe benefits be specifically excluded from reporting in Schedule J. 
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Rationale: 
A de minimis fringe benefit by definition is so small as to make accounting for it administratively 
impracticable. 

Comment: 
We believe that nontaxable fringe benefits such as health insurance, dental insurance, etc., reported here 
should include only the employer-paid portion. 

Rationale: 
Many employers have a cafeteria plan where employees pay for a portion of these welfare benefits 
using pre-tax dollars.  We believe that nontaxable fringe benefits reported here should include only the 
employer-paid portion because that is the portion that is part of the compensation package.   

Schedule J: Line 1 Column G 

Would a Section 457(b) plan be considered a supplemental nonqualified retirement plan for purposes of 
Column G?    

Schedule J: Lines 4 and 5 

Comment: 

We recommend that the IRS provide some explanation and examples of when compensation is 
"determined in whole or in part on revenues" or "net revenues," respectively. Moreover, the term "net 
earnings" should be defined and there should be space to allow the filing organization to have an 
opportunity to explain its answers to lines 2-5. 

Rationale: 

There are many bonus arrangements that may use "revenues" or "net revenues" as a factor in 
determining a bonus amount.  For example, the revenues of a department of a business may be a factor 
in the bonus of a department chair.  

COMMENTS RELATED TO SCHEDULE K 

Schedule K: Part I Column g – Please clarify what you are looking for in this column.  Most larger 
financings include borrowings for hundreds of assets across many difference hospitals.  Our hospitals 
would have significant difficulty obtaining the information to complete this section of the form. 

Schedule K: Part I column h - This question would not be meaningful because for conduit borrowers 
the answer would be “no.” 

Schedule K: Part II Line 3 – Please clearly define what is meant by "Principal amount Unspent."  
Would this include investment income? 

Schedule K:  Part II Line 4 through 8 - Please define what is meant by each of these lines.  
Instructions do not provide any guidance except for some additional information for line 7. 

Schedule K: Part III 
This portion of the Schedule will require significant due diligence each year to fully and accurately 
answer each question.  The scale of work that will need to be done in order to complete the form is 
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similar to a private use audit for each individual bond issue of our organization.  The costs associated 
with such due diligence are likely to be significant and redundant for us, as an organization that already 
monitors its management contracts for compliance with the management contract and research 
guidelines safe harbors. 

Because use of bond financed property pursuant to a compliant contract under Rev. Proc. 97-13 or 97-
14 is not considered to be “private use” as specifically provided by the safe harbors of those Revenue 
Procedures, an organization typically will not compute a “percentage of use” allocable to its compliant 
contracts. Such a percentage would be meaningless in determining compliance with the applicable 
limitations on “private use” of bond financed property under the Code. Only if the contract fails to 
satisfy the safe harbor should such an analysis be necessary. In other words, only if the answer to 2b or 
3b is “no,” should a computation of the percentage of private use allocable to such contract be required. 
We anticipate considerable difficulty and expense will be required to comply with these requests in the 
form presently included on Schedule K.  We also expect that the data so derived will be irrelevant to 
any substantive assessment of the amount of true “private use” of the bond issue.  We ask that you 
would consider these issues as you finalize the forms. 

Schedule K:  Part IV last column - Need clarification on what "selected through formal process" 
means. 

COMMENTS RELATED TO SCHEDULE N 

Schedule N: Part I lines 7a, b and c 

Comment: 

These questions in Schedule N should be modified to evidence the possibility that if the assets of the 
organization are transferred to another exempt 501(c)(3) organization in the same related trade or 
business, or to a state or local governmental entity, no defeasance of the bonds may be necessary. 

Rationale: 

This schedule, in Part I, lines 7a, b and c, requires certain information with respect to any organization 
that ceased its operations and where its remaining activities are for the purpose of dissolving, paying 
debts or distributing any remaining assets. The line items related to bonds ask whether the organization 
complied with defeasance requirements under the Code and state law, and if “yes,” how the 
organization defeased or settled those liabilities. These questions do not adequately account for the fact 
that if the assets of the organization are transferred to another exempt 501(c)(3) organization in the 
same related trade or business, or to a state or local governmental entity, no defeasance of the bonds 
may be necessary, 

Minor Comments (Typographical in nature) 

Form 990:  Part IV 

Column C – The “Tip” in the instructions states that if the organization enters an amount in column (A) 
for lines 2 and 13, it must also enter a business code for each line from the Codes for Unrelated 
Business Activity.  We think this statement should apply to amounts reported in column (C), the 
unrelated business revenue column, and not column (A), which is the total revenue column. 
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Line 2 – The “Caution” in the instructions states that for each amount entered in lines 2a through 2g, 
the organization must also enter a corresponding business code from the Codes for Unrelated Business 
Activity.  Again, we think that the business code should only be reported for those items appearing in 
column (C), and not for any amounts reported in the other columns. 

Line 11a – The first example in the instructions refers to a fundraising dinner where an organization 
received $1,000 in gross receipts for goods valued at $400.  The example goes on to state that the $400 
should be reported as gaming revenue on line 11a. We think that the $400 should be referred to as 
“fundraising” revenue and not “gaming” revenue. 

Line 11a – The second example in the instructions states that the entire amount received for the dinner 
should be reported as a contribution on line 1c and within the parenthesis on line 9a.  We think the 
instructions should be changed to refer to line “11a” and not line “9a.” 

Line 13 - The “Caution” in the instructions states that for each amount entered in lines 13a through 13c, 
the organization must also enter a corresponding business code from the Codes for Unrelated Business 
Activity.  Again, we think that the business code should only be reported for those items appearing in 
column (C), and not for any amounts reported in the other columns. 

Line 14 – The form and instructions do not refer to the correct line items that should be added together 
to derive total revenue.  The correct line items are 1h, 2g, 3-8, 9d, 10d, 11c, 12c, and 13e. 

Form 990:  Part VI 

Line 14 – The instructions refer to the wrong section of Schedule D.  The amount reported should be 
from Part IV, column (b) of Schedule D, and not Part VI. 

Schedule A 

The Overview of Schedule A indicates that Parts II and III no longer need to be prepared using the cash 
method of accounting. However, on the Schedule A form, the top of Part III still says “Use the cash 
method of accounting.” 

Schedule D 

Parts I, III, and IV, Column (c) – It appears that there are only two acceptable responses here. If this 
column were turned into a choice of two checkboxes, it would allow column (a) to be widened to 
accommodate a larger description. 

Schedule I 

Part I, Question 2a - This wording is confusing because the word organization is used multiple times 
referring to both the reporting organization and the donee organization.  We suggest using the terms 
“reporting (donor) organization” and “recipient (donee) organization” in Question 2. 

Trinity Health Comments on Revised Form 990 
Submitted 9-14-07 

Page 14 of 15 



CONCLUSION 

We have provided all of the comments above with the desire to help the IRS meet its goals to enhance 
transparency, promote compliance and minimize burden.  We understand that this is difficult to achieve 
those often conflicting goals.  We applaud the IRS utilization of the CHA/VHA community benefit 
framework, which will increase transparency and consistency in charity care and community benefit 
reporting.  We think that our comments will help to improve the Form 990 and assist the IRS in meeting 
its goals. 

Sincerely, 

Daniel J. Hale 
Executive Vice President, 
Community Benefit Ministry and Public Affairs 
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From: Schinko, Elizabeth 

To: *TE/GE-EO-F990-Revision; 

CC: 

Subject: Form 990 Redesign - Comments 

Date: Friday, September 14, 2007 1:57:04 PM 

Attachments: wfhc 2008 final 990 input 09.14.07.pdf 

Hello-

Attached is a PDF version of a letter we will be sending out today, certified return 
receipt, related to our comments on the 990 redesign. Due to our size, we have 
comprehensive knowledge of all 990 issues, and since we spent a lot of time on 
this analysis (approx 85 hours by all staff), we really hope you will take a look at 
our comments and give them some serious consideration. 

In addition to providing comments on both the 990 core form and all related 
schedules, we quantified each schedule in terms of increased hours of tax 
burden, assigned a "degree of difficulty" to each form or schedule, and attempted 
to provide feedback in the areas where the IRS specifically asked for comments. 
We would draw your attention to the Summary of Findings presented in a 
narrative form on Pages 3-4, and the Summary Table presented on Page 5. 

As it states in the letter, Wheaton Franciscan Healthcare is very committed to 
being involved in this project. If there is anything else I can do, please contact 
me either by phone or email at the number or email address below. 

Thank you for this opportunity to comment on such an important development in 
the non profit community! 
Liz Schinko 

<<wfhc 2008 final 990 input 09.14.07.pdf>> 

Elizabeth A. Schinko 
Manager of Tax Compliance 
Wheaton Franciscan Healthcare 
phone: 414-465-3542 

mailto:Elizabeth.Schinko@wfhc.org
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ



PR Wheaton Franciscan Heal thcare 
400 W. River Wmdr Parkway 
P. 0. Box 12076 
Milwaukee,WI 5321 2-0076 


In Partnership with lfre Midan Sisters 


September 14, 2007 


Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
11 11 Constitution Avenue, NW 
Washington, DC 20224 


To Whom It May Concern: 


Wheaton Franciscan Healthcare ("WFH") is taking this opportunity to respond directly to the IRS 
on our concerns and suggested improvements related to the PROPOSED Form 990, scheduled 
for implementation for the 2008 tax year. We are submitting these comments directly to the IRS 
because we feel it is important that the IRS hear directly from the individuals who prepare the 
tax returns at the different non-profit entities that will be affected by these changes. These 
individuals are not only familiar with community benefit issues, but with all the tax reporting 
issues and other challenges of gathering information necessary to properly prepare a 990. 


We are submitting our comments to the IRS by the requested date of September 14, 2007, 
although this turn around time was extremely aggressive. The draft 990 was released on June 
14, 2007 and given the amount of changes and new schedules (the first major redesign since 
1979), there was a material amount of information to analyze within this 3 month time frame. 
We hope the IRS will consider providing a more lengthy comment period in the future, especially 
the next time such substantial changes are proposed. Although we have focused mainly on 
what changes will impact us most directly, wherever possible we have also attempted to provide 
feedback in the areas where the IRS has specifically requested comments. WFH has provided 
a Summarv Table, quantified in estimated total hours of increased tax reporting burden, 
on Page 5, and included a Summarv of Findings in narrative form, on Page 34 .  


Wheaton Franciscan Healthcare is a large healthcare organization conducting operations in 4 
states (Wisconsin, Iowa, Illinois, and Colorado). Our most recently completed statistics for June 
30, 2006 reports 14 hospitals, 4 loog term care facilities, 2 home health agencies, various other 
organizations such as medical groups, and approximately 23,000 employees. One full-time 
employee manages our tax function with staff from other departments providing limited 
assistance throughout the year. WFH currently prepares approximately 40 IRS Form 990's in 
house, with the goal of continuing to expand our tax function into a formal department, and 
bringing more and more tax returns under our responsibility each year. 


Since our entities report on a June 3oth year end basis, when fully extended, our 990's and 990- 
T are due on May isth of each year. Should the above mentioned IRS PROPOSED 990 go into 
effect for the 2008 tax year, WFH will first be impacted for June 30, 2009 information, which will 
be due (if fully extended) on May 15, 201 0. 







E-filina and Software I Service Provider Issues 


Surprisingly, the truly colossal effort it will take for software and service providers to make the 
substantial changes on the draft 990, while still rolling out a solid product capable of e-filing, has 
been talked about very little, and is our primary concern. Without a good product, we can't give 
the IRS the information they are asking us for and still remain in compliance with e-filing 
requirements. We wonder if the IRS knows when there are software issues, the non-profit 
community gets put in the middle, with the software provider stating "the IRS has not yet 
mandated that" or "the IRS schema requires us to do it that way" and the IRS telling us "that is a 
software issue, and you have to be sure the software meets all your needs1'. Will anyone from 
the IRS be monitoring these communications and activities with the software community, to 
ensure these problems are mitigated? 


For the year ending June 30, 2006 (using 2005 tax forms), and the first year WFH was required 
to e-file the majority of our 9901s, the vast amount of our problems were created by the time it 
took to test and implement software and related software issues. A limited number of software 
and service providers existed that were capable of e-filing 990's at the time', and they all had 
limitations of varying degrees. Due to these limitations, we were forced to make a last minute 
change from ATX to RIA lnsource2. The limitations and amount of time it took (needing to 
cooperate with internal processes related to information systems and budgeting) ran us 
alarmingly close to our deadlines. The software limitations were so severe that after a 
conversation I had with Donna Hockensmith from the IRS on the ATX issue, and Donna's 
communication with ATX, the IRS added a "disclaimer" statement to their list of "approved e-file 
providers" listed at www.irs.aov that stated "meeting these requirements means that the 
sofiware can provide correct data in the proper format for processing by IRS systems. It does 
not mean that a sofiware package includes every possible schedule or attachment, or that it will 
meet the needs of all filers". Considering the small amount of changes that occurred between 
2004 and 2005 compared to what is on the table for 2008, it is anticipated that even greater 
software and e-filing problems will occur related to this draft form. 


The extra time it will take the non profit community, especially larger systems such as ours, to 
demo, test, implement, work with information systems and budgeting, determine work-arounds 
to any problems encountered, field decisions on any last minute changes, test out the 2008 
capabilities to ensure the product is adequate related to the several new schedules, learn the 
nuances of new software and the navigation of new schedules, and a host of other things we 
can not even begin to predict, must be factored in. We quantify this burden of software and e- 
filing issues, defined in WFH staff time, to be approximately 520 hours, and also anticipate that 
due to these many changes, the cost of most software will drastically increase. 


To minimize this burden, we would ask the IRS to consider phasing in the new schedules 
over four tax years. This would create a need for some revisions to the "core" 990 form, but 
would dramatically decrease the burden on both the tax software provider community as well as 
the non profit tax preparer community. Using our assigned "degree of difficulty" for each 


' Only the following 7 providers were capable of e-filing 990's for the 2005 edition: ATX, Drake, LaCerte, 
CCH ProSystems, RIA GoSystems, Thomsen Fast Tax, and Urban Institute. Due to limitations with both 
ATX (see footnote #2) and Drake (Part VII only allows up to 99,999,999 in revenue), that left us with only 
5 choices, all with limitations of varying degrees. 


The 2005 version of ATX was not capable of providing a schedule to support Part V-A Line 75b, lacked 
a General Explanation Attachment to enter our Statement of Program Service Accomplishments data, 
and had limited ability to provide supporting schedules in other areas of the tax return. 







schedule (as presented on the Summarv Table on page 5) we paired less difficult schedules 
with more difficult ones, and would offer the following recommendation as being one way the 
Schedules could be phased in over a number of years: 


2008 Schedules A, B, C, E and H 
2009 Schedules J, K, L and N 
201 0 Schedules G, I and M 
201 1 Schedules D, F and R 


Summarv of Findings: 


The additional reporting burden related to the PROPOSED 2008 Form 990 and its related 
Schedules is estimated to be approximately 4,865 hours in total, occurring between August 
2007 (with the review of this draft 990) and continuing through May 2010 (when the 2008 990's 
would be due, if fully extended). This estimate includes both the increased time to actually 
prepare each return, as well as all preparatory work that will need to begin as soon as the 2008 
final tax forms are released, especially related to certain Schedules. The estimate also includes 
the increased time related to issues that will impact all 2008 990's equally, namely due diligence 
requirements, software and e-filing preparedness. 


Calculating this total estimate of 4,865 hours across the 40 990's that are currently prepared in- 
house, in order to determine an "average1' increased burden per 990, we get approximately 122 
hours. However, as previously stated, the actual amount of increased burden per 990 will vary 
according the complexity of that 990, and the majority of these hours will occur in the area of 
preparedness, well before the tax returns are actually prepared. This is a substantiallv 
increased burden, and we would respectfullv request that the IRS look at alternatives for 
decreasina this burden, in particular the phased-in implementation that was suqnested on Paae 
2, last paranraph, of this correspondence. 


We would highlight the following issues as our primary areas of concern and reason for this 
increased burden (please reference the Summarv Table at Page 5 for a breakdown of 
estimated increased hours per Schedule, and Page References to the Specific comments on 
each Schedule): 


1. Software and E-filing Issues 


WFH is very concerned about whether the tax software and service provider community 
have adequate time to make the substantial changes to their software in order to meet 
the 2008 release date, little more than 1 year from now. Once the software is released, 
it will take the non profit tax community additional time to evaluate, demo, install, test, 
and learn the software, especially if any problems are encountered or if it is found a 
change needs to be made in order to remain compliant with both 2008 form changes 
and e-filing requirements. It is also anticipated that because of all these changes, 
software costs will drastically increase. 


2. Tax Exem~t  Bonds (Sch K and other auestions throughout the Core 990) 


WFH is anticipating many hours of due diligence efforts in this area, in order to trace 
every bond issue back to inception, then forward to account for every project funded, for 
both current and defeased bonds. This effort will be an enormous undertaking, and will 
be a material amount of the total increased burden. If it is determined that an external 







third party will need to assist us in completing this work, it could also mean very high 
fees will be incurred by our organizations. 


3. Compensation (Newly Designed Form 990 Part II Sections A and B and Sch J) 


Due to the addition of former officers, former key employees, and former top 5 
compensated employees, using a five year look back period, WFH expects a dramatic 
increase in burden related to due diligence efforts in sending out questionnaires to 
identify family or business relationships, as well as quantifying on Sch J, compensation 
for any individuals paid more than $100,000. The addition of reporting expense 
reimbursements made under an accountable plan as an element of compensation, in 
addition to other changes, also adds to the burden. 


4. Fund Raisinn I Gaming I Donations (Schedules G, M, B and other questions 
throughout the Core 990) 


Substantially increased burden is added in this area to properly account for non cash 
donations, special events, gaming activities, and other activities conducted each year 
mainly by our foundations. 


5. Communitv Benefit (Sch H and Statement of Pronram Services on Core 990) 


Related to community benefit reporting, new processes and procedures will need to be 
put in place in order to gather the information in a way that will facilitate tax reporting, 
again substantially increasing our burden. Pending clarifications and changes to Sch H, 
much of this is yet to be determined. 
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Form and Schedule-Specific Comments: 


WFH will comment on a schedule by schedule basis, in a bullet point fashion that will facilitate 
easy reading. Wherever possible, we have attempted to quantify the additional staff hours that 
will be required to meet the IRS' reporting requirements (please reference the Summary Table 
on page 5). The summary table presented on page 5 uses the actual known staff time in hours 
for our most recently filed tax year (June 30, 2006 using 2005 tax forms) to determine the 
estimated time to complete the 2008 PROPOSED tax forms presented as part of the table. We 
have also taken the liberty to comment on the complete 2008 draft, including forms or schedules 
that may only be new only in part, or not new at all. 


Core Form 990: 


Part II Section A Compensation and Other Financial Arranqements with Officers, 
Directors, and Kev Emplovees - WFH is in full support of the new requirement to report 
calendar year compensation or payment information, based on Box 5 of the W-2 and/or 
Box 7 of Form 1099-MISC. This provides a simplified way to not only report the 
amounts, but to tie compensation to official information returns, which creates a 
decreased burden for both the reportiug organizations and the IRS. Please see 
additional comments at Sch J. 


Part II Section B Line 5b compensation and Relationships - WFH seeks clarification on 
the IRS definition of a business relationship for the performance of services for purposes 
of disclosures related to this line. In addition to the banking exception, we are also 
asking the IRS to consider other issues such as HIPPA, Attorney-Client Privilege, and 
others as it relates to the definition of a reportable business relationship in the following 
examples: 1) One board member has performed a surgery (is the personal physician) 
of another board member 2) One board member is an attorney (or a CPA) and does 
estate planning (or tax return preparation) for another board member. 3) One board 
member is an insurance agent and insures the home, auto, or business of another board 
member. We understand with the addition of "valued in excess of $5,000n, that 
relationships below this level would be excluded, but are concerned about any privacy 
issues with arrangements above this level. 


Part II Section B Lines 5a-5f Compensation and Relationships - Due to the confusion in 
this area, WFH appreciates the additional clarifications and examples provided by the 
IRS in the 2008 PROPOSED instructions related to family and business relationships. 


- WFH seeks 
clarification on the following point: Under the IRS Tip, it states "the organization is not 
required to provide information about the relationships identified for lines 5b-5e if it is 
unable to secure the information after making a reasonable effort to obtain the 
information" Why has line 5a been left out (family relationships)? With such a large 
organization and the many individuals that serve as officers, key employees, and board 
members, without direct disclosure from the individual, we normally have no knowledge 
of family relationships either that may exist. WFH recommends adding 5a, family 
relationships to this Tip. 


Part II Section B Line 5f Page 19 of 47 under Instructions "Tip" - WFH is bringing an 
inconsistency to the IRS' attention. Page 19 of 47 under "Tip" states "An example of a 







reasonable effort would be for the Form 990 preparer or an officer eligible to sign the 
Form 990, to distribute a questionnaire annually to each person listed in Part I1 Section 
A." But on Part II Section B Line 5, it states only "During the tax year, did any person 
who is or was an officer, director, trustee, or key employee within the past 5 years". This 
might lead one to believe that the annual questionnaires may only need to be sent out to 
individuals listed as part of Part II Section B Line 5, while still naming (on the annual 
questionnaire) all individuals listed on Part II Section A. Since Part II Section A also 
includes current and former top 5 compensated employees, did the IRS intend or not 
intend to include this category as part of Part II Section B Line 5? 


Part II Section B Line 6 Compensation Related to Former Officers, Triaclering 
Completion of Sch J - To avoid confusion, WFH would recommend changing the 
sentence "former officers, directors, trustees, key employees, or highest compensated 
employees in Section A" to "former officers, former directors, former trustees, former 
key employees, or former highest compensated employees in Section A", as that is 
what we are assuming is beirrg asked. 


Part II Section B Line 8 Compensation Triaaerina Completion of Sch J - WFH often has 
severance accruals that are required to be accrued, footnoted in the general explanatory 
attachment of the electronic return, and added to other compensation for purposes of 
990 reporting. WFH recommends changing "Did any individual listed in Section A 
receive or accrue more than $250,000 of reportable of other compensation including 
deferred compensation, nontaxable fringe benefits and expense reimbursements?" to 
"Did any individual listed in Section A receive or accrue more than $250,000 of 
reportable or other compensation, including, but not limited to, deferred compensation, 
severance payments, nontaxable fringe benefits, andlor expense reimbursements?" 


Part II Section B Line 10a Top Five compensated Independent Contractors - WFH 
supports the following IRS changes in reporting independent contractor payments: 1) 
Decreasing the number of independent contractors from 10 to 5 2) Reverting back to 
the 2004 methodology of combining "professionaln and "other" services and finally 3) 
Increasing the threshold from $50,000 to $100,000. All three changes will serve to 
decrease our reporting burden. 


Part IV Line 6 Tax Exempt Bonds - The IRS has requested that income from investment 
of tax-exempt bond proceeds be reported on this line, to include earnings on escrows 
securing defeased bonds. These amounts may not appear on of our financial 
statements, which will make this very difficult information to gather. 


Part VI Line 21 Tax Exempt Bond Liabilities - WFH would recommend that clarification 
be provided on whether tax exempt bonds which have been legally defeased (that are 
no longer reported in our financial statements) are required to be included. 


Part IX Line 2 Statement of Program Service Accomplishments - WFH likes the new 
section which asks for the organization's most significant program accomplishment for 
the year, however with such a variety of activities for our larger organizations, it will be 
difficult to determine only one. 







Glossaw: 


Overall, we are very pleased with the addition of the "glossary" and are happy to finally 
see clarification related to how the top five compensated employees (other than officers, 
directors, and key employees) are determined (by using Box 5 of their W-2). Other 
definitions that standout and provide needed clarity include excess benefit correction, 
family relationship, control for purposes of related organizations, business relationship, 
and others. This glossary is a move in the right direction to clarify certain concepts and 
will positively impact the IRS, the non profit tax preparer community and others. 


WFH seeks clarification from the IRS on whether the definition of "disqualified person" 
should include a substantial contributor for a 509(a)(3) or any other organization. We 
were previously under the impression that the answer was yes, yet see no mention of it 
here. 


WFH recommends adding the term "transactional expenses1' to the IRS Glossary, using 
the definition as provided on Page 2 of 5 of the Sch N instructions. 


WFH recommends the addition of the definition of "gaming" to the IRS glossary, using 
the definition as provided on Page 3 of 6 of the Sch G instructions. 


Schedule A Public Charitv Status: 


Sch A Part Ill Heading - It is reported in the IRS "Rationale of Schedule A" that the IRS 
eliminated the requirement to use the cash method of accounting, yet "Use the cash 
method of accounting" still appears in the heading of Part Ill. 


Sch A Part I Reason for Public Charitv Status - WFH likes how you have included the 
code sections 509(a)(2) to Line 9 and 509(a)(3) to Line 11 and are wondering if you 
could take a similar approach with 509(a)(l) (Line 7-8). 


Sch A Part I Reason for Public Charitv Status - (also see comment at Sch E). The 
medical residents FICA withholding issue is moving in the direction that could make 
revisions necessary so that future tax reporting by teaching hospitals would be subject to 
both Sch E and Sch H completion. 


Sch A Part I Line n(i - iii) Reason for Public Charitv Status, New Question on Gifts or 
Contributions Received after Aun 17, 2006 - WFH seeks clarification from the IRS on 
the following example: We are preparing the 990 of Parent Corp, a 509(a)(3) 
organization that supports Hospital A. John Smith is a board member of Hospital A. 
John Smith's Company, Smith Brothers, has made a charitable donation to Parent Corp, 
and has been listed on Parent Corps Sch B as a substantial contributor. Based on our 
interpretations, alone, John Smith does not "control" either directly or indirectly either 
organization. Nor does John Smith, together with any family member or with Smith 
Brothers (a 35% or greater business affiliate) directly or indirectly control either 
organization. Yes we have accepted a donation, but there is no control. Are we correct 
to answer "NO" to all three questions? Likewise, if the donation were made to Hospital A 
instead of Parent Corp (or if John Smith were a board member of Parent Corp instead of 
Hospital A), would the outcome be the same? (In our opinion, it would). 







Sch A Part I Line h(v) lnformation on Supported Organizations and if thev were Notified 
of Support - WFH is seeking clarification from the IRS on what this question means. Is 
this a one time notification that the supported organization is beirlg supported by the 
supporting organization per the corporate bylaws, or is this an annual notification 
requiring the quantified support be communicated? Is there a requirement to "notify"? 


Sch A Part I Line h(vii) lnformation on Supported Organizations, Support Quantified - 
Quantifying "support" in terms of a dollar amount will require several new procedures to 
be put in place, especially if the IRS is moving toward reconciling "support provided" by 
the supporting organization to "support received" by the supported organization. For 
large systems that are all members of a controlled group of providers, it is not 
uncommon to have monthly allocations related to this support, but tracking these 
allocations can be extremely cumbersome because they appear in different general 
ledger accounts. Complying in this area will dramatically increase our tax reporting 
burden. We would also seek clarification on what the IRS considers "support", as this 
term is not defined in the IRS' new glossary. 


Sch A Part Ill Support Schedule for 509(a)(2) Orgs - WFH supports using Sch A Part II 
or Ill in lieu of Form 8734 for requesting a change in public charity status from 509(a)(3) 
to either 509(a)(2) or 509(a)(l). Our recommendation would be that in the year the 
organization requests the change, they would not only complete their "normal" 
information related to Line 11, but also would complete Part II or Part Ill (Support 
Schedule). The completion of both Part I Line 11 and Part II or Ill would be the IRS1s 
trigger that a change in public charity classification had been requested. We would also 
recommend adding a check box at Line I I f  stating "Change in Classification Requested, 
See Part II or Ill". If approved, in the following year, the organization could then check 
the applicable Line 7, 8, or 9 related to their newly approved public charity status. 


Schedule B Contributors: 


Sch B Part II Description of Non cash Propertv - Considering the addition of the new Sch 
M for Non Cash Contributions, Sch B Part II now seems duplicative related to the 
description of non cash property (See Comment at Schedule M also). 


Sch B Part II Column B Description of Non cash Propertv - "Description of non cash 
property given" should be replaced by "Description of non cash property received'. 


Sch B Instructions (Reference page 9 of 2006 instructions, Column 2 Paragraph 2) 
related to which contributors must be listed under the special rule for 501 (c)(3)'s meeting 
the 33 W support test must eventually be revised as there is no longer a l i n e  l e "  per 
the 2008 PROPOSED 990. 


Schedule C Political and Lobbyinn Activitv: 


Sch C Part Il-B Line 2a Tax on Disqualifvina Lobbving Expenditures Question - WFH 
was initially confused with how this question reads, and are suggesting to reword it to 
"Were any of the activities listed under Line 1 subject to the tax on disqualifying lobbying 
expenditures under Section 49 12?" 







Schedule D Sup~lemental Financial Statement Detail: 


Sch D Parts I-VII Assets, Investments. Securities, and Liabilities Balance Sheet Detail - 
Certain classes of assets, investments, securities, and liabilities, especially tax exempt 
bond issues, can have rather long names. WFH would recommend adding the 
appropriate amount of space under column heading "a" (description of security, 
investment, or asset) which would enables us to enter a complete name. Along these 
same lines, the IRS currently or~ly provides for 5 lines in each of Parts I - VII. WFH 
normally has a need for up to 10-15 lines in any needed category, so we would 
recommend adding 10 lines (15 lines total) to each Part I - VII. 


Sch D Part V and Part VI Proqram Related Land, Buildinas, and Equipment and Other 
Assets - WFH has many more categories of assets that fall into Part V and Part VI. 
Would recommend adding several more lines to allow for this. 


Sch D Part VI Other Assets - We believe the IRS had an incorrect reference stated as 
"Complete the table for assets not reportable on lines 1-16. (Form 990, Part VI, Line 
17)". The correct reference should be "Complete the table for assets not reportable on 
lines 1-15. (Form 990, Part VI, Line 16). 


Sch D Part VII FIN 48 Footnote Disclosure - The new FIN 48 disclosures (Accounting for 
Uncertain Tax Positions) on this Schedule will now make it necessary for the Tax 
Department to work much more closely and directly with our financial auditors in 
determining what, if anything, qualifies for FIN 48 disclosure, and how each position will 
be documented. While this closer working relationship is ultimately a positive thing, it 
will also increase our burden in terms of tax reporting. The amount of space on the tax 
return where any FIN 48 footnotes are recapped is also insufficient. WFH recommends 
adding several lines or a supporting schedule in this area. 


Sch D Part X Art and Historical Treasures Question - The new footnote disclosure 
related to art and historical treasures seems like a reasonable way of increasing 
transparency regarding collections of this type. 


Sch D Part XI1 Endowment Funds - Compliance in this area will create a need to 
implement several new procedures for data gathering, as well as educating philanthropy 
personnel in providing information in a way that is useful to the tax department for 
reporting purposes. It also remains to be determined how administrative expenses will 
be allocated to endowment funds, and other issues related to reporting on the current 
year and four prior years. These issues in combination will significantly increase our 
burden. 


Sch D Part XI1 Endowment Funds - We believe the IRS has an incorrect reference 
stated as "Form 990, Part VII, Line 6", which deals with tax exempt bonds. The correct 
reference should be "Form 990, Part VII, Line 16". 







Schedule E Schools: 


Sch E General Comment - Due to our primary exempt purpose being to provide 
healthcare services, we have had little exposure to this Schedule. As such, we will defer 
comments on this Schedule to non profit universities and others who are more 
knowledgeable with this Schedule. 


Sch E Question as it Applies to Teachina Hospitals - Due to the pending Medical 
Residents FICA issue, we seek clarification from the IRS on whether this Schedule, and 
the related IRC 5 17O(b)(l)(A)(ii), could be revised in order to apply to a teaching 
hospital with regular faculty and intern and resident students. Depending on the 
outcome in this area, one recommendation would be on the new Sch H, next to the 
check box for "teaching hospital1', that an "also complete Sch E" could appear. 


Schedule F Foreign Activities: 


Sch F General Comment - Now that the IRS has increased the "scope" of activities 
conducted outside of the United States that are required to be reported, WFH will have 
to implement new information-gathering procedures to ensure we have captured all 
activities that may have occurred outside the United States. This will materially increase 
our reporting burden, however we expect relatively few 990's (we are estimating 
approximately 10 of 40 total) will be impacted by this change. 


Sch F Instructions Page 2 - WFH notes that the IRS instructions provide the following 
examples of program services conducted outside of the United States: "operating an 
orphanage, school, hospital, or church, temple, or synagogue; disaster relief efforts, and 
providing indigent relief". WFH assumes conducting recruitment efforts overseas 
(obtaining employees), or contracting with a language interpreter residing in Spain would 
fall under "business" or "trade" activities, but the IRS is silent on this point. WFH would 
appreciate some exarnples or clarification on "business" and "trade" activities. 


Sch F Part I Line 1 Column f Total Expenditure In Country - WFH would recommend the 
IRS clarify "total expenditure in country" related to the following points: 1) Is only the 
amount spent while actually in the foreign country required to be included, or are all 
expenses related to that activity required to be reported? 2) We assume the IRS wants 
reporting in USD (US Dollars) and not the local foreign currency, but is silent on this 
point. If expenditures are made in the foreign currency, the IRS should consider 
providing clarification on the date of valuation for purposes of any necessary foreign 
currency conversions. 


Sch F Part 1 Line 5a Grants Issued to Related Persons - Should also include "Key 
Employee" and possibly "Top Compensated Independent Contractors1' and "Top 
Compensated Employees" as "persons with an interest in the organization". WFH also 
seeks clarification on the IRS definition of blood "related" for purposes of this question. 
WFH recommends the IRS adopt the same definition of "family" and "business" as the 
2006 Part V-A Line 75b for this purpose. 


Sch F Part Ill Grants and Other Assistance to Individuals Outside the United States - Is 
not cross referenced at the Form 990 Part V Line 3. The IRS may have intended this 







due to form 990 Part VII Lines l a - l c  (where Schedule F is cross referenced), but WFH 
would recommend also adding something at Part V Line 3 so this is clear. 


Schedule G Fundraising and Gaming: 


Sch G General Comment - Pending clarification on the items below, Sch G appears to 
be well designed and easy to understand. The presentation of this schedule aids in 
organizing and understanding the concepts which still seem to meet with much 
confusion. That said, WFH will need to make several changes in terms of accounting 
and data collection in order to present the needed information to facilitate the tax 
reporting for purposes of this schedule. This will require training of foundation, 
accounting, and philanthropy staff to gather the data in a way that is accurate and useful 
to the tax department, as well as ensuring tax reporting compliance related to prize 
winners, donors, and others. These process improvements will substantially increase 
our reporting and complying burden. 


WFH recommends the addition of the definition of "gaming" to the IRS glossary, using 
the definition as provided on Page 3 of 6 of the Sch G instructions. 


Sch G Part I Line I b  Written or Oral Aareement for Fundraisina Activities Question - 
WFH seeks clarification on the intent of this question, and what would constitute an "oral 
agreement" for this purpose. We also believe the IRS meant to cross reference the 
individuals listed in Form 990 Part II (and not Part Ill). 


Sch G Part II Special Events - WFH seeks clarification on raffles and silent auctions, two 
activities that are often conducted as part of a special event, and how this relates to 
"Cash Prizes'' (Line 4) and "Non-cash prizes" (Line 5). We assume the amount received 
for the sale of a raffle ticket would be reported in Line 1 Gross Receipts with the resulting 
pay out reported on Line 4 Cash Prizes. The direct costs of purchasing the raffle tickets 
by the organization would be reported on Line 7 Other direct expenses. Likewise for 
silent auction items, the amount of the winning bid would be reported on Line 1 Gross 
Receipts with the resulting fair market value of the item awarded reported on Line 5 "non 
cash prizes". Is this correct? We are also seeking clarification on how Line 2 Charitable 
Contributions is affected, if at all, for silent auction items and raffle tickets. The silent 
auction item can potentially have two different fair market values associated with it - one 
at the date of donation, and one at date the item receives a winning bid. Normally they 
are the same, but can be different, especially for objects of art, rare coins, or anything 
else that more frequently fluctuates in value. For organizations that conduct limited 
raffles in relation to special events only, it would be preferable to report the raffle 
amounts as a component of the Part II Special Event and not have to break out for 
purposes of reporting on Part Ill Gaming. 


Sch G Part Ill Line 6 Volunteer Labor - Most of our special events and gaming activities 
are run by employee's who are volunteering their time. Although these employee's are 
sometimes salaried staff, they are technically not paid for their time in helping with the 
special event. WFH seeks clarification on the term "Volunteer Labor" in this regard. We 
assume this would only include non employees, but the IRS is silent on this point. 







Schedule H Hospitals: 


Sch H General Comment - WFH has closely participated in conference calls with CHA, 
AHA, and other state hospital associations, and are relying heavily on Schedule H input 
that has already been provided. However, we will take this opportunity to reemphasize a 
few things here. 


Sch H CHA Checkbox Recommendation to ldentifv "Hospital Tvpe" - We have reviewed 
the revised Schedule H as proposed by CHA, and like the idea of having a checkbox at 
the beginning of the Sch H to identify hospital "types". This is critical for a variety of 
reasons, mainly because your hospital "type" (critical access, teaching, disproportionate 
share, etc.) is often directly related to the hospital's patient population, reimbursement, 
and thus charity care, bad debt, and ultimately community benefit. 


Sch H CHA Recommendation to Aaare~ate Communitv Benefit - We are in support of 
the CHA's aggregating concept which seeks to include related organizations that 
conduct community benefit activities on behalf of their related supported organizations. 
All of our hospitals have separately incorporated foundations andlor auxiliaries which 
participate in community benefit activities on behalf of the hospitals they support. We 
are in favor of making the necessary form revisions in order to include this information as 
part of our community benefit activities. 


Sch H Part II Billinas and Collections - This section requires us to gather information 
that we have previously not had to gather for purposes of 990 presentation and will 
dramatically increase our reporting burden. Additionally, this information is then required 
to be broken down by type of insurance, causing us to make further modifications to our 
existing procedures in order to comply with the information in this new section. 


Sch H Part II Lines 2-3 Discounts and Net Expected - We are confused on the 
terminology used and would recommend the following changes if the IRS decides to 
keep this section: 1) Change Line 2 from "Discounts" to "Contractual Allowances" and 
2) Change Line 3 from "Net Expected" to "Line 1 Minus Line 2". 


Sch H Part II Line 4 Fees Collected - We seek clarification from the IRS on how "Fees 
collected" should be reported related to accounting timing differences such as accruals. 
For example, if your "Net expected" recorded at 06130106 was $1,073,000 but the cash 
related to this amount was not collected until 9 months later (in the next fiscal year), 
what should be reported on the 06130106 990? And the 06130107 990? 


Sch H Part Ill Mana~ement Companies and Joint Ventures - This entire section should 
be removed, or alternatively would seem more appropriately placed with Schedule R, 
related organizations. 


Sch H Part V Facilitv Information - We are seeking clarification on whether or not 
Wheaton Franciscan Medical Group, Inc., a non hospital entity but an entity "providing 
medical care" would be required to complete Sch H. For medical groups, listing every 
physical address will be overly burdensome as our medical groups are normally affiliated 
with perhaps 25-50 separate outpatient clinic addresses at any given period in time. 







Schedule I Grants and Other Assistance: 


Sch I Part 1 Line 2a Grants to Related Persons - Should also include "Key employee" 
and possibly "Top Compensated Independent Contractors" as "persons with an interest 
in the organization". WFH also seeks clarification on the IRS definition of blood "related" 
for purposes of this question. WFH recommends adopting the same definition of "family" 
and "business" as the 2006 Part V-A Line 75b instructions for this purpose. 


Sch I Part II Line 3 Total Number of Other Omanizations -There does not appear to be 
a properly formatted line in which to enter the information related to "Enter total number 
of other organizations". 


Schedule J compensation: 


Form 990 Part II Sections A and B and Sch J General Comment - In addition to tracking 
compensation data related to former directors, the IRS has now added former officers, 
former trustees, former key employees, and former top five compensated employees to 
this requirement usirrg a five year look back period. Without exception, tracking this 
compensation data is extremely cumbersome to say the least, and now, the scope of 
this area has once again been increased. This issue also impacts the due diligence we 
are required to complete related to family and business relationships (Part II Section B 
Lines 5a-5f) by increasing the pool of reportable individuals and businesses which must 
be analyzed and compared for these relationships. Although the IRS does not expect 
Sch J to affect many organizations, for large healthcare systems such as WFH, this 
change will cause an extremely increased burden, as well as trigger the completion of 
Schedule J each year for almost all of our organizations. While WFH supports 
transparency in this area, we feel that these reporting requirements are becoming more 
comprehensive and burdensome each year. In addition to several processes that must 
be changed to gather this data, including but not limited to due diligence efforts, we are 
estimated this impact alone to be approximately 450 additional hours. 


Sch J Line 1 Officers, Directors, Trustees, Kev Emplovees, and Hiahlv Compensated 
Emplovees - Incorrectly states "Do not list any individuals that are not listed on Form 
990, Patt /If'. The correct reference, we believe, should be to Part 11. 


Sch J Compensation Template - WFH anticipates this will become a very useful tool, 
and in general although our burden will substantially increase due to this new Schedule, 
the creation of the template will serve to mitigate it somewhat. WFH recommends that 
the Column heading names be added under each B(i) - H, and also added to Page 10 of 
11 to assist in its use. Also consider adding the following categories of compensation: 
tuition assistance, malpractice insurance, pension plan, elective deferrals such as 403(b) 
and 401 (K), and loan forgiveness. The IRS may even want to consider adding a column 
for "not included anywhere as compensation", instead of leaving blank, so as to avoid 
confusion. 


Sch J "Triaaer" Questions on Form 990 Part II Section B Lines 6 - 9 Requiring 
Completion on Sch J - WFH seeks clarification from the IRS on the following point: 
When a "yes" response is received on Form 990 Part II Section B Lines 6-9, WFH 
assumes only the specific individuals that triggered the "yes" response be carried to Sch 







J, where more in depth compensation information will be provided on just those specific 
individuals. Is this correct? 


Sch J Col E Nontaxable Expense Reimbursements - WFH notes that the IRS has now 
added all reimbursements made under an accountable plan to total compensation, a 
category not previously required to be factored in as part of compensation. Again, 
although we anticipate this information will be relatively simple to gather, it none the less 
creates an increased burden. 


Sch J Instructions Page 6 of 11 Nontaxable Frinqe Benefits - WFH would like to point 
out that nontaxable tuition assistance under 5127 of up to $5,250 should also be 
included as an element of "Nontaxable Fringe Benefits" (tuition assistance can also fall 
under §I32 which appears to have been included). 


Schedule K Tax Exempt Bonds: 


Sch K and Form 8038 General Comment -When a bond is issued or refunded, the IRS 
requires Form 8038 to be filed within 2 months following the end of the quarter in which 
the bond was issued. There is some information on Sch K which is duplicative of 
information already provided on Form 8038 (Sch K Part I and I1 in particular). WFH has 
recently reorganized and brought in-house an internal office of general counsel, and will 
need to verify the details of old Forms 8038 related to availability and location, 
increasing our burden in this area. 


Sch K General Comment on Burden - To gather Sch K information on all our bond 
issues will be a monumental task requiring a material amount of staff time to go back to 
the inception of each bond issue, and trace each forward to the current reporting period. 
The impact of this new Schedule is not yet fully known, but we estimate the total 
increased burden to be approximately 1,000 hours. 


Sch K General Comment on Defeased Bonds - It appears from reading the IRS 
instructions that detailed information on legally defeased bonds that are no longer on the 
organization's financial statements need to be included, and we seek clarification on this 
point. Information on private use and other detailed information may not be readily 
available if the defeasement occurred many years ago. We would be opposed to such a 
requirement, as the additional effort required to gather this information would be 
enormous. Pending clarification on this point, we have included this issue in our 
estimated increased burden of 1,000 hours. 


Sch K General Comment on Space Limitation - For large healthcare organizations, 
considering the amount and variety of projects that each bond issue can potentially fund, 
we would advise that increased space would need to be made available, in order to 
provide all the detail the IRS is requesting on this new schedule. 


Sch K Part Ill Private Use - WFH comments that this section will be particularly difficult 
and labor intensive, requiring a material level of staff time by the tax, legal, and 
accounting departments. It may also create a need for an external third party, which will 
cause non-profit organizations to potentially incur fees. We would recommend that the 
IRS implement some trigger to filling out this section, such as a "No" response to either 
question at Line 2b or 3b. Even this may not be adequate, because it is our 







understanding that very few bond issues meet the safe harbor requirements of 97-13 or 
97-14. We would respectfully request that the IRS reconsider this Part Ill, and the 
additional burden it will place on non profit organizations. 


Sch K Part IV Compensation of Third Parties - WFH recommends adding the definition 
of "Formal Selection Process" as it relates to Sch K Part IV, and asks for clarification in 
this regard. 


Schedule L Loans: 


Sch L General Comment on Due Diliaence - We don't, as a general rule, provide loans 
to, or receive loans from, any officers, directors, or key employees. We like this 
schedule, however, because it is a good reminder to double check for other potential 
loans to disqualified persons. On occasion, we may have a child or spouse of a key 
employee or officer that is employed by a related organization, and who could have 
applied for one of our loan programs such as The Employee Hardship Program. Also on 
occasion, there may be an income guarantee or other arrangement in place with a 
physician board member. This schedule is relatively simple to complete, and serves are 
a reminder to check for these loans. 


Schedule M Non cash Contributions: 


Sch M General Comment on Duplicative Questions as compared to Sch B - Considering 
the addition of the new Sch M for Non Cash Contributions, Sch B Part II now seems 
duplicative related to the description of non cash property (Also see comment at Sch B). 


Sch M General Comment on Increased Burden - WFH needs to implement several 
process improvements in order to comply with gathering the information on this form. 
Several key decisions need to be made on valuation issues. For example, will we use a 
certain valuation method for one type of contribution, such as vehicles, without 
exception? Should different valuation methods be implemented? And under what 
circumstances? Are we currently in compliance with 1098-C issuances? And are all the 
Forms 8283 currently being forwarded to the tax department? What procedure will be 
implemented to ensure all relative information is being communicated by the 
philanthropy department to the tax department? WFH needs to make substantial 
improvements in this area in order to comply with these reporting requirements, and this 
will dramatically increase our reporting burden. 


Sch M Line 28b Number of 1098-C's Issued - There is no place to insert the number of 
1098-C's that were issued to report the sales price of any vehicles donated to our 
organizations. 


Sch M Line 29 - The word "contribution" is misspelled (last word in sentence). 


Sch M General Comment on Timing of Valuation Determination - WFH seeks 
clarification from the IRS on the following valuation point: It appears from reading the 
Sch M instructions that any non cash donation must be recorded at the date of the 
contribution, independent of whether income is recorded at that same date. For 
purposes of a donated item, if the fair market value on the contribution date was used to 
record the "value" for purposes of Sch M, then later sold (in a later fiscal year for 







example) at an amount different than that originally reported on Sch M, how is this 
reported, if at all? 


Schedule N Termination or Significant Disposition of Assets: 


Sch N General Comment - In a merger or dissolution, what is normally transferred to a 
surviving or related organization (in order to zero out the balance sheet of the eliminated 
organization) is the "net equity" of the eliminated corporation (2006 Form 990 Line 21) 
which is oftentimes negative, so the ability to enter dispositions of assets that allow both 
positive andlor negative numbers on Sch N becomes important. 


Sch N Instructions, Pane 2 of 5, under Part I Liquidation. Termination, or Dissolution - 
There are several areas throughout both the schedule and the instructions, that the use 
of the word "attach" is used in the traditional sense (related to the filing of a paper 
return). WFH recommends with the onset of e-filing, that a separate set of instructions 
for "attaching" documentation related to an e-filed return be added and emphasized, in 
order to encourage e-filing. 


Sch N Part I Line Ic- Id  Liquidation, Termination or Dissolution - WFH recommends 
adding the term "transactional expenses" to the IRS Glossary, per the definition 
appearing on Sch N Instructions, Page 2 of 5. 


Sch N Part I Line 2a-2e (and also Part II Line 9a-9e) Officers and Kev Emplovees of 
Successor and Transferee Organizations - With larger systems, mergers and other 
reorganizations are very common. The amount of information that could potentially need 
to be included here, especially in the context of a hospital merger and the resulting 
severance payments for any officer or key employee positions eliminated, could be 
substantial. We are concerned that under this scenario, the software may not allow for 
the needed space to properly report the information asked for. Line 2e does not seem to 
provide adequate space to fully address all potential issues requiring explanation from 
Lines 2a-2d. 


Sch N Part I Line 7a-7c Tax Exempt Bonds Outstanding at Time of Restructuring - The 
information requested related to the discharge or defeasement of any tax exempt bonds 
will cause an increased tax reporting burden. However the number of organizations 
meeting the requirements for filing Sch N should be relatively small each year. 


Sch N Part I vs. Part II - WFH seeks clarification from the IRS on the following point: It 
appears from reading the instructions that in a merger, the "eliminated" entity would 
complete Sch N Part I and the "surviving" entity would fill out Sch N Part II. However, 
the Part II Schedule itself does not seem to support this. For example, the questions on 
Part II Lines 9a-9e read exactly the same as the questions in Part I Lines 2a-2e. In the 
context of a merger, the IRS may want to consider rewording the successor organization 
questions in Part II Lines 9a-9e. 







Schedule R Related Oraanizations: 


Sch R General Comment - Sch R will be tremendously burdensome, in particular Part V, 
due to the fact that we are a large and complex healthcare system of interconnected 
controlled group members, and have substantial related organization relationships. 


Sch R Parts 1-11 Column G and Parts Ill-IV Column D Direct Controlling Entity - It is a bit 
unclear as to when this applies, or when an "NIA" should be entered. We have 7 system 
organization charts, all with the same parent organization. Would an Iowa organization 
be considered to "indirectly control" a Milwaukee organization (2 separate organizational 
charts), simply because they have the same parent organization? In our opinion, no, yet 
the IRS instructions read as if the answer to this question would be yes 


Sch R Part Ill Column I Identification of Related Oras Taxable as a Partnership Code V 
on K-1's - WFH comments that this is an excellent double check for potential UBI. 


Sch R Part V Transactions with Related Organizations - WFH feels In general this 
section is overly burdensome. Transactions of this nature are not uncommon for large 
systems, and the extensive detail asked for in this section will require that we make 
several process changes to more closely track these types of transactions. The impact 
of Part V alone is estimated to be approximately 400 additional hours. 


Sch R Part V Line la-b Ca~ital Contributions to Related Organizations - How is "capital 
contribution" defined outside of the partnership context? For example, if we make an 
investment in a joint venture that is not taxed as a partnership, is this still considered to 
be a "capital contribution"? WFH comments that a better word may be "investment". 


Sch R Part V Lines le-q Asset Transfers to Related Organizations - Many times 
members of controlled groups move their assets without actually consummating a 
"purchase" or "sale". For example, the net book value of a piece of MRI equipment 
might be transferred from one hospital to another through the use of a balance sheet 
account called a "due to" or "due from". This type of balance sheet account is used 
between related organizations that share the same cash account, but cash is never 
actually exchanged. Which line would apply in this example? We assume this would be 
an "exchange" but the IRS instructions are not clear on this point. 


Sch R Part V Lines 1 i and 1 k Performance of Services to or bv Related Oraanizations - 
we are seeking further clarification from the IRS on when these lines apply. For 
example, when are you considered to be performing services "for" another organization? 
And when are you considered to have "received" some level of service? Related to 
fundraising services, there are a variety of issues from an accounting standpoint that 
may need to be considered such as the date the donation is received, recorded, how it is 
restricted (if at all), when it is "released" from restricted assets, what fund it benefits and 
which organization that fund rolls up to, among other things. These lines leave many 
questions unanswered. 







Conclusion 


In conclusion, the additional reporting burden related to the PROPOSED 2008 Form 990 and its 
related Schedules are estimated to be approximately 4,865 hours in total. Calculating the 
increased burden across the currently 40 990's we prepare in house, the impact per 990 will be 
approximately 122 average additional hours of staff time for each 990. We would also draw 
your attention to the Summarv Table presented on Page 5 and the Summarv of Findings, in 
narrative form, presented on Pages 3-4. 


In the opinion of WFH, this increased tax reporting burden is substantial, and we would 
respectfully request that the IRS consider some alternatives that have been suggested in order 
to decrease this burden, especially the phased in implementation as described on Page 2, last 
paragraph of this correspondence. WFH is very committed to assisting in this project. Should 
you have any further questions, please contact me by phone at 414-465-3542 or via email at 
elizabeth.schinko@wfhc.org. 


Sincerely, 


Elizabeth A. Schinko 
Manager of Tax Compliance 
Wheaton Franciscan Healthcare 







     fax: 414-465-3591 
email: 

Privileged/Confidential information may be contained in this message. The 
information contained in this message is intended only for the use of the recipient 
(s) named above and their co-workers who are working on the same matter. The 
recipient of this information is prohibited from disclosing the information to any 
other party unless this disclosure has been authorized in advance. 

If you are not intended recipient of this message or any agent responsible for 
delivery of the message to the intended recipient, you are hereby notified that any 
disclosure, copying, distribution or action taken in reliance on the contents of this 
message is strictly prohibited. You should immediately destroy this message and 
kindly notify the sender by reply E-Mail. Please advise immediately if you or your 
employer does not consent to Internet E-Mail for messages of this kind. Opinions, 
conclusions and other information in this message that do not relate to the official 
business of the firm shall be understood as neither given nor endorsed by it. 



400 W. River Wmdr Parkway 
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September 14, 2007 

Internal Revenue Service 
Form 990 Redesign, SE:T:EO 

11 11 Constitution Avenue, NW 

Washington, DC 20224 

To Whom It May Concern: 

Wheaton Franciscan Healthcare ("WFH") is taking this opportunity to respond directly to the IRS 
on our concerns and suggested improvements related to the PROPOSED Form 990, scheduled 
for implementation for the 2008 tax year. We are submitting these comments directly to the IRS 
because we feel it is important that the IRS hear directly from the individuals who prepare the 
tax returns at the different non-profit entities that will be affected by these changes. These 
individuals are not only familiar with community benefit issues, but with all the tax reporting 
issues and other challenges of gathering information necessary to properly prepare a 990. 

We are submitting our comments to the IRS by the requested date of September 14, 2007, 
although this turn around time was extremely aggressive. The draft 990 was released on June 
14, 2007 and given the amount of changes and new schedules (the first major redesign since 
1979), there was a material amount of information to analyze within this 3 month time frame. 
We hope the IRS will consider providing a more lengthy comment period in the future, especially 
the next time such substantial changes are proposed. Although we have focused mainly on 
what changes will impact us most directly, wherever possible we have also attempted to provide 
feedback in the areas where the IRS has specifically requested comments. WFH has provided 
a Summarv Table, quantified in estimated total hours of increased tax reporting burden, 
on Page 5, and included a Summarv of Findings in narrative form, on Page 34 .  

Wheaton Franciscan Healthcare is a large healthcare organization conducting operations in 4 
states (Wisconsin, Iowa, Illinois, and Colorado). Our most recently completed statistics for June 
30, 2006 reports 14 hospitals, 4 loog term care facilities, 2 home health agencies, various other 
organizations such as medical groups, and approximately 23,000 employees. One full-time 
employee manages our tax function with staff from other departments providing limited 
assistance throughout the year. WFH currently prepares approximately 40 IRS Form 990's in 
house, with the goal of continuing to expand our tax function into a formal department, and 
bringing more and more tax returns under our responsibility each year. 

Since our entities report on a June 3oth year end basis, when fully extended, our 990's and 990- 
T are due on May isth of each year. Should the above mentioned IRS PROPOSED 990 go into 
effect for the 2008 tax year, WFH will first be impacted for June 30, 2009 information, which will 
be due (if fully extended) on May 15, 201 0. 



E-filina and Software I Service Provider Issues 

Surprisingly, the truly colossal effort it will take for software and service providers to make the 
substantial changes on the draft 990, while still rolling out a solid product capable of e-filing, has 
been talked about very little, and is our primary concern. Without a good product, we can't give 
the IRS the information they are asking us for and still remain in compliance with e-filing 
requirements. We wonder if the IRS knows when there are software issues, the non-profit 
community gets put in the middle, with the software provider stating "the IRS has not yet 
mandated that" or "the IRS schema requires us to do it that way" and the IRS telling us "that is a 
software issue, and you have to be sure the software meets all your needs1'. Will anyone from 
the IRS be monitoring these communications and activities with the software community, to 
ensure these problems are mitigated? 

For the year ending June 30, 2006 (using 2005 tax forms), and the first year WFH was required 
to e-file the majority of our 9901s, the vast amount of our problems were created by the time it 
took to test and implement software and related software issues. A limited number of software 
and service providers existed that were capable of e-filing 990's at the time', and they all had 
limitations of varying degrees. Due to these limitations, we were forced to make a last minute 
change from ATX to RIA lnsource2. The limitations and amount of time it took (needing to 
cooperate with internal processes related to information systems and budgeting) ran us 
alarmingly close to our deadlines. The software limitations were so severe that after a 
conversation I had with Donna Hockensmith from the IRS on the ATX issue, and Donna's 
communication with ATX, the IRS added a "disclaimer" statement to their list of "approved e-file 
providers" listed at www.irs.aov that stated "meeting these requirements means that the 
sofiware can provide correct data in the proper format for processing by IRS systems. It does 
not mean that a sofiware package includes every possible schedule or attachment, or that it will 
meet the needs of all filers". Considering the small amount of changes that occurred between 
2004 and 2005 compared to what is on the table for 2008, it is anticipated that even greater 
software and e-filing problems will occur related to this draft form. 

The extra time it will take the non profit community, especially larger systems such as ours, to 
demo, test, implement, work with information systems and budgeting, determine work-arounds 
to any problems encountered, field decisions on any last minute changes, test out the 2008 
capabilities to ensure the product is adequate related to the several new schedules, learn the 
nuances of new software and the navigation of new schedules, and a host of other things we 
can not even begin to predict, must be factored in. We quantify this burden of software and e- 
filing issues, defined in WFH staff time, to be approximately 520 hours, and also anticipate that 
due to these many changes, the cost of most software will drastically increase. 

To minimize this burden, we would ask the IRS to consider phasing in the new schedules 
over four tax years. This would create a need for some revisions to the "core" 990 form, but 
would dramatically decrease the burden on both the tax software provider community as well as 
the non profit tax preparer community. Using our assigned "degree of difficulty" for each 

' Only the following 7 providers were capable of e-filing 990's for the 2005 edition: ATX, Drake, LaCerte, 
CCH ProSystems, RIA GoSystems, Thomsen Fast Tax, and Urban Institute. Due to limitations with both 
ATX (see footnote #2) and Drake (Part VII only allows up to 99,999,999 in revenue), that left us with only 
5 choices, all with limitations of varying degrees. 

The 2005 version of ATX was not capable of providing a schedule to support Part V-A Line 75b, lacked 
a General Explanation Attachment to enter our Statement of Program Service Accomplishments data, 
and had limited ability to provide supporting schedules in other areas of the tax return. 



schedule (as presented on the Summarv Table on page 5) we paired less difficult schedules 
with more difficult ones, and would offer the following recommendation as being one way the 
Schedules could be phased in over a number of years: 

2008 Schedules A, B, C, E and H 
2009 Schedules J, K, L and N 
201 0 Schedules G, I and M 
201 1 Schedules D, F and R 

Summarv of Findings: 

The additional reporting burden related to the PROPOSED 2008 Form 990 and its related 
Schedules is estimated to be approximately 4,865 hours in total, occurring between August 
2007 (with the review of this draft 990) and continuing through May 2010 (when the 2008 990's 
would be due, if fully extended). This estimate includes both the increased time to actually 
prepare each return, as well as all preparatory work that will need to begin as soon as the 2008 
final tax forms are released, especially related to certain Schedules. The estimate also includes 
the increased time related to issues that will impact all 2008 990's equally, namely due diligence 
requirements, software and e-filing preparedness. 

Calculating this total estimate of 4,865 hours across the 40 990's that are currently prepared in- 
house, in order to determine an "average1' increased burden per 990, we get approximately 122 
hours. However, as previously stated, the actual amount of increased burden per 990 will vary 
according the complexity of that 990, and the majority of these hours will occur in the area of 
preparedness, well before the tax returns are actually prepared. This is a substantiallv 
increased burden, and we would respectfullv request that the IRS look at alternatives for 
decreasina this burden, in particular the phased-in implementation that was suqnested on Paae 
2, last paranraph, of this correspondence. 

We would highlight the following issues as our primary areas of concern and reason for this 
increased burden (please reference the Summarv Table at Page 5 for a breakdown of 
estimated increased hours per Schedule, and Page References to the Specific comments on 
each Schedule): 

1. Software and E-filing Issues 

WFH is very concerned about whether the tax software and service provider community 
have adequate time to make the substantial changes to their software in order to meet 
the 2008 release date, little more than 1 year from now. Once the software is released, 
it will take the non profit tax community additional time to evaluate, demo, install, test, 
and learn the software, especially if any problems are encountered or if it is found a 
change needs to be made in order to remain compliant with both 2008 form changes 
and e-filing requirements. It is also anticipated that because of all these changes, 
software costs will drastically increase. 

2. Tax Exem~t  Bonds (Sch K and other auestions throughout the Core 990) 

WFH is anticipating many hours of due diligence efforts in this area, in order to trace 
every bond issue back to inception, then forward to account for every project funded, for 
both current and defeased bonds. This effort will be an enormous undertaking, and will 
be a material amount of the total increased burden. If it is determined that an external 



third party will need to assist us in completing this work, it could also mean very high 
fees will be incurred by our organizations. 

3. 	 Compensation (Newly Designed Form 990 Part II Sections A and B and Sch J) 

Due to the addition of former officers, former key employees, and former top 5 
compensated employees, using a five year look back period, WFH expects a dramatic 
increase in burden related to due diligence efforts in sending out questionnaires to 
identify family or business relationships, as well as quantifying on Sch J, compensation 
for any individuals paid more than $100,000. The addition of reporting expense 
reimbursements made under an accountable plan as an element of compensation, in 
addition to other changes, also adds to the burden. 

4. 	 Fund Raisinn I Gaming I Donations (Schedules G, M, B and other questions 
throughout the Core 990) 

Substantially increased burden is added in this area to properly account for non cash 
donations, special events, gaming activities, and other activities conducted each year 
mainly by our foundations. 

5. 	 Communitv Benefit (Sch H and Statement of Pronram Services on Core 990) 

Related to community benefit reporting, new processes and procedures will need to be 
put in place in order to gather the information in a way that will facilitate tax reporting, 
again substantially increasing our burden. Pending clarifications and changes to Sch H, 
much of this is yet to be determined. 



-- 

I 

Summary of Estimated Increase in Tax Reporting Burden, In Staff Hours 

Description of Estimated 
Form, Form, Schedule lncreased or 

Schedule, or Schedule, or / Degree of 
lssue lssue ~ i f i i c u l t ~ ~  

E-filing and 
E-filing and I software I 

software ( issues I 9 Pgs 2-3 1 
Core Form I Core 10 page [ 

990 I ~ o r m  8 Pgs 6-7 10 ( 40 400 
I Public Charity /-

Schedule A status 7 Pgs 8-9 6 40 240 
Schedule B Contributors 3 Pg 9 No Changes 0 

Political and 
Lobbying 

Schedule C ~ c t h i t y  5 Pg 9 2 5 10 
Supplemental 
Financial Stmt 

Schedule D Detail 5 Pg 10 4 40 160 
Schedule E NIA NIA NIA 

I 

Schedule F ~ctivities 4 Pg11-12 5 10 50 
Fundraisirlg 

Schedule G and Gaming 7 Pg 12 20 12 240 

Schedule I Grants 5 Pg 14 5 10 50 
Schedule J Compensation 8 Pgs14-15 20 30 600 

Tax Exempt 
Schedule K Bonds 10 Pgs15-16 100 10 ' 1,000 
Schedule L Loans 4 Pg 16 204 

Non cash 
Schedule M Contributions 7 Pgs16-17 12 15 180 

Termination or 
Disposition of 

Schedule N Assets 6 Pg 17 9 5 45 
Related 

Schedule R Organizations 7 Pg 18 15 40 600 
ITotal 

lncreased Summary of 
Hrs Findings Pg 3-4 4,865 

WFH has assigned a "degree of difficulty" to each Schedule with "1" being the least difficult and "10" 
being the most difficult. In addition to hours, other factors that were taken into consideration in assigning 
this value included: the amount of coordination required by and with other employees, difficulty in 
$athering or compiling information, process andlor procedure changes required, and information location. 

We estimate total due diligence efforts across all 40 990's to be no more than 20 hours. Please see 
related comment in the body of this letter at Schedule L. 



Form and Schedule-Specific Comments: 

WFH will comment on a schedule by schedule basis, in a bullet point fashion that will facilitate 
easy reading. Wherever possible, we have attempted to quantify the additional staff hours that 
will be required to meet the IRS' reporting requirements (please reference the Summary Table 
on page 5). The summary table presented on page 5 uses the actual known staff time in hours 
for our most recently filed tax year (June 30, 2006 using 2005 tax forms) to determine the 
estimated time to complete the 2008 PROPOSED tax forms presented as part of the table. We 
have also taken the liberty to comment on the complete 2008 draft, including forms or schedules 
that may only be new only in part, or not new at all. 

Core Form 990: 

Part II Section A Compensation and Other Financial Arranqements with Officers, 
Directors, and Kev Emplovees -WFH is in full support of the new requirement to report 
calendar year compensation or payment information, based on Box 5 of the W-2 and/or 
Box 7 of Form 1099-MISC. This provides a simplified way to not only report the 
amounts, but to tie compensation to official information returns, which creates a 
decreased burden for both the reportiug organizations and the IRS. Please see 
additional comments at Sch J. 

Part II Section B Line 5b compensation and Relationships -WFH seeks clarification on 
the IRS definition of a business relationship for the performance of services for purposes 
of disclosures related to this line. In addition to the banking exception, we are also 
asking the IRS to consider other issues such as HIPPA, Attorney-Client Privilege, and 
others as it relates to the definition of a reportable business relationship in the following 
examples: 1) One board member has performed a surgery (is the personal physician) 
of another board member 2) One board member is an attorney (or a CPA) and does 
estate planning (or tax return preparation) for another board member. 3) One board 
member is an insurance agent and insures the home, auto, or business of another board 
member. We understand with the addition of "valued in excess of $5,000n, that 
relationships below this level would be excluded, but are concerned about any privacy 
issues with arrangements above this level. 

Part II Section B Lines 5a-5f Compensation and Relationships - Due to the confusion in 
this area, WFH appreciates the additional clarifications and examples provided by the 
IRS in the 2008 PROPOSED instructions related to family and business relationships. 

- WFH seeks 
clarification on the following point: Under the IRS Tip, it states "the organization is not 
required to provide information about the relationships identified for lines 5b-5e if it is 
unable to secure the information after making a reasonable effort to obtain the 
information" Why has line 5a been left out (family relationships)? With such a large 
organization and the many individuals that serve as officers, key employees, and board 
members, without direct disclosure from the individual, we normally have no knowledge 
of family relationships either that may exist. WFH recommends adding 5a, family 
relationships to this Tip. 

Part II Section B Line 5f Page 19 of 47 under Instructions "Tip" - WFH is bringing an 
inconsistency to the IRS' attention. Page 19 of 47 under "Tip" states "An example of a 



reasonable effort would be for the Form 990 preparer or an officer eligible to sign the 
Form 990, to distribute a questionnaire annually to each person listed in Part I1 Section 
A." But on Part II Section B Line 5, it states only "During the tax year, did any person 
who is or was an officer, director, trustee, or key employee within the past 5 years". This 
might lead one to believe that the annual questionnaires may only need to be sent out to 
individuals listed as part of Part II Section B Line 5, while still naming (on the annual 
questionnaire) all individuals listed on Part II Section A. Since Part II Section A also 
includes current and former top 5 compensated employees, did the IRS intend or not 
intend to include this category as part of Part II Section B Line 5? 

Part II Section B Line 6 Compensation Related to Former Officers, Triaclering 
Completion of Sch J - To avoid confusion, WFH would recommend changing the 
sentence "former officers, directors, trustees, key employees, or highest compensated 
employees in Section A" to "former officers, former directors, former trustees, former 
key employees, or former highest compensated employees in Section A", as that is 
what we are assuming is beirrg asked. 

Part II Section B Line 8 Compensation Triaaerina Completion of Sch J -WFH often has 
severance accruals that are required to be accrued, footnoted in the general explanatory 
attachment of the electronic return, and added to other compensation for purposes of 
990 reporting. WFH recommends changing "Did any individual listed in Section A 
receive or accrue more than $250,000 of reportable of other compensation including 
deferred compensation, nontaxable fringe benefits and expense reimbursements?" to 
"Did any individual listed in Section A receive or accrue more than $250,000 of 
reportable or other compensation, including, but not limited to, deferred compensation, 
severance payments, nontaxable fringe benefits, andlor expense reimbursements?" 

Part II Section B Line 10a Top Five compensated Independent Contractors - WFH 
supports the following IRS changes in reporting independent contractor payments: 1) 
Decreasing the number of independent contractors from 10 to 5 2) Reverting back to 
the 2004 methodology of combining "professionaln and "other" services and finally 3) 
Increasing the threshold from $50,000 to $100,000. All three changes will serve to 
decrease our reporting burden. 

Part IV Line 6 Tax Exempt Bonds -The IRS has requested that income from investment 
of tax-exempt bond proceeds be reported on this line, to include earnings on escrows 
securing defeased bonds. These amounts may not appear on of our financial 
statements, which will make this very difficult information to gather. 

Part VI Line 21 Tax Exempt Bond Liabilities - WFH would recommend that clarification 
be provided on whether tax exempt bonds which have been legally defeased (that are 
no longer reported in our financial statements) are required to be included. 

Part IX Line 2 Statement of Program Service Accomplishments - WFH likes the new 
section which asks for the organization's most significant program accomplishment for 
the year, however with such a variety of activities for our larger organizations, it will be 
difficult to determine only one. 



Glossaw: 

Overall, we are very pleased with the addition of the "glossary" and are happy to finally 
see clarification related to how the top five compensated employees (other than officers, 
directors, and key employees) are determined (by using Box 5 of their W-2). Other 
definitions that standout and provide needed clarity include excess benefit correction, 
family relationship, control for purposes of related organizations, business relationship, 
and others. This glossary is a move in the right direction to clarify certain concepts and 
will positively impact the IRS, the non profit tax preparer community and others. 

WFH seeks clarification from the IRS on whether the definition of "disqualified person" 
should include a substantial contributor for a 509(a)(3) or any other organization. We 
were previously under the impression that the answer was yes, yet see no mention of it 
here. 

WFH recommends adding the term "transactional expenses1' to the IRS Glossary, using 
the definition as provided on Page 2 of 5 of the Sch N instructions. 

WFH recommends the addition of the definition of "gaming" to the IRS glossary, using 
the definition as provided on Page 3 of 6 of the Sch G instructions. 

Schedule A Public Charitv Status: 

Sch A Part Ill Heading - It is reported in the IRS "Rationale of Schedule A" that the IRS 
eliminated the requirement to use the cash method of accounting, yet "Use the cash 
method of accounting" still appears in the heading of Part Ill. 

Sch A Part I Reason for Public Charitv Status - WFH likes how you have included the 
code sections 509(a)(2) to Line 9 and 509(a)(3) to Line 11 and are wondering if you 
could take a similar approach with 509(a)(l) (Line 7-8). 

Sch A Part I Reason for Public Charitv Status - (also see comment at Sch E). The 
medical residents FICA withholding issue is moving in the direction that could make 
revisions necessary so that future tax reporting by teaching hospitals would be subject to 
both Sch E and Sch H completion. 

Sch A Part I Line n(i - iii) Reason for Public Charitv Status, New Question on Gifts or 
Contributions Received after Aun 17, 2006 - WFH seeks clarification from the IRS on 
the following example: We are preparing the 990 of Parent Corp, a 509(a)(3) 
organization that supports Hospital A. John Smith is a board member of Hospital A. 
John Smith's Company, Smith Brothers, has made a charitable donation to Parent Corp, 
and has been listed on Parent Corps Sch B as a substantial contributor. Based on our 
interpretations, alone, John Smith does not "control" either directly or indirectly either 
organization. Nor does John Smith, together with any family member or with Smith 
Brothers (a 35% or greater business affiliate) directly or indirectly control either 
organization. Yes we have accepted a donation, but there is no control. Are we correct 
to answer "NO" to all three questions? Likewise, if the donation were made to Hospital A 
instead of Parent Corp (or if John Smith were a board member of Parent Corp instead of 
Hospital A), would the outcome be the same? (In our opinion, it would). 



Sch A Part I Line h(v) lnformation on Supported Organizations and if thev were Notified 
of Support -WFH is seeking clarification from the IRS on what this question means. Is 
this a one time notification that the supported organization is beirlg supported by the 
supporting organization per the corporate bylaws, or is this an annual notification 
requiring the quantified support be communicated? Is there a requirement to "notify"? 

Sch A Part I Line h(vii) lnformation on Supported Organizations, Support Quantified -
Quantifying "support" in terms of a dollar amount will require several new procedures to 
be put in place, especially if the IRS is moving toward reconciling "support provided" by 
the supporting organization to "support received" by the supported organization. For 
large systems that are all members of a controlled group of providers, it is not 
uncommon to have monthly allocations related to this support, but tracking these 
allocations can be extremely cumbersome because they appear in different general 
ledger accounts. Complying in this area will dramatically increase our tax reporting 
burden. We would also seek clarification on what the IRS considers "support", as this 
term is not defined in the IRS' new glossary. 

Sch A Part Ill Support Schedule for 509(a)(2) Orgs -WFH supports using Sch A Part II 
or Ill in lieu of Form 8734 for requesting a change in public charity status from 509(a)(3) 
to either 509(a)(2) or 509(a)(l). Our recommendation would be that in the year the 
organization requests the change, they would not only complete their "normal" 
information related to Line 11, but also would complete Part II or Part Ill (Support 
Schedule). The completion of both Part I Line 11 and Part II or Ill would be the IRS1s 
trigger that a change in public charity classification had been requested. We would also 
recommend adding a check box at Line II f  stating "Change in Classification Requested, 
See Part II or Ill". If approved, in the following year, the organization could then check 
the applicable Line 7, 8, or 9 related to their newly approved public charity status. 

Schedule B Contributors: 

Sch B Part II Description of Non cash Propertv - Considering the addition of the new Sch 
M for Non Cash Contributions, Sch B Part II now seems duplicative related to the 
description of non cash property (See Comment at Schedule M also). 

Sch B Part II Column B Description of Non cash Propertv - "Description of non cash 
property given" should be replaced by "Description of non cash property received'. 

Sch B Instructions (Reference page 9 of 2006 instructions, Column 2 Paragraph 2) 
related to which contributors must be listed under the special rule for 501 (c)(3)'s meeting 
the 33 W support test must eventually be revised as there is no longer a l i n e  l e "  per 
the 2008 PROPOSED 990. 

Schedule C Political and Lobbyinn Activitv: 

Sch C Part Il-B Line 2a Tax on Disqualifvina Lobbving Expenditures Question - WFH 
was initially confused with how this question reads, and are suggesting to reword it to 
"Were any of the activities listed under Line 1 subject to the tax on disqualifying lobbying 
expenditures under Section 49 12?" 



Schedule D Sup~lemental Financial Statement Detail: 

Sch D Parts I-VII Assets, Investments. Securities, and Liabilities Balance Sheet Detail -
Certain classes of assets, investments, securities, and liabilities, especially tax exempt 
bond issues, can have rather long names. WFH would recommend adding the 
appropriate amount of space under column heading "a" (description of security, 
investment, or asset) which would enables us to enter a complete name. Along these 
same lines, the IRS currently or~ly provides for 5 lines in each of Parts I - VII. WFH 
normally has a need for up to 10-15 lines in any needed category, so we would 
recommend adding 10 lines (15 lines total) to each Part I -VII. 

Sch D Part V and Part VI Proqram Related Land, Buildinas, and Equipment and Other 
Assets - WFH has many more categories of assets that fall into Part V and Part VI. 
Would recommend adding several more lines to allow for this. 

Sch D Part VI Other Assets -We believe the IRS had an incorrect reference stated as 
"Complete the table for assets not reportable on lines 1-16. (Form 990, Part VI, Line 
17)". The correct reference should be "Complete the table for assets not reportable on 
lines 1-15. (Form 990, Part VI, Line 16). 

Sch D Part VII FIN 48 Footnote Disclosure - The new FIN 48 disclosures (Accounting for 
Uncertain Tax Positions) on this Schedule will now make it necessary for the Tax 
Department to work much more closely and directly with our financial auditors in 
determining what, if anything, qualifies for FIN 48 disclosure, and how each position will 
be documented. While this closer working relationship is ultimately a positive thing, it 
will also increase our burden in terms of tax reporting. The amount of space on the tax 
return where any FIN 48 footnotes are recapped is also insufficient. WFH recommends 
adding several lines or a supporting schedule in this area. 

Sch D Part X Art and Historical Treasures Question - The new footnote disclosure 
related to art and historical treasures seems like a reasonable way of increasing 
transparency regarding collections of this type. 

Sch D Part XI1 Endowment Funds - Compliance in this area will create a need to 
implement several new procedures for data gathering, as well as educating philanthropy 
personnel in providing information in a way that is useful to the tax department for 
reporting purposes. It also remains to be determined how administrative expenses will 
be allocated to endowment funds, and other issues related to reporting on the current 
year and four prior years. These issues in combination will significantly increase our 
burden. 

Sch D Part XI1 Endowment Funds - We believe the IRS has an incorrect reference 
stated as "Form 990, Part VII, Line 6", which deals with tax exempt bonds. The correct 
reference should be "Form 990, Part VII, Line 16". 



Schedule E Schools: 

Sch E General Comment - Due to our primary exempt purpose being to provide 
healthcare services, we have had little exposure to this Schedule. As such, we will defer 
comments on this Schedule to non profit universities and others who are more 
knowledgeable with this Schedule. 

Sch E Question as it Applies to Teachina Hospitals - Due to the pending Medical 
Residents FICA issue, we seek clarification from the IRS on whether this Schedule, and 
the related IRC 5 17O(b)(l)(A)(ii), could be revised in order to apply to a teaching 
hospital with regular faculty and intern and resident students. Depending on the 
outcome in this area, one recommendation would be on the new Sch H, next to the 
check box for "teaching hospital1', that an "also complete Sch E" could appear. 

Schedule F Foreign Activities: 

Sch F General Comment - Now that the IRS has increased the "scope" of activities 
conducted outside of the United States that are required to be reported, WFH will have 
to implement new information-gathering procedures to ensure we have captured all 
activities that may have occurred outside the United States. This will materially increase 
our reporting burden, however we expect relatively few 990's (we are estimating 
approximately 10 of 40 total) will be impacted by this change. 

Sch F Instructions Page 2 - WFH notes that the IRS instructions provide the following 
examples of program services conducted outside of the United States: "operating an 
orphanage, school, hospital, or church, temple, or synagogue; disaster relief efforts, and 
providing indigent relief". WFH assumes conducting recruitment efforts overseas 
(obtaining employees), or contracting with a language interpreter residing in Spain would 
fall under "business" or "trade" activities, but the IRS is silent on this point. WFH would 
appreciate some exarnples or clarification on "business" and "trade" activities. 

Sch F Part I Line 1 Column f Total Expenditure In Country -WFH would recommend the 
IRS clarify "total expenditure in country" related to the following points: 1) Is only the 
amount spent while actually in the foreign country required to be included, or are all 
expenses related to that activity required to be reported? 2) We assume the IRS wants 
reporting in USD (US Dollars) and not the local foreign currency, but is silent on this 
point. If expenditures are made in the foreign currency, the IRS should consider 
providing clarification on the date of valuation for purposes of any necessary foreign 
currency conversions. 

Sch F Part 1 Line 5a Grants Issued to Related Persons - Should also include "Key 
Employee" and possibly "Top Compensated Independent Contractors1' and "Top 
Compensated Employees" as "persons with an interest in the organization". WFH also 
seeks clarification on the IRS definition of blood "related" for purposes of this question. 
WFH recommends the IRS adopt the same definition of "family" and "business" as the 
2006 Part V-A Line 75b for this purpose. 

Sch F Part Ill Grants and Other Assistance to Individuals Outside the United States - Is 
not cross referenced at the Form 990 Part V Line 3. The IRS may have intended this 



due to form 990 Part VII Lines l a - l c  (where Schedule F is cross referenced), but WFH 
would recommend also adding something at Part V Line 3 so this is clear. 

Schedule G Fundraising and Gaming: 

Sch G General Comment - Pending clarification on the items below, Sch G appears to 
be well designed and easy to understand. The presentation of this schedule aids in 
organizing and understanding the concepts which still seem to meet with much 
confusion. That said, WFH will need to make several changes in terms of accounting 
and data collection in order to present the needed information to facilitate the tax 
reporting for purposes of this schedule. This will require training of foundation, 
accounting, and philanthropy staff to gather the data in a way that is accurate and useful 
to the tax department, as well as ensuring tax reporting compliance related to prize 
winners, donors, and others. These process improvements will substantially increase 
our reporting and complying burden. 

WFH recommends the addition of the definition of "gaming" to the IRS glossary, using 
the definition as provided on Page 3 of 6 of the Sch G instructions. 

Sch G Part I Line I b  Written or Oral Aareement for Fundraisina Activities Question -
WFH seeks clarification on the intent of this question, and what would constitute an "oral 
agreement" for this purpose. We also believe the IRS meant to cross reference the 
individuals listed in Form 990 Part II (and not Part Ill). 

Sch G Part II Special Events -WFH seeks clarification on raffles and silent auctions, two 
activities that are often conducted as part of a special event, and how this relates to 
"Cash Prizes'' (Line 4) and "Non-cash prizes" (Line 5). We assume the amount received 
for the sale of a raffle ticket would be reported in Line 1 Gross Receipts with the resulting 
pay out reported on Line 4 Cash Prizes. The direct costs of purchasing the raffle tickets 
by the organization would be reported on Line 7 Other direct expenses. Likewise for 
silent auction items, the amount of the winning bid would be reported on Line 1 Gross 
Receipts with the resulting fair market value of the item awarded reported on Line 5 "non 
cash prizes". Is this correct? We are also seeking clarification on how Line 2 Charitable 
Contributions is affected, if at all, for silent auction items and raffle tickets. The silent 
auction item can potentially have two different fair market values associated with it - one 
at the date of donation, and one at date the item receives a winning bid. Normally they 
are the same, but can be different, especially for objects of art, rare coins, or anything 
else that more frequently fluctuates in value. For organizations that conduct limited 
raffles in relation to special events only, it would be preferable to report the raffle 
amounts as a component of the Part II Special Event and not have to break out for 
purposes of reporting on Part Ill Gaming. 

Sch G Part Ill Line 6 Volunteer Labor - Most of our special events and gaming activities 
are run by employee's who are volunteering their time. Although these employee's are 
sometimes salaried staff, they are technically not paid for their time in helping with the 
special event. WFH seeks clarification on the term "Volunteer Labor" in this regard. We 
assume this would only include non employees, but the IRS is silent on this point. 



Schedule H Hospitals: 

Sch H General Comment - WFH has closely participated in conference calls with CHA, 
AHA, and other state hospital associations, and are relying heavily on Schedule H input 
that has already been provided. However, we will take this opportunity to reemphasize a 
few things here. 

Sch H CHA Checkbox Recommendation to ldentifv "Hospital Tvpe" - We have reviewed 
the revised Schedule H as proposed by CHA, and like the idea of having a checkbox at 
the beginning of the Sch H to identify hospital "types". This is critical for a variety of 
reasons, mainly because your hospital "type" (critical access, teaching, disproportionate 
share, etc.) is often directly related to the hospital's patient population, reimbursement, 
and thus charity care, bad debt, and ultimately community benefit. 

Sch H CHA Recommendation to Aaare~ate Communitv Benefit - We are in support of 
the CHA's aggregating concept which seeks to include related organizations that 
conduct community benefit activities on behalf of their related supported organizations. 
All of our hospitals have separately incorporated foundations andlor auxiliaries which 
participate in community benefit activities on behalf of the hospitals they support. We 
are in favor of making the necessary form revisions in order to include this information as 
part of our community benefit activities. 

Sch H Part II Billinas and Collections - This section requires us to gather information 
that we have previously not had to gather for purposes of 990 presentation and will 
dramatically increase our reporting burden. Additionally, this information is then required 
to be broken down by type of insurance, causing us to make further modifications to our 
existing procedures in order to comply with the information in this new section. 

Sch H Part II Lines 2-3 Discounts and Net Expected - We are confused on the 
terminology used and would recommend the following changes if the IRS decides to 
keep this section: 1) Change Line 2 from "Discounts" to "Contractual Allowances" and 
2) Change Line 3 from "Net Expected" to "Line 1Minus Line 2". 

Sch H Part II Line 4 Fees Collected - We seek clarification from the IRS on how "Fees 
collected" should be reported related to accounting timing differences such as accruals. 
For example, if your "Net expected" recorded at 06130106 was $1,073,000 but the cash 
related to this amount was not collected until 9 months later (in the next fiscal year), 
what should be reported on the 06130106 990? And the 06130107 990? 

Sch H Part Ill Mana~ement Companies and Joint Ventures - This entire section should 
be removed, or alternatively would seem more appropriately placed with Schedule R, 
related organizations. 

Sch H Part V Facilitv Information - We are seeking clarification on whether or not 
Wheaton Franciscan Medical Group, Inc., a non hospital entity but an entity "providing 
medical care" would be required to complete Sch H. For medical groups, listing every 
physical address will be overly burdensome as our medical groups are normally affiliated 
with perhaps 25-50 separate outpatient clinic addresses at any given period in time. 



Schedule IGrants and Other Assistance: 

Sch I Part 1 Line 2a Grants to Related Persons - Should also include "Key employee" 
and possibly "Top Compensated Independent Contractors" as "persons with an interest 
in the organization". WFH also seeks clarification on the IRS definition of blood "related" 
for purposes of this question. WFH recommends adopting the same definition of "family" 
and "business" as the 2006 Part V-A Line 75b instructions for this purpose. 

Sch I Part II Line 3 Total Number of Other Omanizations -There does not appear to be 
a properly formatted line in which to enter the information related to "Enter total number 
of other organizations". 

Schedule J compensation: 

Form 990 Part II Sections A and B and Sch J General Comment - In addition to tracking 
compensation data related to former directors, the IRS has now added former officers, 
former trustees, former key employees, and former top five compensated employees to 
this requirement usirrg a five year look back period. Without exception, tracking this 
compensation data is extremely cumbersome to say the least, and now, the scope of 
this area has once again been increased. This issue also impacts the due diligence we 
are required to complete related to family and business relationships (Part II Section B 
Lines 5a-5f) by increasing the pool of reportable individuals and businesses which must 
be analyzed and compared for these relationships. Although the IRS does not expect 
Sch J to affect many organizations, for large healthcare systems such as WFH, this 
change will cause an extremely increased burden, as well as trigger the completion of 
Schedule J each year for almost all of our organizations. While WFH supports 
transparency in this area, we feel that these reporting requirements are becoming more 
comprehensive and burdensome each year. In addition to several processes that must 
be changed to gather this data, including but not limited to due diligence efforts, we are 
estimated this impact alone to be approximately 450 additional hours. 

Sch J Line 1 Officers, Directors, Trustees, Kev Emplovees, and Hiahlv Compensated 
Emplovees - Incorrectly states "Do not list any individuals that are not listed on Form 
990, Patt /If'. The correct reference, we believe, should be to Part 11. 

Sch J Compensation Template - WFH anticipates this will become a very useful tool, 
and in general although our burden will substantially increase due to this new Schedule, 
the creation of the template will serve to mitigate it somewhat. WFH recommends that 
the Column heading names be added under each B(i) - H, and also added to Page 10 of 
11 to assist in its use. Also consider adding the following categories of compensation: 
tuition assistance, malpractice insurance, pension plan, elective deferrals such as 403(b) 
and 401 (K), and loan forgiveness. The IRS may even want to consider adding a column 
for "not included anywhere as compensation", instead of leaving blank, so as to avoid 
confusion. 

Sch J "Triaaer" Questions on Form 990 Part II Section B Lines 6 - 9 Requiring 
Completion on Sch J - WFH seeks clarification from the IRS on the following point: 
When a "yes" response is received on Form 990 Part II Section B Lines 6-9, WFH 
assumes only the specific individuals that triggered the "yes" response be carried to Sch 



J, where more in depth compensation information will be provided on just those specific 
individuals. Is this correct? 

Sch J Col E Nontaxable Expense Reimbursements - WFH notes that the IRS has now 
added all reimbursements made under an accountable plan to total compensation, a 
category not previously required to be factored in as part of compensation. Again, 
although we anticipate this information will be relatively simple to gather, it none the less 
creates an increased burden. 

Sch J Instructions Page 6 of 11 Nontaxable Frinqe Benefits - WFH would like to point 
out that nontaxable tuition assistance under 5127 of up to $5,250 should also be 
included as an element of "Nontaxable Fringe Benefits" (tuition assistance can also fall 
under §I32 which appears to have been included). 

Schedule K Tax Exempt Bonds: 

Sch K and Form 8038 General Comment -When a bond is issued or refunded, the IRS 
requires Form 8038 to be filed within 2 months following the end of the quarter in which 
the bond was issued. There is some information on Sch K which is duplicative of 
information already provided on Form 8038 (Sch K Part I and I1in particular). WFH has 
recently reorganized and brought in-house an internal office of general counsel, and will 
need to verify the details of old Forms 8038 related to availability and location, 
increasing our burden in this area. 

Sch K General Comment on Burden - To gather Sch K information on all our bond 
issues will be a monumental task requiring a material amount of staff time to go back to 
the inception of each bond issue, and trace each forward to the current reporting period. 
The impact of this new Schedule is not yet fully known, but we estimate the total 
increased burden to be approximately 1,000 hours. 

Sch K General Comment on Defeased Bonds - It appears from reading the IRS 
instructions that detailed information on legally defeased bonds that are no longer on the 
organization's financial statements need to be included, and we seek clarification on this 
point. Information on private use and other detailed information may not be readily 
available if the defeasement occurred many years ago. We would be opposed to such a 
requirement, as the additional effort required to gather this information would be 
enormous. Pending clarification on this point, we have included this issue in our 
estimated increased burden of 1,000 hours. 

Sch K General Comment on Space Limitation - For large healthcare organizations, 
considering the amount and variety of projects that each bond issue can potentially fund, 
we would advise that increased space would need to be made available, in order to 
provide all the detail the IRS is requesting on this new schedule. 

Sch K Part Ill Private Use -WFH comments that this section will be particularly difficult 
and labor intensive, requiring a material level of staff time by the tax, legal, and 
accounting departments. It may also create a need for an external third party, which will 
cause non-profit organizations to potentially incur fees. We would recommend that the 
IRS implement some trigger to filling out this section, such as a "No" response to either 
question at Line 2b or 3b. Even this may not be adequate, because it is our 



understanding that very few bond issues meet the safe harbor requirements of 97-13 or 
97-14. We would respectfully request that the IRS reconsider this Part Ill, and the 
additional burden it will place on non profit organizations. 

Sch K Part IV Compensation of Third Parties -WFH recommends adding the definition 
of "Formal Selection Process" as it relates to Sch K Part IV, and asks for clarification in 
this regard. 

Schedule L Loans: 

Sch L General Comment on Due Diliaence - We don't, as a general rule, provide loans 
to, or receive loans from, any officers, directors, or key employees. We like this 
schedule, however, because it is a good reminder to double check for other potential 
loans to disqualified persons. On occasion, we may have a child or spouse of a key 
employee or officer that is employed by a related organization, and who could have 
applied for one of our loan programs such as The Employee Hardship Program. Also on 
occasion, there may be an income guarantee or other arrangement in place with a 
physician board member. This schedule is relatively simple to complete, and serves are 
a reminder to check for these loans. 

Schedule M Non cash Contributions: 

Sch M General Comment on Duplicative Questions as compared to Sch B - Considering 
the addition of the new Sch M for Non Cash Contributions, Sch B Part II now seems 
duplicative related to the description of non cash property (Also see comment at Sch B). 

Sch M General Comment on Increased Burden - WFH needs to implement several 
process improvements in order to comply with gathering the information on this form. 
Several key decisions need to be made on valuation issues. For example, will we use a 
certain valuation method for one type of contribution, such as vehicles, without 
exception? Should different valuation methods be implemented? And under what 
circumstances? Are we currently in compliance with 1098-C issuances? And are all the 
Forms 8283 currently being forwarded to the tax department? What procedure will be 
implemented to ensure all relative information is being communicated by the 
philanthropy department to the tax department? WFH needs to make substantial 
improvements in this area in order to comply with these reporting requirements, and this 
will dramatically increase our reporting burden. 

Sch M Line 28b Number of 1098-C's Issued - There is no place to insert the number of 
1098-C's that were issued to report the sales price of any vehicles donated to our 
organizations. 

Sch M Line 29 -The word "contribution" is misspelled (last word in sentence). 

Sch M General Comment on Timing of Valuation Determination - WFH seeks 
clarification from the IRS on the following valuation point: It appears from reading the 
Sch M instructions that any non cash donation must be recorded at the date of the 
contribution, independent of whether income is recorded at that same date. For 
purposes of a donated item, if the fair market value on the contribution date was used to 
record the "value" for purposes of Sch M, then later sold (in a later fiscal year for 



example) at an amount different than that originally reported on Sch M, how is this 
reported, if at all? 

Schedule N Termination or Significant Disposition of Assets: 

Sch N General Comment - In a merger or dissolution, what is normally transferred to a 
surviving or related organization (in order to zero out the balance sheet of the eliminated 
organization) is the "net equity" of the eliminated corporation (2006 Form 990 Line 21) 
which is oftentimes negative, so the ability to enter dispositions of assets that allow both 
positive andlor negative numbers on Sch N becomes important. 

Sch N Instructions, Pane 2 of 5, under Part I Liquidation. Termination, or Dissolution -
There are several areas throughout both the schedule and the instructions, that the use 
of the word "attach" is used in the traditional sense (related to the filing of a paper 
return). WFH recommends with the onset of e-filing, that a separate set of instructions 
for "attaching" documentation related to an e-filed return be added and emphasized, in 
order to encourage e-filing. 

Sch N Part I Line Ic- Id  Liquidation, Termination or Dissolution - WFH recommends 
adding the term "transactional expenses" to the IRS Glossary, per the definition 
appearing on Sch N Instructions, Page 2 of 5. 

Sch N Part I Line 2a-2e (and also Part II Line 9a-9e) Officers and Kev Emplovees of 
Successor and Transferee Organizations - With larger systems, mergers and other 
reorganizations are very common. The amount of information that could potentially need 
to be included here, especially in the context of a hospital merger and the resulting 
severance payments for any officer or key employee positions eliminated, could be 
substantial. We are concerned that under this scenario, the software may not allow for 
the needed space to properly report the information asked for. Line 2e does not seem to 
provide adequate space to fully address all potential issues requiring explanation from 
Lines 2a-2d. 

Sch N Part I Line 7a-7c Tax Exempt Bonds Outstanding at Time of Restructuring - The 
information requested related to the discharge or defeasement of any tax exempt bonds 
will cause an increased tax reporting burden. However the number of organizations 
meeting the requirements for filing Sch N should be relatively small each year. 

Sch N Part I vs. Part II -WFH seeks clarification from the IRS on the following point: It 
appears from reading the instructions that in a merger, the "eliminated" entity would 
complete Sch N Part I and the "surviving" entity would fill out Sch N Part II. However, 
the Part II Schedule itself does not seem to support this. For example, the questions on 
Part II Lines 9a-9e read exactly the same as the questions in Part I Lines 2a-2e. In the 
context of a merger, the IRS may want to consider rewording the successor organization 
questions in Part II Lines 9a-9e. 



Schedule R Related Oraanizations: 

Sch R General Comment - Sch R will be tremendously burdensome, in particular Part V, 
due to the fact that we are a large and complex healthcare system of interconnected 
controlled group members, and have substantial related organization relationships. 

Sch R Parts 1-11 Column G and Parts Ill-IV Column D Direct Controlling Entity - It is a bit 
unclear as to when this applies, or when an "NIA" should be entered. We have 7 system 
organization charts, all with the same parent organization. Would an Iowa organization 
be considered to "indirectly control" a Milwaukee organization (2 separate organizational 
charts), simply because they have the same parent organization? In our opinion, no, yet 
the IRS instructions read as if the answer to this question would be yes 

Sch R Part Ill Column I Identification of Related Oras Taxable as a Partnership Code V 
on K-1's -WFH comments that this is an excellent double check for potential UBI. 

Sch R Part V Transactions with Related Organizations - WFH feels In general this 
section is overly burdensome. Transactions of this nature are not uncommon for large 
systems, and the extensive detail asked for in this section will require that we make 
several process changes to more closely track these types of transactions. The impact 
of Part V alone is estimated to be approximately 400 additional hours. 

Sch R Part V Line la-b Ca~ital Contributions to Related Organizations - How is "capital 
contribution" defined outside of the partnership context? For example, if we make an 
investment in a joint venture that is not taxed as a partnership, is this still considered to 
be a "capital contribution"? WFH comments that a better word may be "investment". 

Sch R Part V Lines le-q Asset Transfers to Related Organizations - Many times 
members of controlled groups move their assets without actually consummating a 
"purchase" or "sale". For example, the net book value of a piece of MRI equipment 
might be transferred from one hospital to another through the use of a balance sheet 
account called a "due to" or "due from". This type of balance sheet account is used 
between related organizations that share the same cash account, but cash is never 
actually exchanged. Which line would apply in this example? We assume this would be 
an "exchange" but the IRS instructions are not clear on this point. 

Sch R Part V Lines 1i and 1 k Performance of Services to or bv Related Oraanizations -
we are seeking further clarification from the IRS on when these lines apply. For 
example, when are you considered to be performing services "for" another organization? 
And when are you considered to have "received" some level of service? Related to 
fundraising services, there are a variety of issues from an accounting standpoint that 
may need to be considered such as the date the donation is received, recorded, how it is 
restricted (if at all), when it is "released" from restricted assets, what fund it benefits and 
which organization that fund rolls up to, among other things. These lines leave many 
questions unanswered. 



Conclusion 

In conclusion, the additional reporting burden related to the PROPOSED 2008 Form 990 and its 
related Schedules are estimated to be approximately 4,865 hours in total. Calculating the 
increased burden across the currently 40 990's we prepare in house, the impact per 990 will be 
approximately 122 average additional hours of staff time for each 990. We would also draw 
your attention to the Summarv Table presented on Page 5 and the Summarv of Findings, in 
narrative form, presented on Pages 3-4. 

In the opinion of WFH, this increased tax reporting burden is substantial, and we would 
respectfully request that the IRS consider some alternatives that have been suggested in order 
to decrease this burden, especially the phased in implementation as described on Page 2, last 
paragraph of this correspondence. WFH is very committed to assisting in this project. Should 
you have any further questions, please contact me by phone at 414-465-3542 or via email at 
elizabeth.schinko@wfhcg. 

Sincerely, 

Elizabeth A. Schinko 
Manager of Tax Compliance 
Wheaton Franciscan Healthcare 



 

From: Pete Willson 

To: *TE/GE-EO-F990-Revision; 

CC: Donna Shelton; Keith.Hearle@veriteconsulting.com; Ann 
Langley; Shawn Gremminger; 

Subject: Comments of the National Association of Children"s Hospitals 
on the Proposed Changes in Form 990 

Date: Friday, September 14, 2007 1:45:37 PM 

Attachments: nach comments on 990 form.doc 

The National Association of Children’s Hospitals is pleased to submit the attached 
comments, which also are embedded below. 

We would be pleased to try to answer any questions you might have. Please 
contact me at the phone numbers or e-mail address below. 

Thank you for your consideration of our comments. 

Sincerely, 

Peters D. Willson 
Vice President for Public Policy 
National Association of Children's Hospitals 
401 Wythe Street 
Alexandria, VA 22314 

Ph: 703/797-6006 
Cell: 301/980-1569 
Fx: 703/684-1589 
pwillson@nachri.org 
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September 14, 2007


Internal Revenue Service


Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW


Washington, DC  20224


Re:  Comments on Form 990 and Schedule H

Dear Internal Revenue Service:


We are writing on behalf of the National Association of Children’s Hospitals (N.A.C.H.), which represents 140 tax-exempt children's hospitals across the country, including acute care children’s hospitals that serve all children and specialty children’s hospitals that serve children with chronic conditions.


N.A.C.H. is dedicated to assisting its member hospitals in the fulfillment of their missions of providing clinical care, training, research and public health advocacy to benefit all of the children in their communities.  The Association is the public policy affiliate of the National Association of Children’s Hospitals and Related Institutions (NACHRI), which serves more than 200 institutions nationwide.  N.A.C.H. members include 60 tax-exempt independent children’s hospitals that operate under their own employer identification number (EIN) and 80 children’s hospitals that operate under the EIN of a larger, tax-exempt medical center or system of which they are part.  

We appreciate very much the Internal Revenue Service’s (IRS) efforts to engage the hospital community in a dialogue to improve reporting on tax-exempt hospitals’ community benefits. 


Tax-exempt children’s hospitals are the foundation of health care for all children in this country.  They represent less than five percent of all hospitals, but they provide 40 percent of inpatient care for all children and virtually all of the inpatient care for children with serious medical conditions.  They train most of the nation’s pediatric workforce, and they are responsible for most of the nation’s pediatric research.  They are major partners with state and local governments in the advancement of public health for children.  The ability of the children’s hospitals to fulfill these missions is critically important, because the health care needs of children are distinctly different from those of adults.  
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Children’s health and well-being would be significantly harmed if only adult medicine were available to them.


We are aware that the IRS is receiving comments from several national hospital associations that address the full breadth of issues the proposed changes in Form 990 would raise for hospitals, including children’s hospitals, and we are supportive of many of those efforts.  However, our own comments address only those changes to the IRS Form 990 and Schedule H that are of greatest importance to children’s hospitals.  While the changes to the Form 990 and related schedules affect both independent children’s hospitals and children’s hospitals that operate under the EIN of larger tax-exempt medical centers, our comments focus specifically on the 60 independent children’s hospitals operating under their own EIN among our member hospitals.  

1.
The community benefit standard should be maintained


N.A.C.H. is aware of legislative proposals that would replace or substantially change the community benefit standard under which hospitals have received federal tax-exemption since 1969.  It is imperative that IRS policy retain a broad understanding of a hospital’s community benefit and not impose narrowly defined quantitative thresholds.  


For example, we are very concerned about proposals such as those of the staff of Sen. Charles Grassley, which would require all 501(c)(3) hospitals to devote a minimum of 5 percent of their operating expenses or revenues, whichever is greater, to charity care patients.  At a time when federal law guarantees health coverage to every child living in a family with an income below the federal poverty standard, children’s hospitals, on average, devote 16 percent of patient care to Medicaid payment shortfalls and charity care combined but less than 3 percent just to charity care.  A minimum 5 percent charity care standard could result in virtually every independent children’s hospital in the country losing its 501(c)(3) status, which in turn would result in a loss of more than $7 billion in financial support for independent children’s hospitals due to lost philanthropic contributions, lost tax exempt financing and new tax obligations.  


It would be an enormous blow to health care for low-income children, since children’s hospitals are an indispensable component of the health care safety net for children of low income families.  On average, these hospitals devote more than half of their patient care to children of low-income families.  It also would be an enormous blow to the entirety of pediatric health care, since independent children’s hospitals are the lynch pin of pediatric clinical care, training for the next generation of pediatricians and pediatric specialists, research focused on


Page 3


children’s unique needs and public health promotion for all children.   


We have communicated these concerns in greater detail in correspondence to Sen. Grassley, which is attached to this letter.  We recommend it to the IRS for its consideration. 

2.
Implementation of the new Form 990 form and related schedules should be delayed until hospitals have a chance to understand the new requirements and instructions.  


Hospitals need time to understand the new reporting requirements and instructions and to develop the necessary reporting systems.  If the instructions were published in mid-2008, then the first tax year to which the new Form 990 should apply would be 2010.  This is particularly important for children’s hospitals, because they provide an extraordinarily broad and complex array of community benefits.

3. The new Form 990 should allow hospitals to report community benefits provided by related organizations.


We believe permissive aggregation of community benefits should be allowed.  Many children’s hospitals have complex organizational structures and their community benefits, including clinical services, education, research, charity care, fundraising and other activities, frequently are provided by related entities that have a separate EIN.  The full scope of children’s hospitals’ community benefits best can be reported by allowing disclosure of relevant activities provided by related organizations.


4. The calculation of community benefits should include the losses incurred when serving Medicaid, State Children’s Health Insurance Program (SCHIP), Maternal and Child Health Block Grant (Title V) and other low-income patients with government benefits.


We are firmly in agreement that community benefit reporting should include the losses incurred when serving Medicaid, SCHIP, Title V and other low-income patients with government benefits.  On average, independent children’s hospitals devote more than half of their patient care to children of low-income and medically needy families in their communities.  They also play a disproportionately large role in the delivery of patient care to all such children nationwide.  Independent acute care children’s hospitals comprise less than one percent of all hospitals, but they provide nearly 16 percent of all inpatient care to children who are assisted by Medicaid and half or more of the nation’s inpatient care to children with serious medical conditions who are assisted by Medicaid.
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Children’s hospitals play such a large role in the delivery of hospital care to children assisted by Medicaid, in spite of the fact that Medicaid on average reimburses them 30 percent less than their cost of care.  Collectively, children’s hospitals incur hundreds of millions of dollars in annual financial losses related to Medicaid.  On average, Medicaid payment shortfalls represent 13 percent of operating expenses of an independent children’s hospital.  Children’s hospitals also incur losses from serving children who are insured under SCHIP and those who receive benefits under Title V.


5. Community benefits reporting should incorporate the net costs of hospitals’ community building programs.


We support the inclusion of community building activities as a part of community benefit reporting.  Independent children’s hospitals make fundamental contributions to the public health of their communities.  They provide services that go well beyond medical treatment.


Children’s hospitals operate primary and preventive care clinics as well as conduct immunization campaigns.  They also partner with others on injury prevention efforts, child abuse prevention and treatment, obesity prevention and treatment and other public health initiatives, most of which are provided with limited or no reimbursement to the hospitals.  For example:


· Injuries are the leading cause of death among children and a major cause of admissions of children to emergency departments and inpatient care.  In their roles as advocates for the public health of all children, children’s hospitals around the country are extensively involved in community efforts to reduce the incidence of injury.  They promote the construction of safe play grounds, distribute car seats and educate drivers how to install them safely, teach pedestrian safety to children in school, promote bicycle helmet use and operate poison control centers among other activities.

· Children’s hospitals are the frontlines of child abuse prevention and treatment.  For example, they are spreading the message—never shake a baby—and expanding efforts to help families prevent child maltreatment and provide nurturing environments for their children. To help individuals, organizations and communities, children’s hospitals have developed parent education programs and community partnerships to raise public awareness about child abuse and neglect. Programs are also designed to support families and prepare both professionals and the public to safeguard children from all forms of child abuse and neglect.
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6. Community benefits should also include net physician recruitment and retention costs if hospitals or government document unmet needs for these physician services.


At a time when the nation is experiencing serious shortages of pediatric subspecialists in many regions, the training programs of children’s hospitals and hospital subsidies for the recruitment and retention of these subspecialists are essential to the future of pediatric medicine.  Independent children’s hospitals are less than one percent of all hospitals, but they train 33 percent of all pediatricians, nearly 50 percent of all pediatric subspecialists and the majority of the nation’s pediatric research scientists.  Hospital subsidies for recruitment and retention of subspecialists are necessary when a community cannot independently sustain a pediatric subspecialty practice.  Many communities have a shortage of pediatric subspecialists, which are in very small numbers nationwide, because so few children require subspecialty services only the very largest metropolitan areas have a sufficient number of children requiring subspecialty care to sustain a subspecialty practice without hospital subsidy.

7. Schedule H should allow hospitals to highlight their fundraising activities.


We also believe that the Form 990 should allow hospitals to highlight their fundraising activities. It would enable them to demonstrate their efforts to raise additional funds for community benefit programs and activities.  It provides a clear indication that the community believes the hospital serves a charitable purpose.  Philanthropic support is critical to children’s hospitals’ viability.

8.
The presence of an emergency room should not be a threshold criterion for tax-exemption.  


There are two freestanding acute care children’s hospitals that do not operate emergency departments.  Only one of about 40 specialty children’s hospitals operates an emergency department.  These children’s hospitals should not be penalized for the absence of an emergency room, either because of other emergency care services available in their community or because a hospital specializes in the care of children requiring rehabilitation or children with chronic, non-acute care needs.  


The Form 990 should allow hospitals that do not operate their own emergency departments to indicate if their patients are served in emergency departments that are operated by a related organization.  This would be accomplished by including a question regarding the presence of an Emergency Room:  “If NO, please explain.”
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In closing, we respectfully request that these comments be considered carefully and appropriate changes be made to the Form 990 and related schedules.  We 

hope our comments and recommended changes will help improve the usefulness of the Form.  Please contact Peters Willson (pwillson@nachri.org or 703/797-6006) on the N.A.C.H. staff if you have any questions regarding our comments.  Thank you very much for your consideration of the N.A.C.H. comments.


Sincerely, 
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Lawrence A. McAndrews



Patrick M. Magoon


President and CEO




Chairman of the N.A.C.H. Board








President and CEO









Children’s Memorial Hospital









Chicago, IL
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August 14, 2007


The Honorable Charles E. Grassley


Ranking Minority Member


Committee on Finance


United States Senate


Washington, DC  20510


Re:  Comments on Tax-Exempt Hospitals: Discussion Draft

Dear Senator Grassley:


We are writing on behalf of the National Association of Children’s Hospitals (N.A.C.H.), which represents 140 tax-exempt children's hospitals.  We appreciate very much both your dedication to children’s health, as demonstrated recently by your leadership in advancing bipartisan legislation to reauthorize the State Children’s Health Insurance Program, and your commitment to ensuring appropriate accountability for tax-exempt hospitals. 


N.A.C.H. is dedicated to assisting its member hospitals in the fulfillment of their missions of providing clinical care, training, research and public health advocacy to benefit all of the children in their communities.  The Association is the public policy affiliate of the National Association of Children’s Hospitals and Related Institutions (NACHRI), which serves more than 200 institutions nationwide.  N.A.C.H. members include 60 independent children’s hospitals that operate under their own employer identification number (EIN) and 80 children’s hospitals that operate under the EIN of a larger, tax-exempt medical center or system of which they are part.  


Tax-exempt children’s hospitals are the foundation of health care for all children in this country.  They represent less than five percent of all hospitals, but they provide the majority of inpatient care for all children and virtually all of the inpatient care for children with serious medical conditions.  They train most of the nation’s pediatric workforce, and they are responsible for most of the nation’s pediatric research.  They are major partners with state and local governments in the advancement of public health for 


The Honorable Charles E. Grassley


August 14, 2007
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children.  The ability of the children’s hospitals to fulfill these missions is critically important, because the health care needs of children are distinctly different from those of adults.  Children’s health and well-being would be significantly harmed if only adult medicine were available to them.


Because of this, not only children’s hospitals but all of children’s health care would be uniquely and adversely affected if legislative proposals articulated in Tax-Exempt Hospitals: Discussion Draft issued on July 18, 2007, were implemented.  We appreciate very much the opportunity to explain this serious, adverse effect.


From an overall perspective, the Discussion Draft is helpful in providing additional perspectives and ideas regarding the requirements associated with federal tax-exemption and encouraging public debate about them.  However, we believe that action on federal legislation to change community benefit reporting requirements would be premature at this time.  The recently proposed revisions to the Form 990 issued by the Internal Revenue Service, as well as voluntary efforts of children’s hospitals and many other tax-exempt hospitals across the country to document and enhance the community benefits they provide, will yield important insights that should inform debate about the need for any future legislative reforms.  


Focusing more specifically on issues of concern to children’s hospitals, N.A.C.H. has the greatest concern about the proposal that hospitals exempt from federal income tax under Sec. 501(c)(3) must provide charity care in an amount no less than five percent of total operating expenses or revenues (whichever is greater).  While this staff proposal would pose serious challenges for both independent children’s hospitals and children’s hospitals that operate under the EIN of larger tax-exempt medical centers, our comments below focus on the independent children’s hospitals operating under their own EIN.  Additional comments on the Discussion Draft are provided in the attached addendum.


The coverage and financing of health care for children is distinctly different from that of adult health care.  A perfect illustration is the fact that a proposal to require 501(c)(3) hospitals to contribute five percent of total patient operating expenses or revenues (measured by the lesser of cost of care or Medicaid reimbursement) to charity care would set a standard that virtually no independent children’s hospital in the country would be able to meet.  


The Honorable Charles E. Grassley
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At best, failure to comply with this charity care requirement would result in a children’s hospital paying intermediate sanctions of hundreds of thousands to millions of dollars in new, annual excise taxes.  At worst, failure to comply could lead to revocation of the hospital’s federal charitable tax status, which would impose literally millions of dollars of financial hardship on individual children’s hospitals.  


Collectively, loss of 501(c)(3) status to all independent children’s hospitals could amount to billions of dollars lost to children’s health care, pediatric training, research and public health promotion.  That, in turn, would jeopardize health care for all children, not just children’s hospital patients.


As we discuss below, because of the different circumstances of children’s health coverage and the enormous impact of a charity care standard on children’s hospitals and children’s health, we would recommend retaining a broad definition of community benefit, including Medicaid payment losses and charity care as well as other benefits.  Were that not possible, we would recommend exemption of children’s hospitals, just as the draft proposes exemption of “critical access hospitals” as defined under Medicare law.


During the past decade, while the number of uninsured adults rose steadily, the number and percentage of uninsured children significantly declined. Today, nearly 20 percent of non-elderly adults are uninsured compared to less than11 percent of children, according to the U.S. Census Bureau.  


That trend is due in part to the fulfillment of the 1990 federal phase-in of mandatory Medicaid coverage for all children under age six with family incomes up to 133 percent of the federal poverty level (FPL) and all older children up to 100 percent of FPL.  It also is due in part to the 10-year implementation of the State Children’s Health Insurance Program, which extended health coverage to uninsured children of low-income families who do not qualify for Medicaid.


As a result, charity care at children’s hospitals is uniformly lower than at adult hospitals, because federal and state-sponsored insurance programs cover most children’s hospital patients who are not privately insured.  In particular, Medicaid, by far the nation’s single, largest payer of both children’s health care and children’s hospitals’ services, covers two populations of children who together account for the majority of children’s hospitals’ patient care: 1) the poorest children and 2) children whose medical expenses are so great that even middle income families qualify for Medicaid.  


The Honorable Charles E. Grassley


August 14, 2007


Page 4


Independent children’s hospitals, on average, devote less than three percent of their patient care to charity care patients.  However, the same hospitals devote a disproportionately large portion of their patient care – more than 50 percent on average -- to children of low-income and medically needy families in their communities.  For example, according to an analysis by The Lewin Group, on average an independent children’s hospital provides more than 20,000 inpatient days of care per year to children covered by Medicaid.  In contrast, on average a community hospital provides less than 1,000 inpatient days of care per year to children under Medicaid. 


Because of this exceptional commitment to children of low-income families, independent acute care children’s hospitals comprise less than one percent of all hospitals but provide 15.9 percent of all inpatient care to children assisted by Medicaid and an even more substantial portion of all inpatient care to children with serious medical conditions assisted by Medicaid.  


It is important to note that children’s hospitals devote more than 50 percent of their patient care to children assisted by Medicaid, despite the fact that on average Medicaid reimburses 30 percent below what it costs to provide the care.  On average, financial losses on Medicaid payment represent 13 percent of operating expenses of an independent children’s hospital or more than $2 billion nationwide.  Together, charity care and Medicaid payment shortfalls average 16 percent of a children’s hospital’s operating expenses.


To give you just one example, the State of Illinois’ expansion of health coverage to all children in recent years has resulted in a decline in charity care patients but a dramatic rise in Medicaid patients at Children’s Memorial Hospital in Chicago, one of the nation’s largest children’s pediatric academic medical centers.  Since 2000, Children’s has experienced a 57% increase in the volume of Medicaid inpatient days.  Medicaid as a percentage of total inpatient days has increased from 49.1% in FY2006 and peaked in FY2007 at 57%. In addition, the hospital has experienced a 36% increase in outpatient visits.  And Medicaid now represents more than 60 % of all emergency room visits.  As a result, for FY 2007, the hospital will incur a loss of $40.5 million on the care of children covered by Medicaid, because Medicaid payment rates fall so far short of the cost of care. 


 


Despite the enormous financial contribution children’s hospitals make to the care of low-income and medically needy children across the country, the proposals in the Discussion Draft would not count the substantial Medicaid 


payment losses that children’s hospitals incur toward the five percent charity care standard that 501(c)(3) hospitals would be required to meet.


The Honorable Charles E. Grassley


August 14, 2007


Page 5


In addition to not recognizing the huge financial cost that children’s hospitals experience in caring for low-income patients covered by Medicaid, a standard for 501(c)(3) status based on the amount of charity care a hospital provides also would ignore children’s hospitals’ role as the foundation of health care for all children – today and tomorrow.  For example: 


· Independent children’s hospitals are the centers of excellence for the nation’s sickest children.  Less than one percent of all hospitals, they account for nearly 50 percent of all inpatient care for children with spina bifida or cancer and 60 percent of all inpatient care for children requiring organ transplants.

· Independent children’s hospitals train 33 percent of all pediatricians, nearly 50 percent of all pediatric subspecialists and the majority of the nation’s pediatric research scientists.  At a time when the nation has major shortages of pediatric subspecialists in many regions, children’s hospital training programs are essential to the future of pediatric medicine.  


· Independent children’s hospitals house the premier centers of pediatric research in this country, which account for about $500 million in grant awards from the National Institutes of Health (NIH).  They are essential to the engine that drives pediatric biomedical research and accelerate the translation of bench research to bedside practice for children.  The exempt status of children’s hospitals is important to this support.  While NIH makes awards to both not-for-profit and for-profit institutions, more than 90 percent of its awards go to not-for-profit entities.


· Independent children’s hospitals are fundamental to the public health infrastructure of their communities and states through their primary and preventive care clinics, immunization campaigns, injury prevention efforts, child abuse prevention and treatment programs and other public health initiatives – most of which are provided with limited or no reimbursement to the hospitals.


The loss of their 501(c)(3) tax status would have an enormous financial impact on children’s hospitals.  They could incur more than $600 million in new tax expenditures.  They would lose more than $1 billion dollars in 


charitable giving.  And they would risk loss of more than $6 billion in tax- 


exempt financing.  Such losses would come on top of the more than $2 billion dollars in Medicaid payment losses the independent children’s hospitals already must absorb.  Such a financial burden would place 
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children’s hospitals in serious financial jeopardy, the cornerstone of children’s health care in this country.


The alternative of 501(c)(4) status is not a viable substitute for independent children’s hospitals, because it still would trigger the loss of their charitable support and tax-exempt financing.  Children’s hospitals are uniquely dependent on charitable contributions from private individuals, foundations, corporations and governments.  Such philanthropic support is a tangible recognition of their community benefits.  Children’s hospitals also are heavily dependent on tax-exempt bonds to expand their facilities and thereby meet the growing demand for their services as well as keep pace with rapid changes in medical technology and care delivery.


In closing, we urge you not to condition tax-exemption for children’s hospitals on an arbitrary measure of charity care.  Instead, we would recommend a standard based on all community benefits, including but not limited to charity care and Medicaid payment shortfalls.  Were such an approach not taken, it would be imperative to exempt children’s hospitals from the proposed charity care standard, just as your proposal would exempt critical access hospitals. 

We commend your commitment to ensuring that tax-exempt hospitals earn the benefits provided by 501(c)(3) status.  We would welcome the opportunity to discuss our concerns about how these proposals would affect children’s hospitals, and in turn health care for every child in this country.  


To that end, we will ask Peters Willson on the N.A.C.H. staff to follow up with your staff to see if we might be of assistance in providing any additional information you might wish to have in considering our recommendations.  In the meantime, thank you for your consideration.


Sincerely, 







[image: image2.png]@mk Ka “‘La—@“






Lawrence A. McAndrews



Patrick M. Magoon


President and CEO




Chairman, Board of Trustees


N.A.C.H.





N.A.C.H.










President and CEO









Children’s Memorial Hospital









Chicago, IL
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August 14, 2007 

The Honorable Charles E. Grassley 
Ranking Minority Member 
Committee on Finance 
United States Senate 
Washington, DC  20510 

Re: Comments on Tax-Exempt Hospitals: Discussion Draft 

Dear Senator Grassley: 

We are writing on behalf of the National Association of Children’s Hospitals (N.A.C.H.), 
which represents 140 tax-exempt children's hospitals.  We appreciate very much both 
your dedication to children’s health, as demonstrated recently by your leadership in 
advancing bipartisan legislation to reauthorize the State Children’s Health Insurance 
Program, and your commitment to ensuring appropriate accountability for tax-exempt 
hospitals. 

N.A.C.H. is dedicated to assisting its member hospitals in the fulfillment of their 
missions of providing clinical care, training, research and public health advocacy to 
benefit all of the children in their communities.  The Association is the public policy 
affiliate of the National Association of Children’s Hospitals and Related Institutions 
(NACHRI), which serves more than 200 institutions nationwide.  N.A.C.H. members 
include 60 independent children’s hospitals that operate under their own employer 
identification number (EIN) and 80 children’s hospitals that operate under the EIN of a 
larger, tax-exempt medical center or system of which they are part.   

Tax-exempt children’s hospitals are the foundation of health care for all children in this 
country. They represent less than five percent of all hospitals, but they provide the 
majority of inpatient care for all children and virtually all of the inpatient care for 
children with serious medical conditions.  They train most of the nation’s pediatric 
workforce, and they are responsible for most of the nation’s pediatric research.  They are 
major partners with state and local governments in the advancement of public health for 
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children. The ability of the children’s hospitals to fulfill these missions is critically 
important, because the health care needs of children are distinctly different from those of 
adults. Children’s health and well-being would be significantly harmed if only adult 
medicine were available to them. 

Because of this, not only children’s hospitals but all of children’s health care would be 
uniquely and adversely affected if legislative proposals articulated in Tax-Exempt 
Hospitals: Discussion Draft issued on July 18, 2007, were implemented.  We appreciate 
very much the opportunity to explain this serious, adverse effect. 

From an overall perspective, the Discussion Draft is helpful in providing additional 
perspectives and ideas regarding the requirements associated with federal tax-exemption 
and encouraging public debate about them. However, we believe that action on federal 
legislation to change community benefit reporting requirements would be 
premature at this time.  The recently proposed revisions to the Form 990 issued by the 
Internal Revenue Service, as well as voluntary efforts of children’s hospitals and many 
other tax-exempt hospitals across the country to document and enhance the community 
benefits they provide, will yield important insights that should inform debate about the 
need for any future legislative reforms.   

Focusing more specifically on issues of concern to children’s hospitals, N.A.C.H. has 
the greatest concern about the proposal that hospitals exempt from federal income 
tax under Sec. 501(c)(3) must provide charity care in an amount no less than five 
percent of total operating expenses or revenues (whichever is greater). While this 
staff proposal would pose serious challenges for both independent children’s hospitals 
and children’s hospitals that operate under the EIN of larger tax-exempt medical centers, 
our comments below focus on the independent children’s hospitals operating under their 
own EIN. Additional comments on the Discussion Draft are provided in the attached 
addendum. 

The coverage and financing of health care for children is distinctly different from 
that of adult health care. A perfect illustration is the fact that a proposal to require 
501(c)(3) hospitals to contribute five percent of total patient operating expenses or 
revenues (measured by the lesser of cost of care or Medicaid reimbursement) to 
charity care would set a standard that virtually no independent children’s hospital 
in the country would be able to meet.   
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At best, failure to comply with this charity care requirement would result in a children’s 
hospital paying intermediate sanctions of hundreds of thousands to millions of dollars in 
new, annual excise taxes. At worst, failure to comply could lead to revocation of the 
hospital’s federal charitable tax status, which would impose literally millions of dollars 
of financial hardship on individual children’s hospitals. 

Collectively, loss of 501(c)(3) status to all independent children’s hospitals could amount 
to billions of dollars lost to children’s health care, pediatric training, research and public 
health promotion.  That, in turn, would jeopardize health care for all children, not just 
children’s hospital patients. 

As we discuss below, because of the different circumstances of children’s health 
coverage and the enormous impact of a charity care standard on children’s 
hospitals and children’s health, we would recommend retaining a broad definition 
of community benefit, including Medicaid payment losses and charity care as well 
as other benefits. Were that not possible, we would recommend exemption of 
children’s hospitals, just as the draft proposes exemption of “critical access 
hospitals” as defined under Medicare law. 

During the past decade, while the number of uninsured adults rose steadily, the number 
and percentage of uninsured children significantly declined. Today, nearly 20 percent of 
non-elderly adults are uninsured compared to less than11 percent of children, according 
to the U.S. Census Bureau. 

That trend is due in part to the fulfillment of the 1990 federal phase-in of mandatory 
Medicaid coverage for all children under age six with family incomes up to 133 percent 
of the federal poverty level (FPL) and all older children up to 100 percent of FPL. It also 
is due in part to the 10-year implementation of the State Children’s Health Insurance 
Program, which extended health coverage to uninsured children of low-income families 
who do not qualify for Medicaid. 

As a result, charity care at children’s hospitals is uniformly lower than at adult hospitals, 
because federal and state-sponsored insurance programs cover most children’s hospital 
patients who are not privately insured. In particular, Medicaid, by far the nation’s single, 
largest payer of both children’s health care and children’s hospitals’ services, covers two 
populations of children who together account for the majority of children’s hospitals’ 
patient care: 1) the poorest children and 2) children whose medical expenses are so great 
that even middle income families qualify for Medicaid.   
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Independent children’s hospitals, on average, devote less than three percent of their 
patient care to charity care patients. However, the same hospitals devote a 
disproportionately large portion of their patient care – more than 50 percent on average -- 
to children of low-income and medically needy families in their communities.  For 
example, according to an analysis by The Lewin Group, on average an independent 
children’s hospital provides more than 20,000 inpatient days of care per year to children 
covered by Medicaid. In contrast, on average a community hospital provides less than 
1,000 inpatient days of care per year to children under Medicaid. 

Because of this exceptional commitment to children of low-income families, independent 
acute care children’s hospitals comprise less than one percent of all hospitals but provide 
15.9 percent of all inpatient care to children assisted by Medicaid and an even more 
substantial portion of all inpatient care to children with serious medical conditions 
assisted by Medicaid. 

It is important to note that children’s hospitals devote more than 50 percent of their 
patient care to children assisted by Medicaid, despite the fact that on average Medicaid 
reimburses 30 percent below what it costs to provide the care.  On average, financial 
losses on Medicaid payment represent 13 percent of operating expenses of an 
independent children’s hospital or more than $2 billion nationwide.  Together, charity 
care and Medicaid payment shortfalls average 16 percent of a children’s hospital’s 
operating expenses. 

To give you just one example, the State of Illinois’ expansion of health coverage to all 
children in recent years has resulted in a decline in charity care patients but a dramatic 
rise in Medicaid patients at Children’s Memorial Hospital in Chicago, one of the nation’s 
largest children’s pediatric academic medical centers.  Since 2000, Children’s has 
experienced a 57% increase in the volume of Medicaid inpatient days.  Medicaid as a 
percentage of total inpatient days has increased from 49.1% in FY2006 and peaked in 
FY2007 at 57%. In addition, the hospital has experienced a 36% increase in outpatient 
visits. And Medicaid now represents more than 60 % of all emergency room visits.  As a 
result, for FY 2007, the hospital will incur a loss of $40.5 million on the care of children 
covered by Medicaid, because Medicaid payment rates fall so far short of the cost of 
care. 

Despite the enormous financial contribution children’s hospitals make to the care of low-
income and medically needy children across the country, the proposals in the Discussion 
Draft would not count the substantial Medicaid 
payment losses that children’s hospitals incur toward the five percent charity care 
standard that 501(c)(3) hospitals would be required to meet. 
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In addition to not recognizing the huge financial cost that children’s hospitals experience 
in caring for low-income patients covered by Medicaid, a standard for 501(c)(3) status 
based on the amount of charity care a hospital provides also would ignore children’s 
hospitals’ role as the foundation of health care for all children – today and tomorrow.  
For example:  

• Independent children’s hospitals are the centers of excellence for the nation’s 
sickest children. Less than one percent of all hospitals, they account for nearly 50 
percent of all inpatient care for children with spina bifida or cancer and 60 percent of all 
inpatient care for children requiring organ transplants. 

• Independent children’s hospitals train 33 percent of all pediatricians, nearly 50 
percent of all pediatric subspecialists and the majority of the nation’s pediatric research 
scientists. At a time when the nation has major shortages of pediatric subspecialists in 
many regions, children’s hospital training programs are essential to the future of pediatric 
medicine.   

• Independent children’s hospitals house the premier centers of pediatric research in 
this country, which account for about $500 million in grant awards from the National 
Institutes of Health (NIH).  They are essential to the engine that drives pediatric 
biomedical research and accelerate the translation of bench research to bedside practice 
for children. The exempt status of children’s hospitals is important to this support.  
While NIH makes awards to both not-for-profit and for-profit institutions, more than 90 
percent of its awards go to not-for-profit entities. 

• Independent children’s hospitals are fundamental to the public health 
infrastructure of their communities and states through their primary and preventive care 
clinics, immunization campaigns, injury prevention efforts, child abuse prevention and 
treatment programs and other public health initiatives – most of which are provided with 
limited or no reimbursement to the hospitals. 

The loss of their 501(c)(3) tax status would have an enormous financial impact on 
children’s hospitals. They could incur more than $600 million in new tax expenditures. 
 They would lose more than $1 billion dollars in  
charitable giving. And they would risk loss of more than $6 billion in tax-  
exempt financing.  Such losses would come on top of the more than $2 billion dollars in 
Medicaid payment losses the independent children’s hospitals already must absorb.  Such 
a financial burden would place 
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children’s hospitals in serious financial jeopardy, the cornerstone of children’s health 
care in this country. 

The alternative of 501(c)(4) status is not a viable substitute for independent 
children’s hospitals, because it still would trigger the loss of their charitable support 
and tax-exempt financing.  Children’s hospitals are uniquely dependent on charitable 
contributions from private individuals, foundations, corporations and governments.  Such 
philanthropic support is a tangible recognition of their community benefits.  Children’s 
hospitals also are heavily dependent on tax-exempt bonds to expand their facilities and 
thereby meet the growing demand for their services as well as keep pace with rapid 
changes in medical technology and care delivery. 

In closing, we urge you not to condition tax-exemption for children’s hospitals on an 
arbitrary measure of charity care. Instead, we would recommend a standard based 
on all community benefits, including but not limited to charity care and Medicaid 
payment shortfalls. Were such an approach not taken, it would be imperative to 
exempt children’s hospitals from the proposed charity care standard, just as your 
proposal would exempt critical access hospitals. 

We commend your commitment to ensuring that tax-exempt hospitals earn the benefits 
provided by 501(c)(3) status. We would welcome the opportunity to discuss our 
concerns about how these proposals would affect children’s hospitals, and in turn health 
care for every child in this country. 
To that end, we will ask Peters Willson on the N.A.C.H. staff to follow up with your staff 
to see if we might be of assistance in providing any additional information you might 
wish to have in considering our recommendations.  In the meantime, thank you for your 
consideration. 

Sincerely, 

Lawrence A. McAndrews Patrick M. Magoon 
President and CEO Chairman, Board of Trustees 
N.A.C.H. 	 N.A.C.H. 
       President  and  CEO
       Children’s Memorial Hospital 
       Chicago, IL 
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September 14, 2007 

Mr. Ron Schultz 
Internal Revenue Service 
Form 990 Redesign, SE:T:EO 
1111 Constitution Avenue, NW 
Washington, D.C. 20224 

REF: Comments on Form 990 and Associated Schedules 

Dear Mr. Schultz: 

On behalf of Providence Health & Services (Providence), I want to thank you for the 
opportunity to provide our comments on the changes proposed by the Internal 
Revenue Service (IRS or Service) to Form 990 and the newly developed associated 
schedules to Form 990. The IRS published these changes on June 14, 2007 and seeks 
public comment on the revisions. 

Providence is a not-for-profit organization extending across five states, including 
Alaska, Washington, Montana, Oregon and California. The System operates 26 acute 
care medical centers and hospitals, more than 35 non-acute facilities, physician 
clinics, a health plan, a liberal arts university, a high school and numerous other 
health, housing and educational services. In total, more than 45,000 people are 
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employed by Providence. In Alaska, Washington, Montana and Oregon, Providence 
is sponsored by the Sisters of Providence religious community. In Southern 
California, the health ministry is co-sponsored by the Sisters of Providence and the 
Little Company of Mary. 

As a Catholic health care system striving to meet the health needs of people as they 
journey through life, Providence is pleased to submit comments on several areas 
related to the proposed changes to the IRS Form 990 and associated schedules. 

The IRS has stated three goals for the redesign of Form 990: 1) Enhancing 
transparency; 2) promoting tax compliance; and 3) minimizing the burden on the 
filing organization. We emphatically support the IRS’ goal of enhancing transparency. 
At Providence, we strive to provide the people we serve with access to information 
that enables them to make good choices and build trust in the services we provide. 
Transparency is essential for our customers and the general public to have consistent, 
comparable information on our non-profit activities in order to make informed 
decisions – where the redesign of Form 990 supports and furthers this purpose, 
Providence fully endorses the IRS’ proposed changes. 

We also support a form that accurately reflects an organization’s operations and use 
of assets; the redesign of Form 990 and the creation of the associated schedules make 
great strides towards meeting this goal. Providence is pleased to offer a few 
suggestions to bring clarity to the form and schedules to further meet the IRS’ 
second stated goal of tax compliance. 

The redesign will not minimize the burden of reporting for most hospitals and health 
care systems, including Providence. Our health system is organizationally very 
complex and we estimate that 63 Form 990s will need to be filed and a total of 467 
associated schedules will be required under the proposed IRS changes. The redesign 
will necessitate the addition of at least one full-time equivalent at the corporate level 
as well as added responsibilities to existing personnel at the regional and local levels 
of our organization. However, given the overall benefits of the redesign of Form 990, 
we support the IRS’ efforts and look forward to working with the Service to improve 
the form and associated schedules. 

Schedule H 



Requirements to File Schedule H 

As currently drafted, Schedule H must be completed by any entity that 
“operates or maintains a facility to provide hospital or medical care.” 
Providence believes this requirement is too broad and captures a number of 
facilities that are not hospitals and potentially creates confusion for the public 
when reviewing these documents. The only facilities that should complete the 
proposed Schedule H are hospitals as the title to the form – Hospitals – 
suggests. 

We also strongly believe that data contained on Schedule H must be 
comparable across all filers. Depending on how organizations are structured, 
as currently drafted one Schedule H form may contain information on a single 
hospital or aggregate data from multiple hospitals. For instance, a parent 
company may have many unincorporated hospitals as part of its organization. 
This company would file one Form 990 and one Schedule H with data 
aggregated from the multiple unincorporated hospitals. Thus, it would be 
virtually impossible for the Service or the public to make an “apples to 
apples” comparison from one hospital to another; the forms may be 
misleading – a Schedule H for one filer would contain information on only 
one hospital, while another filer’s Schedule H would contain aggregate 
information on two or more hospitals. 

However, if organizations, regardless of how they are structured, are required 
to complete a Schedule H for each hospital they directly operate, the Service 
and the public would be able to use Schedule H as a tool for accurate 
comparisons between non-profit hospitals. Although such a proposal would 
increase the number of Schedule H forms filed by many organizations – 
including Providence – the benefit of having comparable information far 
outweighs the burden. 

Recommendation – Requirements to File Schedule H: 
Providence urges the IRS to require organizations to complete a 
Schedule H for each hospital they directly operate. This change would 
necessitate a number of revisions to the proposed Core 990 Form, 
Schedule H and the Glossary: 



§ Delete the phrase “medical or hospital care” from 
the Glossary; 

§ Change the glossary term “hospital facility” to 
“hospital” and reword as follows: “A hospital is a health care 
organization that (1) has a governing body, (2) has an 
organized medical staff and professional staff, (3) has inpatient 
facilities, (4) provides medical, nursing, and related services for 
ill and injured patients twenty-four hours per day, seven days 
per week, and (5) the facility (and all of its components) is 
licensed or recognized in its state as a hospital. Some examples 
of hospitals are: general hospitals; rehabilitation hospitals; acute 
long-term care hospitals; children’s hospitals; psychiatric 
hospitals; and hospitals for treating certain disease categories (e. 
g., cancer, heart). Examples of facilities that are not hospitals 
are: nursing facilities (including skilled nursing facilities, 
convalescent homes, or homes for the aged); free-standing 
outpatient clinics; community mental health or drug treatment 
centers; physician group practices/faculty practice plans; 
physician offices; facilities for mentally retarded/ 
developmentally disabled; facilities for treating alcohol and/or 
drug abuse; and hospital wings of schools, prisons, or convents. 

§ Replace the word “organization” with “hospital” 
throughout Schedule H, including: 

o Part I, Line 12a, 12b, 13a, 13b 

o Part II, Line 5, 6a 

o Part III, column (c) 

o Part IV, Line 1, 2, 3, 4 

§ Delete Part V which is no longer necessary if each 
hospital completes a separate Schedule H. Information 



contained in column (B) to “Describe the activities and 
programs conducted at the hospital” could be added to Part IV 
– General Information. 

Part I – Medicare Shortfall and Bad Debt Reporting – Community 
Benefit Report 

The first page of Schedule H contains a Community Benefit Report and does 
not include reporting of Medicare shortfalls or bad debt expense. Providence 
believes that to protect the integrity and credibility of these reports, the IRS 
should resist efforts of others to include such reporting on Schedule H. While 
it is true that Medicare does not pay the full cost of patient care, tax exempt 
organizations do not have the exclusive market on serving Medicare patients – 
both for-profit and non-profit hospitals provide care and service to this 
population and the shortfalls experienced do not distinguish unique 
characteristics of tax exempt hospitals. 

Likewise, bad debt should not be considered community benefit. If a hospital 
serves many patients who are truly unable to pay and whose accounts are 
being written off to bad debt, the hospital should adjust its charity care policy 
and/or billing practices to better recognize patients eligible for financial 
assistance. 

Recommendation – Medicare Shortfall and Bad Debt Reporting: 
Providence urges the IRS to continue to exclude Medicare shortfalls 
and bad debt expense from the Community Benefit Report. We would 
also suggest that the IRS include definitions of bad debt and charity 
care in the Glossary modeled after those used by the Healthcare 
Financial Management Association (HFMA) in their Principles and 
Practices Board Statement 15: “Bad debt results when a patient who 
has been determined to have the financial capacity to pay for 
healthcare services is unwilling to settle the claim, whereas charity care 
is provided to a patient with a demonstrated inability to pay.” 

Community Building 

The IRS modeled the redesigned Form 990 using the Catholic Health 



Association (CHA) framework. However, the category of Community 
Building, which is part of the CHA design, is notably absent in the IRS’ 
proposed Schedule H. Providence strongly believes that Community Building 
activities help address the root causes of health problems and therefore 
should be included in the Community Benefit Report. Programs that address 
poverty, homelessness and neighborhood improvements are clearly linked to 
the overall health in the community. For instance, Providence St. Vincent 
Medical Center partnered with six Catholic Parishes to train and develop 75 
Spanish-speaking “health promoters.” These health promoters reach out to 
community members to address healthy behaviors and access to care issues. 
Community Building programs such as this one provide extraordinary 
benefits by building partnerships between the hospital and the public. 

Recommendation – Community Building: Providence urges the 
IRS to reconsider its decision and include Community Building as part 
of the Community Benefit Report in Part I of Schedule H. The 
activities and services our hospitals provide to the public as part of 
Community Building are an integral part of the overall Community 
Benefit and should be reflected in the redesigned Form 990. 

Part II, Section A – Billing Information Chart 

While much of the information contained in Schedule H is specifically 
relevant to whether a hospital is meeting the community benefit standard, 
Providence does not believe that the Billing Information chart in Part II 
provides pertinent information. Attempts to capture billing information in the 
proposed format create new reporting standards that are unnecessary in light 
of the other sections of the redesigned form that detail a wealth of 
information on Medicare and Medicaid revenues, charity care, and financial 
assistance practices and policies. 

Recommendation – Billing and Collections: We strongly urge the 
IRS to eliminate the Billing Information chart contained in Section A 
of Part III from Schedule H. The information reported in this chart is 
unrelated to community benefit and is unduly burdensome – thus in 
direct conflict with IRS stated goals for the redesigned form. If the 
Service is seeking information specifically related to the hospital’s 
discount policy or practices, Schedule H should require a hospital to 



describe its policy rather than complete the Billing Information chart. 

Part III – Management Companies and Joint Ventures 

Providence believes that the level of detail the IRS requests in Part III related 
to management companies and joint ventures is unnecessary to ascertain 
whether a hospital meets community benefit standards. Additionally, many of 
the questions are redundant from information already provided in the “core” 
Form 990 and Schedule R; reporting the same or similar information in three 
different portions of the redesigned Form 990 does not meet the IRS’ goal of 
minimizing burden to filing organizations. 

Recommendation – Management Companies and Joint 
Ventures: Providence urges the IRS to eliminate Part III of Schedule 
H. If the IRS feels additional information is necessary to capture 
related to potential private inurement or benefit arising from ventures, 
we assert that such information is relevant for all tax-exempt 
organizations, not just hospitals, to report and should be captured via 
Schedule R. 

“Core” Form 990 

Unrelated Business Revenue – Part I – Line 9a and 9b 

Many organizations, including Providence, routinely request and receive a 6­
month extension to file Form 990-T. By requiring an organization to report 
the net unrelated business taxable income from Form 990-T, the organization 
would need to request additional extensions to file Form 990. The 
information in Line 9a is available elsewhere on Form 990, and with Form 
990-T open to public inspection, the information in Line 9b is also available. 

Recommendation – Unrelated Business Revenue: We urge the 
IRS to remove both Line 9a and 9b from Part I of Form 990. 
Providence cautions the Service to refrain from simply removing Line 
9b from Form 990 without also removing Line 9a – to do so would 
give an incomplete and inaccurate picture of a tax-exempt 
organization’s activities. 



Fundraising Expenses – Part I – Line 19a and 19b 

Many fundraising projects, especially large capital campaigns, occur over 
multiple years. For these large fundraising activities, a substantial portion of 
expenses are realized during the first year of the campaign and revenues may 
not be generated to a significant extent until the second or even third year of 
the campaign. The proposed redesigned Form 990 captures only the current 
tax year of fundraising expenses and compares it to the current tax year of 
contributions and grants. In a situation where an organization is beginning a 
substantial fundraising project, the expenses during the first year may present 
a skewed picture of facility activities in Part I of the “core” form. For 
instance, a hospital may begin a capital campaign to raise funds to support an 
expansion of a maternity wing. The first year, expenses from fundraising 
activities are twice the amount of revenue received from contributions and 
grants. However, in the second and third years of the project, the expenses 
are only a minute fraction of the revenue received since most of the costs 
associated with the fundraising project have already been incurred. Without 
some way for the hospital to explain the apparent discrepancies in fundraising 
expenses compared to contribution and grant revenue, the public may have 
misconceptions about the hospital’s fundraising activities during all three 
years of the fundraising project. 

Recommendation – Fundraising Expenses: Providence urges the 
IRS to revise the line items related to fundraising expenses (Line 19a 
and 19b) on the “core” Form 990. One possible solution that the IRS 
could adopt would be to allow a filer to average fundraising expenses 
over the course of five years to reduce the likelihood that any given tax 
year’s data is not representative of the organization’s fundraising 
activities. Such a rolling average support test is already in place on the 
draft version of Schedule A, Parts II and III, as well as Schedule D, 
Part XII. Another option would be to provide space for the filer to 
describe the response in Line 19b, so that a facility could explain that 
large fundraising expenses were recognized for the current tax year 
because of a special fundraising project expected to take many years, 
or that small fundraising expenses were recognized because of a multi­
year campaign where large expenditures occurred in prior years. 



Total Expenses as a Percentage of Net Assets – Part I – Line 24b 

Providence is unclear as to the purpose of the percentage requested in Line 
24b. This number is variable from year to year in both for-profit and non­
profit organizations. The meaningful numbers – percentage of expenses in 
program services, management, and fundraising – are captured in Lines 17, 
18, and 19a. We are concerned that the Service is suggesting that certain 
percentages in Line 24b would be construed as either “good” or “bad” when 
such assumptions cannot be made given the variability of the percentage. 

Recommendation – Total Expenses as a Percentage of Net 
Assets: Providence urges the IRS to remove Line 24b from Form 990. 
This number does not provide useful, comparable information 
regarding a tax-exempt organization’s activities. 

Conflict of Interest – Part III – Line 3b 

The proposed “core” Form 990 queries tax-exempt organizations on the 
number of transactions reviewed under a conflict of interest policy. We 
caution that this number may be deceptive and will not provide useful 
information to either the IRS or the public about the filer. If an organization 
is aggressive about educating all workforce members on its conflict of interest 
policy and creates an environment where more potential conflicts are disclosed, 
the organization may report a high number of transactions on Line 3b of 
Form 990. This type of behavior on the part of the tax-exempt organization 
should be encouraged. However, another organization may also report a high 
number of transactions on the “core” form that were reviewed under a 
conflict of interest policy, but this number is due solely or in large part to 
prohibited arrangements entered into in violation of the organization’s 
conflict of interest policy. While both organizations report high numbers on 
Line 3b, the two numbers are not comparable and may lead both the public 
and the IRS to have mistaken perceptions of the organization’s actual conflict 
of interest policy compliance. The same types of misrepresentations can be 
made regarding tax-exempt organizations that report small numbers on Line 
3b – either the organization does not engage in activities creating even a 
potential conflict of interest or the organization does not encourage the 
reporting and investigation of transactions that may involve a conflict. 



The draft form may have the unintended consequence of discouraging non­
profit organizations from identifying potential conflicts of interest. 

Recommendation – Conflict of Interest: To capture information on 
whether a tax-exempt organization has a process in place to evaluate 
potential conflicts of interest and/or whether the organization is 
actually involved in transactions that represent a conflict, Providence 
urges the IRS to remove Line 3b in Part III of the “core” form and 
replace it with the following two items: 

§ 3b: If “Yes,” does the organization have a written 
procedure or process to evaluate transactions that give rise to a 
potential conflict of interest? 

§ 3c: If “Yes,” how many transactions were evaluated 
that resulted in a finding of an actual conflict of interest? 

Investment Management Fees – Part V – Line 11f 

The proposed “core” Form 990 asks organizations to report the expenses 
related to investment management fees in opposition to accepted industry 
practice. Dividends and interest from securities are reported in Part IV, Line 5 
– typically these figures are reported net of investment fees. If the Service 
maintains Line 11f in Part V, an organization would have to create a book tax 
difference and report investment management fees as reconciling items. 

Recommendation – Investment Management Fees: Providence 
urges the IRS to remove Line 11f from Part V of Form 990 and 
provide instructions that the dividends and interest from securities 
reported in Line 5 of Part IV are net of investment management fees. 
Such a change would align with currently accepted industry practice 
and reduce the burden on filers without impairing transparency or tax 
compliance goals. 

Other Schedule Issues 

Schedule F – Foreign Activities 



The definition of what constitutes foreign grant-making has substantially 
changed with the introduction of Schedule F. Currently organizations must 
identify grants provided to organizations established outside the United 
States. However under the proposed changes, the organization would also 
need to identify grants given to certain organizations within the United States. 
Specifically, Providence is concerned that the IRS is placing unreasonable 
burden on tax-exempt organizations by requiring that the filing organization 
investigate and determine if the U.S. charity receiving the grant conducts 
more than one-half of their activities outside the U.S or for the benefit of 
persons in foreign countries. For example, as a result of a significant natural 
disaster, many domestic organizations may have conducted more than one-
half of their activities outside the U.S. or for the benefit of persons in foreign 
countries during a one-year period of time, but then resumed normal 
operations focusing on domestic issues during subsequent years. On one of 
the Form 990s filed by Providence for 2005, a total of 174 grants were 
provided to charities – the resources required to ascertain and document 
whether any of those 174 charities conducted more than one-half of their 
activities outside the U.S. or for the benefit of persons in foreign countries are 
astronomical and unnecessary. This burden should not be placed on the 
organization. 

However, we agree with the Service that any grants provided to U.S. charities 
with the intention of supporting activities outside the U.S. or to a foreign 
branch of a domestic office should be identified by the filing organization. 
This type of information reporting is well within the scope of responsibility of 
the organization and we believe it is appropriate for the organization to bear 
this burden. 

Recommendation – Foreign Activities: We urge the IRS to remove 
the words “a grant to a domestic organization if more than one-half of 
its activities are conducted in foreign countries or for the benefit of 
persons in foreign countries” from the instructions. This identification 
assigned to the tax-exempt organization is unduly burdensome and 
unnecessary. 

Schedule G – Fundraising and Gaming 



 

Often, as part of a large fundraising event for an organization, a small raffle 
will take place during the activity. For instance, at a recent luncheon with a 
prominent guest speaker, participants paid a fee to attend. This fee (above and 
beyond the actual cost of the meal) represented the fundraising activity and 
garnered a substantial total of money. However, towards the end of the lunch, 
a small raffle occurred where tickets were sold for $1.00 with the prize being 
the flower centerpiece from the guest speaker’s table. A very small amount 
of money was raised by this raffle activity, but expenses and revenue from this 
action would be required to be reported in Part II and III of Schedule G. The 
ability for an organization to allocate expenses to such a minor raffle activity 
that takes place as part of a broader fundraising event is difficult and unduly 
burdensome. The impact of this minor raffle activity is miniscule in relation to 
the overall fundraising event. 

Recommendation – Schedule G: Providence urges the Service to 
create a reasonable dollar amount or percentage (i.e. 50%) threshold of 
raffle proceeds to gross fundraising revenue when required to report 
raffle proceeds on Schedule G. Without a dollar amount or threshold 
percentage, tax-exempt organizations will either expend their limited 
resources attempting to allocate raffle expenses unnecessarily, or 
simply remove all minor raffle activities from fundraising events when 
these proceeds, albeit small, help further the tax-exempt purposes of 
the organization. 

Schedule K – Tax Exempt Bonds 

A substantial portion of the information requested on Schedule K in Parts I 
and II is currently required on Form 8038. It is unnecessary for organizations 
to provide information on tax exempt bonds in multiple locations and 
multiple formats and increases the burden on the organization without any 
substantial improvement in transparency or promotion of tax compliance. 

Recommendation – Schedule K – Tax Exempt Bonds: We urge 
the IRS to eliminate the duplication between Form 8038 and Schedule 
K by deleting Schedule K from the redesigned Form 990. Because 
there is no benefit to providing Schedule K when the information is 
already on file with the IRS via Form 8038, the requirement to 



complete Schedule K for tax exempt bonds is unnecessary. 

Schedule M – Noncash Contributions 

The information requested in Part I, column (b) is, in essence, a duplication of 
the information contained in column (d). Revenues are recorded on the books 
at the same time as assets are recorded on the balance sheet – thus, these two 
columns must be equal. The IRS is not gaining any useful information by 
keeping both columns on the form, even though the burden to an 
organization is not greatly increased by requiring completion of both columns 
(b) and (d). 

In addition, in Part I, column (c), information regarding the method of 
valuation used by the charity is irrelevant. The tax-exempt organization is not 
claiming a tax deduction for the items and the law requires that donors, not 
donees, obtain qualified appraisals to support their tax deductions. It is not 
the responsibility of the organization to value the item, and thus it is not 
appropriate for the IRS to request information on the method of valuation. 

Recommendation – Schedule M – Noncash Contributions: 
Providence urges the Service to eliminate column (c) and column (d) 
in Part I of Schedule M. By removing these columns, organizations 
will not be required to provide information on the valuation of 
noncash donations or duplicate information on revenues and assets. 

Transition Timeline 

Organizations will need to make substantial changes in recordkeeping and 
information collection processes in order to accurately and completely report the 
information required by the redesigned Form 990 and associated schedules. It is 
imperative that all forms, schedules, worksheets and instructions are complete well 
before any scheduled implementation so that Providence can make an informed 
evaluation and assessment of personnel requirements, financial systems and 
recordkeeping processes. At this time at least one worksheet (Worksheet 8 to 
Schedule H) has not yet been made available for review. 

Recommendation – Transition Timeline: Because this is such a substantial 



body of work, Providence recommends that the IRS perfect the form and 
associated documents, including all schedules, worksheets and instructions by 
mid-year 2008. If the forms will be used for tax year 2009, the healthcare 
community would then have at least six months to revise any necessary 
systems as well as hire and train additional staff where required. We urge the 
IRS to delay the reporting requirements under the redesigned Form 990 until 
tax year 2009. 

In closing, thank you for the opportunity to review and comment on the proposed 
changes to the IRS Form 990 and the newly created associated schedules. Please 
contact Beth Schultz, System Manager, Regulatory Affairs, at (206) 464-4738 or via e-
mail at Elizabeth.Schultz@providence.org if you have questions about any of the 
material in this letter. 

Sincerely, 

Picture (Metafile)
 

John Koster, M.D. 
President/Chief Executive Officer 
Providence Health & Services 

DISCLAIMER: 
This message is intended for the sole use of the addressee, and may contain 
information that is privileged, confidential and exempt from disclosure under 
applicable law. If you are not the addressee you are hereby notified that you may 
not use, copy, disclose, or distribute to anyone the message or any information 
contained in the message. If you have received this message in error, please 
immediately advise the sender by reply email and delete this message. 

mailto:Elizabeth.Schultz@providence.org


From: Nancy Galvagni 

To: *TE/GE-EO-F990-Revision; 

CC: 

Subject: Comments on Form 990 and Schedules 

Date: Friday, September 14, 2007 1:41:03 PM 

Attachments: IRSCommentLtr090607.doc 
ATT2525290.txt 

Dear Sir: 

Attached please find the comments of the Kentucky Hospital Association on the 
above forms. 

Nancy Galvagni 
Senior Vice President 
Kentucky Hospital Association 
502-426-6220 
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September 14, 2007

Internal Revenue Service


Form 990 Redesign, SE: T: EO


1111 Constitution Avenue, NW


Washington, D.C.   20224


By Electronic Filing

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES 


The Kentucky Hospital Association, on behalf of all hospitals in the Commonwealth, appreciates this opportunity to comment on the draft redesigned Form 990 (core form) and new draft schedules. 



Kentucky’s tax-exempt hospitals have numerous concerns about the draft redesigned Form 990 and many of the new schedules. We believe that the IRS should address these concerns before asking hospitals to file the Form or schedules. 



Our concerns can be summarized as follows:  


· The filing deadline is far too short and should be extended to tax year 2010 for Form 990 and all schedules. 


· The full value of hospital community benefit is not included in Schedule H, 


· The IRS is requesting information that is unrelated to community benefit and will not be meaningful to the public.  It should be removed from the form.


· Form 990 and other schedules are full of questions that require substantial revision before the goals the IRS set for itself can be achieved.  Schedule K, Supplemental Information on Tax Exempt Bonds, is particularly problematic.

IMPLEMENTATION SHOULD BE DELAYED UNTIL 2010 

The hospital community has demonstrated in many ways its commitment to transparency.  However, the reconfiguration of financial data and other record-keeping systems required to capture the substantial amount of information required just for Schedule H cannot reasonably be accomplished by January 1, 2008. This short timetable is exacerbated by the lack of necessary instructions, definitions and worksheets that will not be forthcoming until the following June.  Completion of schedule H, therefore, should be delayed until after the IRS issues all accompanying instructions and hospitals are afforded sufficient lead time to make programming changes necessary to be able to capture the reportable data. 


Our comments herein on the core form and other schedules are based on the preliminary review of our members.  Many large hospitals and hospital systems will need to fill out as many as 14 schedules, and most will have to fill out at least 8-10.  This is an enormous, expensive and time-consuming undertaking for tax-exempt hospitals.   



Significant revisions and refinements must be made to the core form, schedules and instructions.  We think it is critical that exempt organizations be given an opportunity to review the revised set of forms, schedules and instructions in their entirety, with another 90-day review period following the re-draft. The IRS should release the second draft with instructions in 2008, and provide another 90-day review period, with a final form release by December 31, 2008.   



It would be a disservice to the entire tax-exempt sector – hospitals in particular – to undertake the first major overhaul of the Form 990 in 25 years without adequate time for review and input.  A rushed implementation schedule will inevitably require revisions and modifications that will be costly both to exempt organizations and the IRS, and that will not result in the desired transparency.

Schedule H (Supplemental Schedules to be completed by all hospitals)


SCHEDULE H FAILS TO ADHERE TO THE COMMUNITY BENEFIT STANDARD 



The community benefit standard, which requires the promotion of health in accordance with community needs in the absence of private benefit, is the legal basis for hospitals’ tax exemption. Therefore, to be consistent with the basis on which tax exemption is granted to hospitals, the IRS should incorporate the community benefit standard into Schedule H, in the same manner it is incorporated into other forms and reflected in the IRS’ own rulings and legal precedent.  Further, the IRS should rely on it exclusively to determine compliance. 


For almost 40 years, the community benefit standard, set forth in Revenue Ruling 69-545, has been the standard used by the IRS, the courts and the tax-exempt community in determining tax- exemption for hospitals and health care organizations.  The reasons for that ruling and for the movement away from a “financial-ability” standard are still compelling.  As the U.S. Supreme Court recognized in 1976: 


“The concept of the nonprofit hospital and its appropriate and necessary activity has vastly changed and developed since the enactment of the Nonprofit Institutions Act in 1938.  The intervening decades have seen the hospital assume a larger community character. Some hospitals, indeed, truly have become centers for the ‘delivery’ of health care. The nonprofit hospital no longer is a receiving facility only for the bedridden, the surgical patient, and the critical emergency.  It has become a place where the community is readily inclined to turn, and because of increasing costs, physician specialization, shortage of general practitioners, and other factors is often compelled to turn, whenever a medical problem of import presents itself.” Abbott Laboratories v. Portland Retail Druggists Ass’n., 425 


U.S. 1, 11 (1976). 



The Court recognized that hospitals have evolved into community organizations whose mission, appropriately, is to promote the health of the entire community.  In numerous rulings since 1969, the IRS has recognized that the “promotion of health” is a charitable purpose in and of itself. 



Revenue Ruling 69-545 recognized that a variety of factors are the pillars of the “community benefit” standard, including operating an emergency room open to all regardless of ability to pay; having an independent board of trustees composed of representatives of the community; having an open medical staff policy with privileges available to all qualified physicians; providing care to all persons in the community able to pay either directly or through third-party payers; and utilizing surplus funds to improve the quality of patient care, expand facilities and advance medical training, education and research.   



Those same factors are reflected in the form hospitals use to apply for tax exemption:  Form 1023, Application for Recognition of Tax-Exempt Status, Schedule C.  It is additionally concerning that Schedule H does not incorporate that same focus and inquire about those factors in seeking to determine compliance.  At the very least, this inconsistency could unfairly increase the likelihood of a hospital being subjected to an IRS audit.   



Because the mission of hospitals is not just to tend to the sick and injured, but also to promote the health of their communities, many hospital programs and activities go beyond traditional health care. Often, the local hospital provides the social safety net that others have abandoned.  Hospitals should be rewarded for assuming this mantle of responsibility and their efforts should be recognized as community benefit.  To do otherwise, would, in effect, permit the IRS to substitute its judgment about a community’s needs for that of an independent board of hospital trustees who truly know and represent the community served by the hospital.    


MEDICARE UNDERPAYMENTS AND BAD DEBT ARE COMMUNITY BENEFIT 



The IRS should incorporate the full value of the community benefit that hospitals provide.  Kentucky hospitals believe it is inappropriate to totally exclude all Medicare underpayment and patient bad debt from being counted as part of a hospital’s community benefit. 



As a condition of participating in the Medicare program, hospitals are required to accept Medicare’s payment as payment in full.  The federal government reimburses the majority of hospitals prospectively for inpatient and outpatient care using fixed rates.  In Kentucky, Medicare pays less than the actual costs incurred by Kentucky hospitals to treat Medicare patients.  Over the last ten years, there has been a cumulative shortfall of 11 percent between actual cost increases among Kentucky hospitals and the inflationary update to rates provided by the federal government.  These Medicare payment shortfalls have resulted in a precipitous reduction in aggregate Medicare margins.  Kentucky hospital aggregate Medicare margins have been negative since 2002, and are projected to be negative 3.3 percent in 2008.  Hospitals that lose money under the Medicare payment system must absorb those losses.  They cannot simply bill Medicare patients for the difference between Medicare payment and their cost – even if the Medicare patient could afford to pay this difference.  Furthermore, while Medicare is not an entitlement program based on income, nevertheless, a large percentage of Medicare beneficiaries are poor.  In Kentucky nearly one-half (46.4%) of our seniors age 65+ are poor – with income below 200% poverty – a level that is 10 percentage points higher than the national average of 36.4%.  In many Kentucky communities, the percentage of poor seniors is even higher than the state’s average rate.  Clearly, underpayment associated with the provision of care to poor Medicare patients, which comprise upwards of 50% of those patients, is a community benefit that should be recognized.


The high poverty level among Kentucky seniors goes hand in hand with the state’s high poverty level among the general population.  Only five states exceed Kentucky’s percent of population below 100% of poverty and only six states are higher in population below 200 percent of poverty.  Kentucky’s median household income of $37,566 ranks 45th lowest among all states as well as 13 percent below the national average ($46,037).  Because average income is low, most Kentuckians that do not qualify for Medicaid lack the resources to pay for their medical care.  This extends not only to those that lack insurance, but also to the insured population that cannot afford their required cost sharing.  In 23 Kentucky counties – primarily in Eastern Kentucky and Appalachia – the percent of the population below 100% of poverty ranges from 27 percent to 46 percent – which is two and one-half times greater than the U.S. average.  With such high rates of poverty in Kentucky, indigent care and bad debt are virtually one in the same.  For many hospitals, it is of no benefit to distinguish between bad debt and charity because the vast majority of patients do not have the ability to pay.  This was additionally confirmed pursuant to a survey conducted by KHA in 2005, where hospitals indicated that, on average, approximately two thirds of their bad debt accounts were comprised of uninsured patients without the resources to pay their bills.  Several hospitals reported more than 80 percent of their bad debt being attributable to uninsured patients. Our findings are also consistent with a 2006 Congressional Budget Office report citing two studies which indicated that the great majority of bad debt was 

attributable to low income patients – those with incomes below 200 percent of the poverty level.   


The fact that Kentucky’s hospitals continue to provide care to Medicare beneficiaries – the majority of whom in Kentucky are poor - at a substantial financial loss is undeniably a significant benefit to the communities hospitals serve and this should be counted as part of their quantifiable community benefit.  Similarly, the full value of patient bad debt should also be counted, in that the vast majority of these patients in Kentucky are poor and uninsured without the resources to pay for their care.  The fact that these patients do not sign up for financial assistance should not be held against the hospitals that are providing care to these individuals.  In doing so, hospitals are providing the safety net for the poor and uninsured of their communities, and this should certainly be counted as part of their quantifiable community benefit.  If the full value is not recognized, then we encourage the IRS to recognize the bad debt burden on hospitals is worse in state’s where a large portion of the population is poor and consider counting bad debt in relation to a state’s poverty and income level as this indicates the financial ability of the state’s population to pay for health care services. 


THE PROPOSED BILLING CHART SHOULD BE ELIMINATED


The proposed chart on Schedule H, Part II relating to billing should be eliminated.  It has no relevance to determining whether a hospital is meeting the community benefit standard.  Additionally, it should not be used to create either new reporting standards or billing requirements for hospitals.  In Kentucky, hospitals do not bill any patient who is uninsured with income below poverty, when that patient provides the required income documentation to the hospital.  Hospitals throughout the state have different charity and financial assistance policies for patients with higher income.  The IRS’s proposed billing chart is not informative, and could likely be confusing to the public.  Relevant information on charity care will already be provided in Part I of Schedule H and Medicare and Medicaid payments will be included on Form 990.  If the IRS requires more information on specific hospital charity care policies and practices, then specific questions should be structured to obtain that information.   


THE CORE FORM AND SCHEDULES NEED SUBSTANTIAL REVISION 



Core Form 


The IRS asked for comments on whether “the IRS should preclude group rulings”. We understand this request was intended to elicit comments on whether hospitals and other organizations that have a “group exemption” should continue to be allowed to file a group return. Some hospital systems have received group exemptions.  

If group returns are eliminated, this would result in a significant burden that subverts the underlying group exemption. 

1.  Part I (Summary), Line 6 requires an organization to enter the number of individuals receiving compensation in excess of $100,000. This question provides information that is not relevant to an organization’s tax exempt status since large organizations will likely have a larger number of individuals receiving such compensation and small organizations will likely have a smaller number.   We feel this should be deleted.

· 2.  Part I (Summary), Line 7 requires an organization to enter the highest compensation amount reported on Part II, Section A (relating to reportable compensation paid to officers, directors, trustees, key employees, highly compensated employees and independent contractors). Not only is this duplicative, but requiring disclosure of the highest compensation amount paid on the summary page of the core form could mislead viewers when read outside of the context of the fuller disclosure required in Part II and Schedule J.

· 3.  Part I, Lines 8a and 8b require an organization to calculate total officer, director, trustee and other key employee compensation and then to calculate a percentage by comparing total executive compensation to total program expenses.  Again, we question how this is relevant to an organization’s tax exempt status.  Compensation levels for organizations are based on and should be judged in accordance with market rates for staff needed to perform the required job functions and not in relation to an organization’s expenses.  This, therefore, provides a misleading picture and should be eliminated from the form.   


· 4.  Part I, Lines 19a and 19b require an organization to calculate fundraising expenses as a percentage of total contributions and grants.  This percentage does not provide helpful information about an organization’s operations.  If retained, organizations should be given an opportunity to explain this percentage. 


· 5.  Part I, Line 24b requires an organization to calculate total expenses as a percentage of net assets. This information is already available on the hospital’s Medicare cost report where the public can get a full picture of the organization.  Selecting this one percentage for this form, therefore, is potentially misleading with respect to understanding an organization’s overall operations. 


· 6.  Part II (Compensation and Other Financial Arrangements with Officers, Directors, Trustees, Key Employees, Highly Compensated Employees, and Independent Contractors), Section A requires information on key employees, which includes a “person who manages a discrete segment or activity of the organization that represents a substantial part of the activities, assets, income or expenses of the organization, as compared to the organization as a whole.”  Consideration should be given to defining “substantial part” or including examples in the instructions or glossary to help large organizations determine employees who would fall under the broadened 

definition. Hospitals could have hundreds of “key employees” if this definition is not clear. 


· 7.  Part II, Section A requires an organization to include reportable compensation from “related organizations” for purposes of reporting the compensation of former (within the last five years) directors, trustees, officers and key employees or highest compensated employees.  It is unreasonably burdensome for a large filing organization to be required to track all former directors, trustees, officers, key employees or highest compensated employees over a five-year period when they have had no need to do so in the past.  Combining this requirement with a need to survey all related organizations to determine whether any individual in this group is being paid compensation by such related organization requires efforts beyond the value the information would provide.  Information on former directors, trustees, officers, key employees or highest compensated employees should look to current year only. 


8. Part II, Section A requires an organization to use the compensation figures as reported on Forms W-2 or 1099.  For hospitals whose tax year is not the calendar year, Forms W-2 and 1099 reporting will result in compensation data that is much more dated than the compensation data currently required.  For example, if a hospital’s fiscal year ends on June 30, the hospital would file its return on November 15, with compensation data as of December 31 of the prior year. 


· 9. Part II, Section B, Lines 5a-f require an organization to report the family and business relationships of officers, directors, trustees or key employees during a five-year look-back period. Hospital and health care organizations often have boards of directors with as many as 30 members, and hundreds of contracts.  The collection and maintenance of documentation required to respond to these questions will create excessive new burdens for organizations, especially for organizations with large boards of directors.  We request that the look-back be removed and, instead, that reporting on these relationships be required only going forward. 


· 10.  Part II, Section B, Line 9 requires an organization to report whether any persons listed in Part A receive compensation from any source other than the filing organization or a related organization for services rendered to the organization.  In its current form, this question requires organizations to have or acquire access to information that they may not otherwise have. This question should be clarified to address the extent to which an organization is required to seek information regarding such compensation arrangements.  Also, if a listed person owns a company that is paid reasonable compensation to perform services, but the person does not receive any payment other than in his capacity as owner of the organization, what amount, if any, gets reported? 


· 11.  Part III (Statements Regarding Governance, Management, and Financial Reporting), Line 2 requires an organization to report any significant changes to its organizing or governing documents.  The IRS should clarify that this question would 

only cover changes to articles of incorporation and bylaws and not other policies of the organization.   


· 12.  Part III, Line 3b requires an organization to report the number of “transactions” the organization reviewed under its conflict of interest policy.  The important concern around conflict of interest policies is that they are being applied appropriately by the organization; and the number of items reviewed is not a meaningful or appropriate indicator.  Accordingly, the question should be revised to ask whether the organization engaged in any transactions that were subject to the policy but were not reviewed under the policy, and the term “transactions” should be defined.

13.   Part III, Line 10 asks whether an organization’s governing body reviewed the Form 990 before it was filed. This requirement is overly burdensome, particularly for large hospital systems, which may have dozens of hospitals and related entities for which returns are being filed. The draft form does not provide a definition of “review,” which should be added to the instructions or glossary. It is unclear whether an organization can simply provide the Form 990 to its governing body or whether it needs to receive some kind of certification that each member of its governing body has in fact reviewed the form.  The instructions should clarify that review by the finance or an equivalent committee of an organization’s governing body or the governing body of its parent organization is sufficient if the governing body delegates this function.  In clarifying what is meant by “review,” the IRS also should consider that boards of directors of public companies are not required to review or certify tax filings under the Sarbanes-Oxley Act. 


· 14.  Part III, Line 11 asks an organization to indicate where documents are made available to the public. There is no explanation for why this is being asked. 


· 15.  Part IV (Statements Regarding General Activities), Line 1d requires an organization to report the total amount of contributions received from related organizations.  The instructions include as examples of related organizations, “a parent organization or affiliates at the local, state, or regional level.”  The example is confusing and the instructions should instead use the definition of related organizations from the glossary.  Moreover, it is unclear whether all payments to related organizations (except for payments that clearly belong under membership dues, rentals, or sales) should be treated as contributions since there is no corresponding line item under “program service revenue” or “other revenue.” 


· 16.  Part IV, Lines 2a – 2g require an organization to enter a corresponding business code from the Codes for Unrelated Business Activity from the 2006 Instructions for Form 990T for the various line items of “program service revenue.”  The business codes on 990-T are not broad enough to reflect accurately program service revenue. 


· 17.  Part IV, Line 1c requires an organization to report contributions from fundraising events.  Although the instructions use an example to show that gross income from other than contributions is to be reported on Line 11a, a reference at Line 1c to such amounts reported on Line 11a would be helpful.  


· 18.  Part V (Statement of Functional Expense), Line 3 requires an organization to report expenses associated with grants and other assistance to governments, organizations, and individuals outside of the U.S. This question does not provide a reference to Schedule F or the threshold for filing Schedule F. These references should be added. 


· 19.  Part VII (Statements Regarding General Activities), Line 6a requires an organization to report whether it had any tax-exempt bonds outstanding at any time during the year.  The instructions should clarify whether this question is intended to encompass bond financing where the 501(c)(3) organization is not the issuer of the bonds but rather the borrower of proceeds of government-issued bonds. 


20.   Part VII, Lines 8a (and the applicable instructions) requires an organization to report whether it conducted all or a substantial part of its exempt activities through or using a partnership, LLC or corporation and the aggregate exempt activities conducted through or by such entities involved a substantial portion of the organization’s capital expenditures or operating budget, or a discrete segment or activities of the organization that represent a substantial portion of the organization’s assets, income, or expenses as compared to the organization as a whole. Neither the instructions nor the glossary provide a definition, percentage or amount for the term “substantial.”  It is also unclear whether Lines 8a-8c would apply to passive investments of endowment or reserve funds in partnerships or publicly traded corporations. 


· 21.  Part VII, Lines 11 and 12 require an organization to report whether it has a written policy or procedure for reviewing the organization’s investments and safeguarding its exempt status with respect to transactions and arrangements with related organizations.  To the extent the IRS intends to develop sample written policies, IRS should solicit input from members of the tax-exempt sector with respect to the content and form of such written policies. 


· 22.  Part IX (Statement of Program Service Accomplishments), Lines 3a – 3c require an organization to describe its exempt purpose achievements for each of its three largest program services.  This question should be moved to Part I of the form, as it is a key question. Organizations should be allowed as much additional space as necessary to describe more than three key activities.  As drafted, 3d also directs organizations to attach a schedule listing other program services. 


Schedule A (Supplementary Information for Organizations Exempt Under Section 501(c)(3)) 

· 1.  Part 1, Line 11f requires an organization to respond whether it has a “written determination from the IRS that it is a Type I, II or III supporting organization.”  Since most supporting organizations do not have written determinations from the IRS, the question as written is misleading and unfair because the IRS did not actually issue such determinations until this year.  The question should allow an IRS determination or “a written opinion of counsel.” 


· 2.  Part 1, Line 11h, column (vii) requires an organization to report the amount of monetary support provided by the supporting organization to the supported organization(s).  This question disadvantages supporting organizations such as parent holding companies within a health care system that do not pay out monetary grants or other support payments because they are functionally integrated or otherwise undertake activities in support of their supported organizations. The question should be revised to include the value of non-monetary support. 


Schedule C (Political Campaign and Lobbying Activities) 

•
Part II-B requires reporting by an exempt organization, including reporting on (b) paid staff or management and for (h) seminars, conventions, speeches, lectures or any other means.  It is not clear precisely what the IRS is attempting to capture under (h) and that the category needs to be so broad. Also, instead of asking for precise amounts, the IRS should ask for a range of hours, number of employees or other proxies for amounts that would provide the IRS with useful information while making the category less burdensome. 


Schedule D (Supplemental Financial Statements) 

· 1.  Parts I and III: Passive investments should be excluded from this schedule, and the listing of securities individually is extremely burdensome.   


· 2.  Part VII (Other Liabilities) requires organizations to describe and list the book value of any other liabilities, including federal income tax liabilities, not reportable in the defined categories on Part VI (Balance Sheet) of the core form.  Part VII also requires organizations to provide the text of the footnote to the organization’s financial statements that report the organization’s liability for uncertain tax positions under FIN 48.  Disclosing the text of footnotes relating to uncertain tax positions in isolation could be misleading.  Organizations should be given the opportunity to explain such footnotes or to attach their entire financial statement. 


· 3.  Part XII (Endowment Funds) requires an organization that holds assets in term or permanent endowment funds to provide information for the past five years on fund balances, contributions, investment earnings or losses, program expenditures and administrative expenditures.  The reporting burden associated with this question outweighs the usefulness of this information. The five-year look-back period should be eliminated pending adoption by the IRS of reasonable standards. 


Schedule F (Statement of Activities Outside the U.S.) 

· 1.  It is unclear whether Schedule F requires that “captive insurance” activities be reported.  Since any organization with captive insurance activity is required to complete IRS Form 5471, such reporting should be referenced here, or the organization should be specifically exempted from reporting again on this form.   


· 2.  Schedule F requires the separate reporting of grants outside the U.S. from grants to domestic organizations and individuals.  Many hospitals and health care organizations do not maintain records and reports in a format that would permit them to gather all of the information required to be reported on Schedule F.  The required amount of recordkeeping and reporting could discourage organizations from making grants, particularly small ones, to foreign organizations or individuals.  Moreover, the data required to be reported on the schedule could potentially threaten the safety and security of organizations and individual grant recipients, therefore Schedule F should not be open to public disclosure. 


· 3.  It is unclear whether the activities of foreign affiliates of U.S. organizations are covered by Schedule F. 


· 4.  Part I (General Information on Accounts and Activities Outside the United States), Line 2 requires an organization to describe its procedures for selecting grant recipients located outside the U.S. and monitoring the use of grant funds.  The disclosure of an organization’s grant making procedures is intrusive for a public document.  This question should be similar to Schedule I, which simply asks whether the organization maintains records to substantiate its grant making process. 


· 5.  Part II (Grants and Other Assistance to Organizations or Entities Outside the United States), Lines 2-3 require an organization to report the number of foreign 501(c)(3) organization grant recipients and the total number of other organizations or entities.  This information seems misleading given that most foreign organizations are not formally recognized as 501(c)(3) organizations by the U.S., and the regulatory structure for charitable organizations in many countries is not easily comparable to U.S. requirements.   


· 6.  Part II, line 1, column (g) requires that non-cash gifts be reported, and that the fair market value be the basis for the reporting. Hospitals should be exempted from reporting gifts of equipment and supplies since there are many such transfers of fully depreciated items. 


· 7.  Part III (Grants and Other Assistance to Individuals Outside the United States) requires an organization to report grants of more than $5,000 to individuals outside the U.S.  Part II (Grants and Other Assistance to Organizations or Entities Outside the United States) requires organizations to check a box if no one recipient received more than $5,000.  Part III should include a similar check-the-box statement to clarify the guidance set forth in the instructions, i.e., that organizations are not required to complete Part III if no one recipient received more than $5,000. 


Statement G (Supplemental Information Regarding Fundraising Activities) 

•
Schedule G requires an organization to report supplemental information regarding its fundraising activities. The IRS should clarify how organizations should report fundraising activities by related entities, which is a common occurrence within a health system. 


Schedule J (Supplemental Compensation Information) 

· Schedule J requires an organization to report supplemental compensation information with respect to listed persons from Part II of the core form.  There still seems to be confusion about who gets reported on Schedule J, so the instructions should further clarify the individuals for whom such information must be reported.   


1.   Line 1, column (C) requires an organization to report non-qualified deferred compensation.  The instructions should clarify, or the schedule itself should eliminate, double-reporting of nonqualified compensation.  This occurs when the amounts of unpaid, unvested deferred compensation are reported when awarded and again when they are vested. Eliminating the double reporting will give a more accurate picture of yearly compensation.  The double reporting of deferred compensation is a problem under the current Form 990 and the IRS should take this opportunity to correct the confusion.  This question also must address how compensation should be reported if the organization is reporting on an accrual basis. 


· 2.  Line 1, column (D) requires an organization to report the amount of non-taxable fringe benefits provided to the listed persons in column (A).  The instructions seem to even require reporting of de minimis fringe benefits, which by definition under the Internal Revenue Code are “so small as to make accounting for it unreasonable or administratively impracticable.”  The instructions should follow the current Form 990, which allows de minimis fringe benefits to be excluded.  The instructions or the compensation matrix also should include examples of nontaxable fringe benefits that physicians would typically be issued as part of providing services at a hospital, e.g., pagers, cell phones and other similar items, or this requirement should be eliminated. 


· 3.  Line 1, Column (E) requires an organization to report the amount of all expense reimbursements, and allowances provided for expenses, that are not included on a recipient’s W-2.  It is completely misleading to report such amounts on Schedule J, which is intended to disclose compensation amounts.  Expense reimbursements under accountable plans that do not result in income to the recipient should not have to be reported on Schedule J. 


· 4.  Lines 4 and 5 require an organization to report whether it paid compensation determined in whole or in part by the revenues or net earnings of the organization or a related organization. The instructions should clarify the types of compensation arrangements that would and would not be deemed to be determined in whole or in part by the revenues or net earnings of hospitals or health care organizations.

Schedule K (Supplemental Information on Tax Exempt Bonds) 


We are particularly concerned about Schedule K; a number of hospitals have described the burden associated with this schedule as akin to a full-scale audit, costing, potentially, millions of dollars.   


1.  Schedule K requires an organization to report supplemental information for each outstanding bond issue with an aggregate principal amount in excess of $100,000 on the last day of the taxable year. Due to the scope of information required for reportable tax-exempt bonds, the IRS should delay implementation of Schedule K (along with all of the Form 990) until 2010 so that organizations will have sufficient time to complete the analyses required for reporting the new information on the schedule.  Also, since the schedule asks for information regarding all bonds outstanding on the last day of the taxable year, no matter how long ago the bonds were issued, organizations may not have all of the requested information because there was no notice at the time the bonds were issued that the organization would be required to report such information to the IRS.  Accordingly, the IRS should provide a "grandfather" provision under which information is required to be reported only for bonds issued after the date that the redesigned Form 990 was made public.  Also, in light of the IRS' recently announced post-issuance compliance check program, the IRS should consider delaying finalization of this Schedule until the IRS has analyzed the responses to the questionnaires being sent out as part of the program. 


· 2.  Part I requires extensive information for each outstanding tax-exempt bond issue with a principal amount greater than $100,000 on the last day of the tax year. This section is enormously burdensome and needs to be streamlined.  First, the IRS should recognize that much of the information requested here is already available through Form 8038, Information Return for Tax-Exempt Private Activity Bond Issues, which is filed when the bonds are issued. The new schedule should be reconciled with the reporting already required to eliminate redundancy and burden.  Part I, columns F and G, in particular, represent a particular burden for hospitals. For example, for bonds with large principal amounts that funded multiple projects, including buildings and equipment, requiring information on the date that a particular project was placed into service is very difficult and burdensome to provide.  


· 3.  Part II requires the provision of information on bond proceeds.  The instructions for this section should make it clear that when an organization is dealing with a refunding issue it is not necessary to report how the proceeds of the prior issue were spent.  Alternatively, the instructions should reduce the burden associated with reporting this information by, for example, limiting how far an organization must go back when a bond is used to refund a prior issue. In addition, the current IRS regulations permit an organization that funds projects with a mixture of equity and bond proceeds to wait 18 months after facilities are placed into service to allocate the sources of those funds to particular costs.  That means, at the time an organization may be required to file this schedule, there may not be a final allocation. The instructions for the form should reconcile this inconsistency in favor of delayed reporting. 


4.  Part III requires an organization to report information about private use of tax-exempt bonds. The instructions should clarify that aggregate reporting for private business use is contemplated and the IRS should consider permitting organizations to report private business use as not exceeding a stated de minimis percentage.  And, Part III could be streamlined if it allowed organizations to limit the reporting of contracts to those that do not meet the "safe harbors" described in Revenue Procedures 97-13 or 97-14.  Question 4 should be re-written, as it does not take into consideration that a hospital may be meeting such “safe harbor” requirements, which would make the percentage computation unnecessary. Also, question 5a, requesting information about all other "use" by other than a 501(c)(3) organization or state or local government is overly broad, as it would presumably include use that is not treated as private use, such as incidental use or use on the same basis as the general public.  Additionally, questions 4 and 5 could result in misleading answers, as they fail to anticipate that these percentages may change from year to year and that the proper measure of usage would be the entire term of the bond.  


· 5.  Part IV requires an organization to report information about the compensation of third parties who provide services related to bond issuances and whether such parties were selected using a “formal selection process.”  The instructions should clarify what is meant by a “formal selection process” and should permit organizations to rely on selections that involved advice of bond counsel and/or a qualified underwriter with a reasonable review of qualifications. In addition, a threshold amount for reportable transactions should be added. 


Schedule I (Supplemental Information on Grants and Other Assistance to Organizations, Governments, and Individuals in the U.S.) 


Part III requires an organization to report grants and other assistance to individuals in the U.S., if the grant amount is $5,000 or more. This threshold should be increased substantially for large organizations like hospitals.  The instructions and the schedule should clarify whether, consistent with the instructions to Schedule F, Part III, organizations need not complete Part III if no individual received more than the new threshold. 


Schedule L (Supplemental Information on Loans) 


Schedule L requires an organization to report details on loans to and from officers, directors, trustees, key employees, highly compensated employees and disqualified persons. The schedule and instructions should reference “highest compensated employees” from Part II of the core form, which is also the defined term in the glossary.  The use of the expression “highly compensated employee” is unnecessarily confusing in this context. 


Schedule M (Non-Cash Contributions) 


The threshold for completing this schedule should be increased to at least $20,000.  


Schedule N (Liquidation, Termination, dissolution or  Significant Disposition of Assets) 

· Clarification is needed as to whether transfers to a wholly owned limited liability company that is disregarded as separate from the tax-exempt filing organization need to be reported. 


· Clarification is needed as to whether transfers for “full and adequate consideration” that are excluded from the definition of “substantial contraction” still need to be reported as a disposition of net assets. 


Schedule R (Related Organizations) 


The following comments relate to Part V – Transactions with Related Organizations.  


· 1.  For multi-hospital systems, Schedule R is extremely burdensome.  At a minimum, the definition of “related” needs further review and consideration, as there are many definitions of the term that might have been used. 


· 2.  Part V requires an organization to report whether it engaged in certain transactions or transfers with related organizations, including related 501(c)(3) organizations.  The instructions carve out transactions between 501(c)(3) organizations where the only transactions between the organizations were gifts or grants. This instruction should be revised to allow transfers that are gifts and grants to be excluded, even where the organizations have other transactions such as leasing or services arrangements.   


· 3.  The definition of “transfer” in the instructions should be revised as follows: A transfer includes any conveyance of funds or property, whether or not for consideration, except for gifts or grants between related 501(c)(3) organizations. 


· 4.  The compliance burden from this section is of great concern to our members.  Tax-exempt organizations within a health system typically have numerous arrangements involving the performance of services, leasing or sharing of facilities, equipment or employees, cost reimbursement etc.  By way of example, a typical 501(c)(3) health system could have hundreds of transactions to report under Part V.  The AHA understands that certain questions on this schedule are in response to Section 1205 of the Pension Protection Act (PPA), but the information on transactions between related 501(c)(3) organizations should be limited to transfers that could result in UBIT under the controlled entity rule of Section 512(b)(13).  Other transactions between related 501(c)(3) organizations do not raise compliance, exemption, tax or other concerns and should not need to be reported. 


· 5.  Schedule R goes beyond what is required under the PPA, which at least limits reporting of transfers among “controlling and controlled” organizations. By defining “related” as including brother/sister organizations controlled by the same person or persons, Schedule R requires any exempt entity within a health care system to include all transfers between it and any other entity within the system, which completely expands the already overly broad disclosure required by the PPA. These requirements are completely unworkable in the health system setting and, again, result in the reporting of transactions that do not raise compliance, exemption, tax or other concerns.    


· 6.  The instructions for column (C) require the amount involved in each transaction to be reported, which is defined as the fair market value of the services, cash and other assets provided by the organization or the fair market value received, whichever is higher.  This instruction seems to require even related 501(c)(3) organizations that have cost reimbursement arrangements to determine the fair market value for these arrangements, which creates a significant valuation burden for arrangements that should not even need to be reported. 

KHA, on behalf of Kentucky’s hospitals, appreciates the openness of the IRS to comments from the hospital community.  We urge you to make the changes suggested in this letter and by the American Hospital Association, and to recognize and preserve the full and diversified benefits that hospitals provide under the community benefit standard.

Thank you for the opportunity to comment.


Sincerely,


Nancy C. Galvagni


Senior Vice President


The information contained in this message (including all attachments) 

may be privileged and confidential and protected from disclosure. 

If the reader of this message is not the intended recipient, or an 

employee or agent responsible for delivering this message to the 
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September 14, 2007 

Internal Revenue Service 
Form 990 Redesign, SE: T: EO 
1111 Constitution Avenue, NW 
Washington, D.C. 20224 

By Electronic Filing 

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES 

The Kentucky Hospital Association, on behalf of all hospitals in the 
Commonwealth, appreciates this opportunity to comment on the draft redesigned Form 
990 (core form) and new draft schedules.  

Kentucky’s tax-exempt hospitals have numerous concerns about the draft 
redesigned Form 990 and many of the new schedules. We believe that the IRS 
should address these concerns before asking hospitals to file the Form or 
schedules. 

Our concerns can be summarized as follows: 

- The filing deadline is far too short and should be extended to tax year 2010 
for Form 990 and all schedules.  

- The full value of hospital community benefit is not included in Schedule H,  
- The IRS is requesting information that is unrelated to community benefit and 

will not be meaningful to the public.  It should be removed from the form. 
- Form 990 and other schedules are full of questions that require substantial 

revision before the goals the IRS set for itself can be achieved.  Schedule K, 
Supplemental Information on Tax Exempt Bonds, is particularly problematic. 

IMPLEMENTATION SHOULD BE DELAYED UNTIL 2010  

The hospital community has demonstrated in many ways its commitment to 
transparency. However, the reconfiguration of financial data and other record-keeping 
systems required to capture the substantial amount of information required just for 
Schedule H cannot reasonably be accomplished by January 1, 2008. This short 
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timetable is exacerbated by the lack of necessary instructions, definitions and 
worksheets that will not be forthcoming until the following June.  Completion of schedule 
H, therefore, should be delayed until after the IRS issues all accompanying instructions 
and hospitals are afforded sufficient lead time to make programming changes 
necessary to be able to capture the reportable data. 

Our comments herein on the core form and other schedules are based on the 
preliminary review of our members.  Many large hospitals and hospital systems will 
need to fill out as many as 14 schedules, and most will have to fill out at least 8-10.  
This is an enormous, expensive and time-consuming undertaking for tax-exempt 
hospitals. 

Significant revisions and refinements must be made to the core form, schedules 
and instructions. We think it is critical that exempt organizations be given an 
opportunity to review the revised set of forms, schedules and instructions in their 
entirety, with another 90-day review period following the re-draft. The IRS should 
release the second draft with instructions in 2008, and provide another 90-day review 
period, with a final form release by December 31, 2008.    

It would be a disservice to the entire tax-exempt sector – hospitals in particular – 
to undertake the first major overhaul of the Form 990 in 25 years without adequate time 
for review and input. A rushed implementation schedule will inevitably require revisions 
and modifications that will be costly both to exempt organizations and the IRS, and that 
will not result in the desired transparency. 

Schedule H (Supplemental Schedules to be completed by all hospitals) 

SCHEDULE H FAILS TO ADHERE TO THE COMMUNITY BENEFIT STANDARD  

The community benefit standard, which requires the promotion of health in 
accordance with community needs in the absence of private benefit, is the legal 
basis for hospitals’ tax exemption. Therefore, to be consistent with the basis on 
which tax exemption is granted to hospitals, the IRS should incorporate the community 
benefit standard into Schedule H, in the same manner it is incorporated into other forms 
and reflected in the IRS’ own rulings and legal precedent.  Further, the IRS should rely 
on it exclusively to determine compliance.  
For almost 40 years, the community benefit standard, set forth in Revenue Ruling 69-
545, has been the standard used by the IRS, the courts and the tax-exempt community 
in determining tax- exemption for hospitals and health care organizations.  The reasons 
for that ruling and for the movement away from a “financial-ability” standard are still 
compelling.  As the U.S. Supreme Court recognized in 1976:  

“The concept of the nonprofit hospital and its appropriate and necessary 
activity has vastly changed and developed since the enactment of the 
Nonprofit Institutions Act in 1938. The intervening decades have seen the 
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hospital assume a larger community character. Some hospitals, indeed, 
truly have become centers for the ‘delivery’ of health care. The nonprofit 
hospital no longer is a receiving facility only for the bedridden, the surgical 
patient, and the critical emergency. It has become a place where the 
community is readily inclined to turn, and because of increasing costs, 
physician specialization, shortage of general practitioners, and other 
factors is often compelled to turn, whenever a medical problem of import 
presents itself.” Abbott Laboratories v. Portland Retail Druggists Ass’n., 
425 
U.S. 1, 11 (1976). 

The Court recognized that hospitals have evolved into community organizations 
whose mission, appropriately, is to promote the health of the entire community.  In 
numerous rulings since 1969, the IRS has recognized that the “promotion of 
health” is a charitable purpose in and of itself.  

Revenue Ruling 69-545 recognized that a variety of factors are the pillars of the 
“community benefit” standard, including operating an emergency room open to all 
regardless of ability to pay; having an independent board of trustees composed of 
representatives of the community; having an open medical staff policy with privileges 
available to all qualified physicians; providing care to all persons in the community 
able to pay either directly or through third-party payers; and utilizing surplus funds to 
improve the quality of patient care, expand facilities and advance medical training, 
education and research. 

Those same factors are reflected in the form hospitals use to apply for tax 
exemption: Form 1023, Application for Recognition of Tax-Exempt Status, Schedule C.  
It is additionally concerning that Schedule H does not incorporate that same focus and 
inquire about those factors in seeking to determine compliance.  At the very least, this 
inconsistency could unfairly increase the likelihood of a hospital being subjected to an 
IRS audit. 

Because the mission of hospitals is not just to tend to the sick and injured, but 
also to promote the health of their communities, many hospital programs and activities 
go beyond traditional health care. Often, the local hospital provides the social safety 
net that others have abandoned. Hospitals should be rewarded for assuming this 
mantle of responsibility and their efforts should be recognized as community benefit.  
To do otherwise, would, in effect, permit the IRS to substitute its judgment about a 
community’s needs for that of an independent board of hospital trustees who truly 
know and represent the community served by the hospital.     

MEDICARE UNDERPAYMENTS AND BAD DEBT ARE COMMUNITY BENEFIT  

The IRS should incorporate the full value of the community benefit that hospitals 
provide. Kentucky hospitals believe it is inappropriate to totally exclude all Medicare 
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underpayment and patient bad debt from being counted as part of a hospital’s 
community benefit. 

As a condition of participating in the Medicare program, hospitals are required to 
accept Medicare’s payment as payment in full.  The federal government reimburses the 
majority of hospitals prospectively for inpatient and outpatient care using fixed rates.  In 
Kentucky, Medicare pays less than the actual costs incurred by Kentucky hospitals to 
treat Medicare patients. Over the last ten years, there has been a cumulative shortfall 
of 11 percent between actual cost increases among Kentucky hospitals and the 
inflationary update to rates provided by the federal government.  These Medicare 
payment shortfalls have resulted in a precipitous reduction in aggregate Medicare 
margins. Kentucky hospital aggregate Medicare margins have been negative since 
2002, and are projected to be negative 3.3 percent in 2008.  Hospitals that lose money 
under the Medicare payment system must absorb those losses.  They cannot simply 
bill Medicare patients for the difference between Medicare payment and their cost – 
even if the Medicare patient could afford to pay this difference.  Furthermore, while 
Medicare is not an entitlement program based on income, nevertheless, a large 
percentage of Medicare beneficiaries are poor.  In Kentucky nearly one-half (46.4%) of 
our seniors age 65+ are poor – with income below 200% poverty – a level that is 10 
percentage points higher than the national average of 36.4%.  In many Kentucky 
communities, the percentage of poor seniors is even higher than the state’s average 
rate. Clearly, underpayment associated with the provision of care to poor Medicare 
patients, which comprise upwards of 50% of those patients, is a community benefit that 
should be recognized. 

The high poverty level among Kentucky seniors goes hand in hand with the 
state’s high poverty level among the general population.  Only five states exceed 
Kentucky’s percent of population below 100% of poverty and only six states are higher 
in population below 200 percent of poverty.  Kentucky’s median household income of 
$37,566 ranks 45th lowest among all states as well as 13 percent below the national 
average ($46,037). Because average income is low, most Kentuckians that do not 
qualify for Medicaid lack the resources to pay for their medical care.  This extends not 
only to those that lack insurance, but also to the insured population that cannot afford 
their required cost sharing.  In 23 Kentucky counties – primarily in Eastern Kentucky 
and Appalachia – the percent of the population below 100% of poverty ranges from 27 
percent to 46 percent – which is two and one-half times greater than the U.S. average.  
With such high rates of poverty in Kentucky, indigent care and bad debt are virtually one 
in the same. For many hospitals, it is of no benefit to distinguish between bad debt and 
charity because the vast majority of patients do not have the ability to pay.  This was 
additionally confirmed pursuant to a survey conducted by KHA in 2005, where hospitals 
indicated that, on average, approximately two thirds of their bad debt accounts were 
comprised of uninsured patients without the resources to pay their bills.  Several 
hospitals reported more than 80 percent of their bad debt being attributable to uninsured 
patients. Our findings are also consistent with a 2006 Congressional Budget Office 
report citing two studies which indicated that the great majority of bad debt was  
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attributable to low income patients – those with incomes below 200 percent of the 
poverty level. 

The fact that Kentucky’s hospitals continue to provide care to Medicare 
beneficiaries – the majority of whom in Kentucky are poor - at a substantial financial 
loss is undeniably a significant benefit to the communities hospitals serve and this 
should be counted as part of their quantifiable community benefit.  Similarly, the full 
value of patient bad debt should also be counted, in that the vast majority of these 
patients in Kentucky are poor and uninsured without the resources to pay for their care.  
The fact that these patients do not sign up for financial assistance should not be held 
against the hospitals that are providing care to these individuals.  In doing so, hospitals 
are providing the safety net for the poor and uninsured of their communities, and this 
should certainly be counted as part of their quantifiable community benefit.  If the full 
value is not recognized, then we encourage the IRS to recognize the bad debt burden 
on hospitals is worse in state’s where a large portion of the population is poor and 
consider counting bad debt in relation to a state’s poverty and income level as this 
indicates the financial ability of the state’s population to pay for health care services.  

THE PROPOSED BILLING CHART SHOULD BE ELIMINATED 

The proposed chart on Schedule H, Part II relating to billing should be eliminated.  It 
has no relevance to determining whether a hospital is meeting the community benefit 
standard. Additionally, it should not be used to create either new reporting standards 
or billing requirements for hospitals.  In Kentucky, hospitals do not bill any patient who 
is uninsured with income below poverty, when that patient provides the required 
income documentation to the hospital.  Hospitals throughout the state have different 
charity and financial assistance policies for patients with higher income.  The IRS’s 
proposed billing chart is not informative, and could likely be confusing to the public.  
Relevant information on charity care will already be provided in Part I of Schedule H 
and Medicare and Medicaid payments will be included on Form 990.  If the IRS 
requires more information on specific hospital charity care policies and practices, then 
specific questions should be structured to obtain that information.    

THE CORE FORM AND SCHEDULES NEED SUBSTANTIAL REVISION  

Core Form 

The IRS asked for comments on whether “the IRS should preclude group 
rulings”. We understand this request was intended to elicit comments on whether 
hospitals and other organizations that have a “group exemption” should continue to be 
allowed to file a group return. Some hospital systems have received group exemptions.   
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If group returns are eliminated, this would result in a significant burden that subverts the 
underlying group exemption. 

1. Part I (Summary), Line 6 requires an organization to enter the number of 
individuals receiving compensation in excess of $100,000. This question provides 
information that is not relevant to an organization’s tax exempt status since large 
organizations will likely have a larger number of individuals receiving such 
compensation and small organizations will likely have a smaller number.  We feel this 
should be deleted. 

2. Part I (Summary), Line 7 requires an organization to enter the highest 
compensation amount reported on Part II, Section A (relating to reportable 
compensation paid to officers, directors, trustees, key employees, highly compensated 
employees and independent contractors). Not only is this duplicative, but requiring 
disclosure of the highest compensation amount paid on the summary page of the core 
form could mislead viewers when read outside of the context of the fuller disclosure 
required in Part II and Schedule J. 

3. Part I, Lines 8a and 8b require an organization to calculate total officer, 
director, trustee and other key employee compensation and then to calculate a 
percentage by comparing total executive compensation to total program expenses.  
Again, we question how this is relevant to an organization’s tax exempt status.  
Compensation levels for organizations are based on and should be judged in 
accordance with market rates for staff needed to perform the required job functions and 
not in relation to an organization’s expenses.  This, therefore, provides a misleading 
picture and should be eliminated from the form.    

4. Part I, Lines 19a and 19b require an organization to calculate fundraising 
expenses as a percentage of total contributions and grants.  This percentage does not 
provide helpful information about an organization’s operations.  If retained, 
organizations should be given an opportunity to explain this percentage.  

5. Part I, Line 24b requires an organization to calculate total expenses as a 
percentage of net assets. This information is already available on the hospital’s 
Medicare cost report where the public can get a full picture of the organization.  
Selecting this one percentage for this form, therefore, is potentially misleading with 
respect to understanding an organization’s overall operations.  

6. Part II (Compensation and Other Financial Arrangements with Officers, 
Directors, Trustees, Key Employees, Highly Compensated Employees, and 
Independent Contractors), Section A requires information on key employees, which 
includes a “person who manages a discrete segment or activity of the organization that 
represents a substantial part of the activities, assets, income or expenses of the 
organization, as compared to the organization as a whole.”  Consideration should be 
given to defining “substantial part” or including examples in the instructions or glossary 
to help large organizations determine employees who would fall under the broadened  
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definition. Hospitals could have hundreds of “key employees” if this definition is not 
clear. 

7. Part II, Section A requires an organization to include reportable compensation 
from “related organizations” for purposes of reporting the compensation of former 
(within the last five years) directors, trustees, officers and key employees or highest 
compensated employees.  It is unreasonably burdensome for a large filing organization 
to be required to track all former directors, trustees, officers, key employees or highest 
compensated employees over a five-year period when they have had no need to do so 
in the past. Combining this requirement with a need to survey all related organizations 
to determine whether any individual in this group is being paid compensation by such 
related organization requires efforts beyond the value the information would provide.  
Information on former directors, trustees, officers, key employees or highest 
compensated employees should look to current year only.  

8. Part II, Section A requires an organization to use the compensation figures as 
reported on Forms W-2 or 1099. For hospitals whose tax year is not the calendar year, 
Forms W-2 and 1099 reporting will result in compensation data that is much more dated 
than the compensation data currently required.  For example, if a hospital’s fiscal year 
ends on June 30, the hospital would file its return on November 15, with compensation 
data as of December 31 of the prior year.  

9. Part II, Section B, Lines 5a-f require an organization to report the family and 
business relationships of officers, directors, trustees or key employees during a five-
year look-back period. Hospital and health care organizations often have boards of 
directors with as many as 30 members, and hundreds of contracts.  The collection and 
maintenance of documentation required to respond to these questions will create 
excessive new burdens for organizations, especially for organizations with large boards 
of directors. We request that the look-back be removed and, instead, that reporting on 
these relationships be required only going forward.  

10. Part II, Section B, Line 9 requires an organization to report whether any 
persons listed in Part A receive compensation from any source other than the filing 
organization or a related organization for services rendered to the organization.  In its 
current form, this question requires organizations to have or acquire access to 
information that they may not otherwise have. This question should be clarified to 
address the extent to which an organization is required to seek information regarding 
such compensation arrangements.  Also, if a listed person owns a company that is paid 
reasonable compensation to perform services, but the person does not receive any 
payment other than in his capacity as owner of the organization, what amount, if any, 
gets reported? 

11. Part III (Statements Regarding Governance, Management, and Financial 
Reporting), Line 2 requires an organization to report any significant changes to its 
organizing or governing documents. The IRS should clarify that this question would  
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only cover changes to articles of incorporation and bylaws and not other policies of the 
organization. 

12. Part III, Line 3b requires an organization to report the number of 
“transactions” the organization reviewed under its conflict of interest policy.  The 
important concern around conflict of interest policies is that they are being applied 
appropriately by the organization; and the number of items reviewed is not a meaningful 
or appropriate indicator. Accordingly, the question should be revised to ask whether the 
organization engaged in any transactions that were subject to the policy but were not 
reviewed under the policy, and the term “transactions” should be defined. 

13. Part III, Line 10 asks whether an organization’s governing body reviewed 
the Form 990 before it was filed. This requirement is overly burdensome, particularly for 
large hospital systems, which may have dozens of hospitals and related entities for 
which returns are being filed. The draft form does not provide a definition of “review,” 
which should be added to the instructions or glossary. It is unclear whether an 
organization can simply provide the Form 990 to its governing body or whether it needs 
to receive some kind of certification that each member of its governing body has in fact 
reviewed the form. The instructions should clarify that review by the finance or an 
equivalent committee of an organization’s governing body or the governing body of its 
parent organization is sufficient if the governing body delegates this function.  In 
clarifying what is meant by “review,” the IRS also should consider that boards of 
directors of public companies are not required to review or certify tax filings under the 
Sarbanes-Oxley Act.  

14. Part III, Line 11 asks an organization to indicate where documents are made 
available to the public. There is no explanation for why this is being asked.  

15. Part IV (Statements Regarding General Activities), Line 1d requires an 
organization to report the total amount of contributions received from related 
organizations. The instructions include as examples of related organizations, “a parent 
organization or affiliates at the local, state, or regional level.”  The example is confusing 
and the instructions should instead use the definition of related organizations from the 
glossary. Moreover, it is unclear whether all payments to related organizations (except 
for payments that clearly belong under membership dues, rentals, or sales) should be 
treated as contributions since there is no corresponding line item under “program 
service revenue” or “other revenue.” 

16. Part IV, Lines 2a – 2g require an organization to enter a corresponding 
business code from the Codes for Unrelated Business Activity from the 2006 
Instructions for Form 990T for the various line items of “program service revenue.”  The 
business codes on 990-T are not broad enough to reflect accurately program service 
revenue. 

17. Part IV, Line 1c requires an organization to report contributions from 
fundraising events. Although the instructions use an example to show that gross 
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income from other than contributions is to be reported on Line 11a, a reference at Line 
1c to such amounts reported on Line 11a would be helpful.   

18. Part V (Statement of Functional Expense), Line 3 requires an organization to 
report expenses associated with grants and other assistance to governments, 
organizations, and individuals outside of the U.S. This question does not provide a 
reference to Schedule F or the threshold for filing Schedule F. These references should 
be added. 

19. Part VII (Statements Regarding General Activities), Line 6a requires an 
organization to report whether it had any tax-exempt bonds outstanding at any time 
during the year. The instructions should clarify whether this question is intended to 
encompass bond financing where the 501(c)(3) organization is not the issuer of the 
bonds but rather the borrower of proceeds of government-issued bonds.  

20. Part VII, Lines 8a (and the applicable instructions) requires an organization 
to report whether it conducted all or a substantial part of its exempt activities through or 
using a partnership, LLC or corporation and the aggregate exempt activities conducted 
through or by such entities involved a substantial portion of the organization’s capital 
expenditures or operating budget, or a discrete segment or activities of the organization 
that represent a substantial portion of the organization’s assets, income, or expenses as 
compared to the organization as a whole. Neither the instructions nor the glossary 
provide a definition, percentage or amount for the term “substantial.”  It is also unclear 
whether Lines 8a-8c would apply to passive investments of endowment or reserve 
funds in partnerships or publicly traded corporations.  

21. Part VII, Lines 11 and 12 require an organization to report whether it has a 
written policy or procedure for reviewing the organization’s investments and 
safeguarding its exempt status with respect to transactions and arrangements with 
related organizations. To the extent the IRS intends to develop sample written policies, 
IRS should solicit input from members of the tax-exempt sector with respect to the 
content and form of such written policies.  

22. Part IX (Statement of Program Service Accomplishments), Lines 3a – 3c 
require an organization to describe its exempt purpose achievements for each of its 
three largest program services. This question should be moved to Part I of the form, as 
it is a key question. Organizations should be allowed as much additional space as 
necessary to describe more than three key activities.  As drafted, 3d also directs 
organizations to attach a schedule listing other program services. 

Schedule A (Supplementary Information for Organizations Exempt Under 
Section 501(c)(3)) 

1. Part 1, Line 11f requires an organization to respond whether it has a “written 
determination from the IRS that it is a Type I, II or III supporting organization.”  Since 
most supporting organizations do not have written determinations from the IRS, the 
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question as written is misleading and unfair because the IRS did not actually issue such 
determinations until this year. The question should allow an IRS determination or “a 
written opinion of counsel.” 

2. Part 1, Line 11h, column (vii) requires an organization to report the amount of 
monetary support provided by the supporting organization to the supported 
organization(s). This question disadvantages supporting organizations such as parent 
holding companies within a health care system that do not pay out monetary grants or 
other support payments because they are functionally integrated or otherwise undertake 
activities in support of their supported organizations. The question should be revised to 
include the value of non-monetary support. 

Schedule C (Political Campaign and Lobbying Activities) 

• Part II-B requires reporting by an exempt organization, including reporting on 
(b) paid staff or management and for (h) seminars, conventions, speeches, 
lectures or any other means.  It is not clear precisely what the IRS is 
attempting to capture under (h) and that the category needs to be so broad. 
Also, instead of asking for precise amounts, the IRS should ask for a range of 
hours, number of employees or other proxies for amounts that would provide 
the IRS with useful information while making the category less burdensome. 

Schedule D (Supplemental Financial Statements) 

1. Parts I and III: Passive investments should be excluded from this schedule, 
and the listing of securities individually is extremely burdensome.    

2. Part VII (Other Liabilities) requires organizations to describe and list the book 
value of any other liabilities, including federal income tax liabilities, not reportable in the 
defined categories on Part VI (Balance Sheet) of the core form.  Part VII also requires 
organizations to provide the text of the footnote to the organization’s financial 
statements that report the organization’s liability for uncertain tax positions under FIN 
48. Disclosing the text of footnotes relating to uncertain tax positions in isolation could 
be misleading. Organizations should be given the opportunity to explain such footnotes 
or to attach their entire financial statement. 

3. Part XII (Endowment Funds) requires an organization that holds assets in 
term or permanent endowment funds to provide information for the past five years on 
fund balances, contributions, investment earnings or losses, program expenditures and 
administrative expenditures.  The reporting burden associated with this question 
outweighs the usefulness of this information. The five-year look-back period should be 
eliminated pending adoption by the IRS of reasonable standards.  
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Schedule F (Statement of Activities Outside the U.S.) 

1. It is unclear whether Schedule F requires that “captive insurance” activities be 
reported. Since any organization with captive insurance activity is required to complete 
IRS Form 5471, such reporting should be referenced here, or the organization should 
be specifically exempted from reporting again on this form.    

2. Schedule F requires the separate reporting of grants outside the U.S. from 
grants to domestic organizations and individuals.  Many hospitals and health care 
organizations do not maintain records and reports in a format that would permit them to 
gather all of the information required to be reported on Schedule F.  The required 
amount of recordkeeping and reporting could discourage organizations from making 
grants, particularly small ones, to foreign organizations or individuals.  Moreover, the 
data required to be reported on the schedule could potentially threaten the safety and 
security of organizations and individual grant recipients, therefore Schedule F should 
not be open to public disclosure.  

3. It is unclear whether the activities of foreign affiliates of U.S. organizations are 
covered by Schedule F. 

4. Part I (General Information on Accounts and Activities Outside the United 
States), Line 2 requires an organization to describe its procedures for selecting grant 
recipients located outside the U.S. and monitoring the use of grant funds.  The 
disclosure of an organization’s grant making procedures is intrusive for a public 
document. This question should be similar to Schedule I, which simply asks whether 
the organization maintains records to substantiate its grant making process.  

5. Part II (Grants and Other Assistance to Organizations or Entities Outside the 
United States), Lines 2-3 require an organization to report the number of foreign 
501(c)(3) organization grant recipients and the total number of other organizations or 
entities. This information seems misleading given that most foreign organizations are 
not formally recognized as 501(c)(3) organizations by the U.S., and the regulatory 
structure for charitable organizations in many countries is not easily comparable to U.S. 
requirements. 

6. Part II, line 1, column (g) requires that non-cash gifts be reported, and that the 
fair market value be the basis for the reporting. Hospitals should be exempted from 
reporting gifts of equipment and supplies since there are many such transfers of fully 
depreciated items. 

7. Part III (Grants and Other Assistance to Individuals Outside the United States) 
requires an organization to report grants of more than $5,000 to individuals outside the 
U.S. Part II (Grants and Other Assistance to Organizations or Entities Outside the 
United States) requires organizations to check a box if no one recipient received more 
than $5,000. Part III should include a similar check-the-box statement to clarify the 
guidance set forth in the instructions, i.e., that organizations are not required to 
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complete Part III if no one recipient received more than $5,000.  

Statement G (Supplemental Information Regarding Fundraising Activities) 

• 	 Schedule G requires an organization to report supplemental information 
regarding its fundraising activities. The IRS should clarify how organizations 
should report fundraising activities by related entities, which is a common 
occurrence within a health system. 

Schedule J (Supplemental Compensation Information) 

Schedule J requires an organization to report supplemental compensation 
information with respect to listed persons from Part II of the core form.  There still 
seems to be confusion about who gets reported on Schedule J, so the instructions 
should further clarify the individuals for whom such information must be reported.    

1. Line 1, column (C) requires an organization to report non-qualified deferred 
compensation. The instructions should clarify, or the schedule itself should eliminate, 
double-reporting of nonqualified compensation.  This occurs when the amounts of 
unpaid, unvested deferred compensation are reported when awarded and again when 
they are vested. Eliminating the double reporting will give a more accurate picture of 
yearly compensation. The double reporting of deferred compensation is a problem 
under the current Form 990 and the IRS should take this opportunity to correct the 
confusion. This question also must address how compensation should be reported if 
the organization is reporting on an accrual basis.  

2. Line 1, column (D) requires an organization to report the amount of non-
taxable fringe benefits provided to the listed persons in column (A).  The instructions 
seem to even require reporting of de minimis fringe benefits, which by definition under 
the Internal Revenue Code are “so small as to make accounting for it unreasonable or 
administratively impracticable.” The instructions should follow the current Form 990, 
which allows de minimis fringe benefits to be excluded.  The instructions or the 
compensation matrix also should include examples of nontaxable fringe benefits that 
physicians would typically be issued as part of providing services at a hospital, e.g., 
pagers, cell phones and other similar items, or this requirement should be eliminated.  

3. Line 1, Column (E) requires an organization to report the amount of all 
expense reimbursements, and allowances provided for expenses, that are not included 
on a recipient’s W-2. It is completely misleading to report such amounts on Schedule J, 
which is intended to disclose compensation amounts.  Expense reimbursements under 
accountable plans that do not result in income to the recipient should not have to be 
reported on Schedule J. 

4. Lines 4 and 5 require an organization to report whether it paid compensation 
determined in whole or in part by the revenues or net earnings of the organization or a 
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related organization. The instructions should clarify the types of compensation 
arrangements that would and would not be deemed to be determined in whole or in part 
by the revenues or net earnings of hospitals or health care organizations. 

Schedule K (Supplemental Information on Tax Exempt Bonds) 

We are particularly concerned about Schedule K; a number of hospitals have 
described the burden associated with this schedule as akin to a full-scale audit, costing, 
potentially, millions of dollars. 

1. Schedule K requires an organization to report supplemental information for 
each outstanding bond issue with an aggregate principal amount in excess of $100,000 
on the last day of the taxable year. Due to the scope of information required for 
reportable tax-exempt bonds, the IRS should delay implementation of Schedule K 
(along with all of the Form 990) until 2010 so that organizations will have sufficient time 
to complete the analyses required for reporting the new information on the schedule.  
Also, since the schedule asks for information regarding all bonds outstanding on the last 
day of the taxable year, no matter how long ago the bonds were issued, organizations 
may not have all of the requested information because there was no notice at the time 
the bonds were issued that the organization would be required to report such 
information to the IRS. Accordingly, the IRS should provide a "grandfather" provision 
under which information is required to be reported only for bonds issued after the date 
that the redesigned Form 990 was made public.  Also, in light of the IRS' recently 
announced post-issuance compliance check program, the IRS should consider delaying 
finalization of this Schedule until the IRS has analyzed the responses to the 
questionnaires being sent out as part of the program.  

2. Part I requires extensive information for each outstanding tax-exempt bond 
issue with a principal amount greater than $100,000 on the last day of the tax year. This 
section is enormously burdensome and needs to be streamlined.  First, the IRS should 
recognize that much of the information requested here is already available through 
Form 8038, Information Return for Tax-Exempt Private Activity Bond Issues, which is 
filed when the bonds are issued. The new schedule should be reconciled with the 
reporting already required to eliminate redundancy and burden.  Part I, columns F and 
G, in particular, represent a particular burden for hospitals. For example, for bonds with 
large principal amounts that funded multiple projects, including buildings and 
equipment, requiring information on the date that a particular project was placed into 
service is very difficult and burdensome to provide. 

3. Part II requires the provision of information on bond proceeds.  The 
instructions for this section should make it clear that when an organization is dealing 
with a refunding issue it is not necessary to report how the proceeds of the prior issue 
were spent. Alternatively, the instructions should reduce the burden associated with 
reporting this information by, for example, limiting how far an organization must go back 
when a bond is used to refund a prior issue. In addition, the current IRS regulations 
permit an organization that funds projects with a mixture of equity and bond proceeds to 
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wait 18 months after facilities are placed into service to allocate the sources of those 
funds to particular costs. That means, at the time an organization may be required to 
file this schedule, there may not be a final allocation. The instructions for the form 
should reconcile this inconsistency in favor of delayed reporting.  

4. Part III requires an organization to report information about private use of tax-
exempt bonds. The instructions should clarify that aggregate reporting for private 
business use is contemplated and the IRS should consider permitting organizations to 
report private business use as not exceeding a stated de minimis percentage. And, 
Part III could be streamlined if it allowed organizations to limit the reporting of contracts 
to those that do not meet the "safe harbors" described in Revenue Procedures 97-13 or 
97-14. Question 4 should be re-written, as it does not take into consideration that a 
hospital may be meeting such “safe harbor” requirements, which would make the 
percentage computation unnecessary. Also, question 5a, requesting information about 
all other "use" by other than a 501(c)(3) organization or state or local government is 
overly broad, as it would presumably include use that is not treated as private use, such 
as incidental use or use on the same basis as the general public.  Additionally, 
questions 4 and 5 could result in misleading answers, as they fail to anticipate that 
these percentages may change from year to year and that the proper measure of usage 
would be the entire term of the bond.   

5. Part IV requires an organization to report information about the compensation 
of third parties who provide services related to bond issuances and whether such 
parties were selected using a “formal selection process.”  The instructions should clarify 
what is meant by a “formal selection process” and should permit organizations to rely on 
selections that involved advice of bond counsel and/or a qualified underwriter with a 
reasonable review of qualifications. In addition, a threshold amount for reportable 
transactions should be added. 

Schedule I (Supplemental Information on Grants and Other 
Assistance to Organizations, Governments, and Individuals in the 
U.S.) 

Part III requires an organization to report grants and other assistance to 
individuals in the U.S., if the grant amount is $5,000 or more. This threshold should be 
increased substantially for large organizations like hospitals.  The instructions and the 
schedule should clarify whether, consistent with the instructions to Schedule F, Part III, 
organizations need not complete Part III if no individual received more than the new 
threshold. 

Schedule L (Supplemental Information on Loans) 

Schedule L requires an organization to report details on loans to and from 
officers, directors, trustees, key employees, highly compensated employees and 
disqualified persons. The schedule and instructions should reference “highest 
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compensated employees” from Part II of the core form, which is also the defined term 
in the glossary.  The use of the expression “highly compensated employee” is 
unnecessarily confusing in this context. 

Schedule M (Non-Cash Contributions) 

The threshold for completing this schedule should be increased to at least 
$20,000. 

Schedule N (Liquidation, Termination, dissolution or  Significant Disposition of 
Assets) 

Clarification is needed as to whether transfers to a wholly owned limited liability 
company that is disregarded as separate from the tax-exempt filing organization need to 
be reported. 

Clarification is needed as to whether transfers for “full and adequate 
consideration” that are excluded from the definition of “substantial contraction” still need 
to be reported as a disposition of net assets. 

Schedule R (Related Organizations) 

The following comments relate to Part V – Transactions with Related 
Organizations. 

1. For multi-hospital systems, Schedule R is extremely burdensome.  At a 
minimum, the definition of “related” needs further review and consideration, as there are 
many definitions of the term that might have been used.  

2. Part V requires an organization to report whether it engaged in certain 
transactions or transfers with related organizations, including related 501(c)(3) 
organizations. The instructions carve out transactions between 501(c)(3) organizations 
where the only transactions between the organizations were gifts or grants. This 
instruction should be revised to allow transfers that are gifts and grants to be excluded, 
even where the organizations have other transactions such as leasing or services 
arrangements. 

3. The definition of “transfer” in the instructions should be revised as follows: A 
transfer includes any conveyance of funds or property, whether or not for consideration, 
except for gifts or grants between related 501(c)(3) organizations.  

4. The compliance burden from this section is of great concern to our members.  
Tax-exempt organizations within a health system typically have numerous 
arrangements involving the performance of services, leasing or sharing of facilities, 
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equipment or employees, cost reimbursement etc.  By way of example, a typical 
501(c)(3) health system could have hundreds of transactions to report under Part V.  
The AHA understands that certain questions on this schedule are in response to 
Section 1205 of the Pension Protection Act (PPA), but the information on transactions 
between related 501(c)(3) organizations should be limited to transfers that could result 
in UBIT under the controlled entity rule of Section 512(b)(13). Other transactions 
between related 501(c)(3) organizations do not raise compliance, exemption, tax or 
other concerns and should not need to be reported.  

5. Schedule R goes beyond what is required under the PPA, which at least limits 
reporting of transfers among “controlling and controlled” organizations. By defining 
“related” as including brother/sister organizations controlled by the same person or 
persons, Schedule R requires any exempt entity within a health care system to include 
all transfers between it and any other entity within the system, which completely 
expands the already overly broad disclosure required by the PPA. These requirements 
are completely unworkable in the health system setting and, again, result in the 
reporting of transactions that do not raise compliance, exemption, tax or other concerns.     

6. The instructions for column (C) require the amount involved in each 
transaction to be reported, which is defined as the fair market value of the services, 
cash and other assets provided by the organization or the fair market value received, 
whichever is higher. This instruction seems to require even related 501(c)(3) 
organizations that have cost reimbursement arrangements to determine the fair market 
value for these arrangements, which creates a significant valuation burden for 
arrangements that should not even need to be reported. 

KHA, on behalf of Kentucky’s hospitals, appreciates the openness of the IRS to 
comments from the hospital community.  We urge you to make the changes suggested 
in this letter and by the American Hospital Association, and to recognize and preserve 
the full and diversified benefits that hospitals provide under the community benefit 
standard. 

Thank you for the opportunity to comment. 

Sincerely, 

Nancy C. Galvagni 
Senior Vice President 
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