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Healthcare Reform’s Tax Provisions Strain IRS Resources

The Patient Protection and Affordable Care Act (ACA)
contains several new tax provisions to be incorporated
into the Internal Revenue Code (IRC) that take effect
over the next several years. Implementing the tax
provisions included in the ACA represent one of the
Internal Revenue Service’s (IRS) top priorities in 2011."
Among the numerous provisions, Section 501 (r), which
applies to hospitals currently described in Section 501
(c)(3) of the IRC as exempt from federal income
taxation, establishes requirements that certain hospital
organizations must fulfill to maintain their tax
exemption. The IRS has indicated that implementing
certain requirements imposed by 501(r) and revising the
essential forms, schedules, and instructions, e.g. Core
Form 990 and Schedule H, will likely constitute its
largest undertaking of the year? Some IRS officials
question whether the continued management of current
projects, combined with new tasks mandated by the
ACA related to implementation of the reform’s tax
provisions, may potentially impose a significant burden
on the IRS’s resources and strain its ability to offer
productive guidance.® Further, attorneys have expressed
concern about charitable hospitals’ ability to comply
with the new 501 (r) requirements, arguably the most
substantial new changes applicable to these hospitals,
without significant guidance from the IRS.*

To ease the transition for charitable hospitals and other
tax-exempt healthcare organizations, the IRS has created
a specific unit devoted to implementing ACA provisions
and, among other responsibilities, to publishing
guidelines for the reform’s new 501(r) requirements.
The IRS guidelines will likely advise nonprofit hospitals
regarding issues related to accountable care organization
formation, e.g. excessive private inurement, improper
use of charitable assets, and gainsharing. > The new
501(r) provisions also require charitable hospitals to
implement community health needs assessment (CHNA)
and financial assistant policies to maintain their tax-
exempt status.® Accordingly, in addition to publishing
guidelines, implementing these provisions  will
necessitate the IRS’s review of all tax-exempt hospitals’
community benefits activities to ensure compliance.’
For more information on the effect of healthcare reform
on hospitals see, Health Capital Topics Vol. 4 Issue 1:
Healthcare Reforms: Impact on Hospitals.

Additional large-scale projects reflecting the health
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reform goals have also started to utilize IRS resources.
In 2009, in response to pressures from Congress to
collect unpaid taxes and to identify questionable
executive compensation arrangements, the IRS
announced that beginning February 2010 it would audit
the payroll tax practices, fringe benefits, and executive
compensation of 6,000 companies for three years as part
of the National Research Program.® The National
Research Program estimated that the IRS may have to
complete 1,500 randomly selected employment tax
audits (500 a year, for three years) on tax-exempt
organizations. This represents nearly one-third of the
approximate 1,500 to 2,000 audits the program generally
completes in a year.® In addition, these audits have
already encumbered 200-300 agents, who underwent
further training to perform the line-by-line reviews of
employer’s tax returns. ™

Audits, rulings, and implementation of new reform
provisions may potentially stall as the IRS’s
responsibilities expand, leaving less time for the agency
to assist tax-exempt hospitals through this transitional
period."" As part of their battle to repeal healthcare
reform, Republicans have cautioned that expanding IRS
power would require at least 16,000 new employees and
could cost upwards of $1 billion for salaries alone, when
considering the average annual salary for an IRS tax
specialist ($65,696).”” The IRS media office has
countered that the healthcare reform legislation does not
specify the number of new agents needed, but the office
failed to make any of its own workforce requirement
estimates.”® In a likely response to challenges to its
resource capacity, on March 7, 2011 the IRS announced
an extension of the 2010 tax filing season for certain
hospital organizations affected by the new reform
requirements. The extension gives tax-exempt hospital
organizations an automatic three month delay to file
their Form 990 and Schedule H either electronically or
in paper format on July 1, 2011 or later. The extension
only applies to tax-exempt hospital organizations and
expires at the end of the 2010 filing season.™

Despite the time and cost restraints hindering the IRS’s
ability to assist charitable hospitals in navigating the
new provisions imposed by the reform, Congress has
specified that tax-exempt organizations must comply
with 501(r) tax requirements by the first tax year
following March 23, 2010 (March 23, 2012 for CHNA
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requirements), even if the IRS has not yet issued
definitive regulations and guidance. As of yet, no
guidelines have been published, although the first
comment period ended July 22, 2010."°
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HEALTH CAPITAL
CONSULTANTS (HCC) is an
established, nationally recognized
healthcare financial and economic
consulting firm headquartered in
St. Louis, Missouri, with regional
personnel nationwide. Founded in
1993, HCC has served clients in
over 45 states, in providing
services including: valuation in all
healthcare sectors; financial
analysis, including the
development of forecasts, budgets
and income distribution plans;
healthcare provider related
intermediary services, including
integration, affiliation, acquisition
and divestiture; Certificate of
Need (CON) and regulatory
consulting; litigation support and
expert witness services; and,
industry research services for
healthcare providers and their
advisors. HCC’s accredited
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA, serves
as President of HEALTH CAPITAL CONSULTANTS (HCC), a nationally
recognized healthcare financial and economic consulting firm headquartered in
St. Louis, MO, serving clients in 49 states since 1993. Mr. Cimasi has over
thirty years of experience in serving clients, with a professional focus on the
financial and economic aspects of healthcare service sector entities including:
valuation consulting and capital formation services; healthcare industry
transactions including joint ventures, mergers, acquisitions, and divestitures;
litigation support & expert testimony; and, certificate-of-need and other
regulatory and policy planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as
several professional designations: Accredited Senior Appraiser (ASA — American Society of
Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS — Royal Institute of Chartered
Surveyors); Master Certified Business Appraiser (MCBA - Institute of Business Appraisers);
Accredited Valuation Analyst (AVA — National Association of Certified Valuators and Analysts); and,
Certified Merger & Acquisition Advisor (CM&AA — Alliance of Merger & Acquisition Advisors). He
has served as an expert witness on cases in numerous courts, and has provided testimony before federal
and state legislative committees. He is a nationally known speaker on healthcare industry topics, the
author of several books, the latest of which include: “The U.S. Healthcare Certificate of Need
Sourcebook™ [2005 - Beard Books], “An Exciting Insight into the Healthcare Industry and Medical
Practice Valuation” [2002 — AICPA], and “A Guide to Consulting Services for Emerging Healthcare
Organizations” [1999 John Wiley and Sons].

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises;
published articles in peer reviewed and industry trade journals; research papers and case studies; and, is
often quoted by healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious
“Shannon Pratt Award in Business Valuation” conferred by the Institute of Business Appraisers.
Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice of the Institute of
Business Appraisers, of which he is a member of the College of Fellows.

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the Senior Vice President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas
valuation and financial analysis for hospitals and other healthcare enterprises.
Mr. Zigrang has significant physician integration and financial analysis
experience, and has participated in the development of a physician-owned
multi-specialty MSO and networks involving a wide range of specialties;
physician-owned hospitals, as well as several limited liability companies for
the purpose of acquiring acute care and specialty hospitals, ASCs and other
ancillary facilities; participated in the evaluation and negotiation of managed
care contracts, performed and assisted in the valuation of various healthcare
entities and related litigation support engagements; created pro-forma financials; written business
plans; conducted a range of industry research; completed due diligence practice analysis; overseen the
selection process for vendors, contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business
Administration from the University of Missouri at Columbia, and is a Fellow of the American College
of Healthcare Executives. He has co-authored “Research and Financial Benchmarking in the
Healthcare Industry” (STP Financial Management) and “Healthcare Industry Research and its
Application in Financial Consulting” (Aspen Publishers). He has additionally taught before the
Institute of Business Appraisers and CPA Leadership Institute, and has presented healthcare industry
valuation related research papers before the Healthcare Financial Management Association; the
National CPA Health Care Adviser’s Association; Association for Corporate Growth; Infocast
Executive Education Series; the St. Louis Business Valuation Roundtable; and, Physician Hospitals of
America.

Anne P. Sharamitaro, Esq., is the Vice President of HEALTH CAPITAL
CONSULTANTS (HCC), where she focuses on the areas of Certificate of Need
(CON); regulatory compliance, managed care, and antitrust consulting. Ms.
Sharamitaro is a member of the Missouri Bar and holds a J.D. and Health Law
Certificate from Saint Louis University School of Law, where she served as an
editor for the Journal of Health Law, published by the American Health
Lawyers Association. She has presented healthcare industry related research
papers before Physician Hospitals of America and the National Association of
Certified Valuation Analysts and co-authored chapters in “Healthcare
Organizations: Financial Management Strategies,” published in 2008.
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