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What the New Form 990 Means for Exempt Organizations

In January 2012, the Internal Revenue Service (IRS)
released its new Form 990, the tax document exempt
organizations are required to file with the IRS each
fiscal year." Although the new form has been revised to
enhance readability, it also consists of several
substantive changes related to organizations’ reporting
requirements, thereby imposing new or additional
burdens on organizations seeking to maintain their tax-
exempt filing status.” The new Form 990 makes
significant changes with respect to organizations’
financial reporting and governance requirements, as well
as to the hospital reporting process.® Although each of
these areas may prove to be compliance challenges,
analysts suggest that new reporting requirements
applicable to joint ventures and investment partnerships
will be the most difficult to satisfy.*

Organizations who wish to maintain their tax-exempt
status must proportionately report a joint venture’s
activities as their own based on their ownership interest
in the joint venture or other qualified entity. Previously,
such organizations could use their own records when
reporting the effect the joint venture activities had on
their financial statements.> However, under the new
Form 990, organizations must report their distributive
share of income and expenses from the joint venture in
addition to a distributive share of assets based upon the
organization’s ending capital account. For hospitals
without such documentation, other business records may
be used to determine reasonable estimates of their
distributive share.’

In terms of governance, the Form 990 now queries
organizations as to the policies and procedures that were
in place as of the last day of the tax period, rather than
those policies implemented after the tax period ended,
but prior to the filing deadline. This change in policy
demonstrates that organizations will not be able to
retroactively achieve compliance in order to qualify for
exempt status. For example, the Form 990 now requires
additional information concerning the governing body’s
voting rights, whereby an explanation of any material
differences in voting rights among members, or if such
authority has been delegated to another body, such as an
executive committee, must be provided.” In contrast to
the heightened requirements concerning organizational
governance, the new Form 990 loosens several
requirements, including those related to the
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independence and compensation of board members, as
well as to what constitutes a “business relationship.”
Directors, or directors’ family members, who serve as
key employees of entities engaged in a business
transaction with the exempt organization now remain
independent. The Form 990 clarifies the circumstances
under which a director remains independent despite
receiving compensation as a board member.
Organizations are also required to report business
relationships among their officers, directors, trustees,
and key employees. The Form 990 modifies the
definition of business relationship to exclude this
reporting requirement when the officer, director, or
trustee is a key employee of a joint venture. The Form
990 also addresses individuals who had the power to
elect or appoint one or more members of the governing
body, and requires disclosure as to which individuals
possessed such power during the tax period, even if such
authority was never exercised.’

For hospital reporting, the new Form 990 reflects
several significant changes. Previously, the Secretary of
the Treasury had authority to determine if an
organization qualified as a hospital for filing purposes.
Now the definition of hospital and hospital facility
refers solely to state law requirements for licensure.
However, the definition still includes those facilities
which are operated as joint ventures and treated as
partnerships or disregarded entities. The most significant
changes for hospitals deal with questions relating to
hospital policies on emergency medical care; financial
assistance; billing and collections practices; and,
limitations on medical care charges.™

Although many of the revisions to Form 990 are
designed to clarify reporting requirements and alleviate
some of the burdens on filing organizations, other
changes are likely to affect some organizations’
operations and policies. Those entities who desire to
maintain their tax-exempt status must ensure they have
policies and practices in place that comply with Form
990’s heightened reporting requirements or else risk
losing their tax-exempt status.

1 “The 2011 Form 990: More than Simple Tinkering at the
Margins” By Michael N. Fine & Mary K. Samsa, McDermott,
Will & Emery LLP, Posted on American Health Lawyers
Association, February 10, 2012,

(Continued on next page)



http://www.healthlawyers.org/News/Health%20Lawyers%20Weekl 5  Fine, “The 2011 Form 990: More than Simple Tinkering at the

y/Pages/2012/February%202012/February%2010%202012/The201 Margins,” February 10, 2012.
1Form990MoreThanSimpleTinkeringAtTheMargins.aspx 6 Ibid
(Accessed 02/28/12). o

2 Ibid. 7 i

3 Ibid. 8 Ihid.

4 “IRS Releases Final Form 990 with Changes for Joint Ventures” By ° Ib!d'
Bloomberg BNA, January 24, 2012, http://www.bna.com/irs- 10  Ibid.
releases-final-n12884907414/ (Accessed 02/28/12).

© HEALTH CAPITAL CONSULTANTS (Continued on next page)



GLI

HEALTH CAPITAL CONSULTANTS
(800) FYI - VALU
Providing Solutions

in the Era of
Healthcare Reform

Founded in 1993, HCC is a

nationally recognized healthcare
economic financial consulting firm

HCC Home

Firm Profile
HCC Services
HCC Experts
Clients Projects
HCC News
Upcoming Events
Contact Us

Email Us

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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