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12 Steps to Prepare for the

New Form 990

ing instructions for the new Form 990, in-

cluding Schedule H (released Dec. 19, 2007).
The instructions are schedule to be available for
public comment this spring and will clarify many
important questions. Even before the instructions
are available, hospital officials should consider the
following 12 initiatives to implement to get
ready:

Thc Internal Revenue Service (IRS) is develop-

1. Senior management and board should review
the new 990, including Schedule H, and
become educated on the new requirements.
The 990 has been transformed from a document
with few hospital-specific requirements to one
that will provide the IRS and the public much
more transparency into charity-care policies,
community benefit, needs assessment, and other
practices increasingly expected of tax-exempt
organizations. Boards should study the new
requirements, take an active role as part of their
compliance and fiduciary responsibilities, and
understand how the public will interpret the hos-
pital’s results.

2. The finance office should study the
Catholic Health Association (CHA) commu-
nity benefit accounting framework, because
this framework is the foundation for the
financial disclosures required in Schedule H.
The CHA published A Guide for Planning and
Reporting Community Benefitin May 2006.
Chapter 4 discusses recommended accounting
principles and approaches for community benefit,
and the Guide includes worksheets based on
those principles. Key components of Schedule H
are based on those worksheets and accounting
methods. While changes to that framework are
forthcoming, understanding its underlying prin-
ciples will help hospitals get ready.?

3. The finance office should study the Hos-
pital Financial Management Association’s
Principles and Practices Board Statement 15,

‘adopted Statement 15 for reporting bad debt.

which discusses accounting and policies for
charity care and bad debt.

Statement 15 clarifies that charity care represents
revenue forgone by policy, while bad debt is cre-
ated when revenue was expected (reasonably
assured) but not collected. The statement also
discusses when decisions should be made, and
documentation needed to grant financial assis-
tance. Schedule H asks whether the hospital has
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Hospitals should consider adopting Statement Alexandria, Va.

15, so their response in 990 H can be “yes” (or if
“no,” an explanation can be provided in Part VI
of the form).

4. The hospital should review financial assis-
tance policies (including discount levels) and
charity care accounting methods against
community standards and best practices.
Many hospitals recently have updated their finan-
cial assistance policies. Many policies grant free
care for patients with household income between
0 and 200 percent of federal poverty guidelines
(FPG), and discounts are provided for patients up
to 400+ percent of FPG, for medically indigent
consumers, and to “underinsured patients” who
receive assistance with co-pays and deductibles.
Schedule H will allow simple comparisons be-
tween each hospital’s policies with those of others
in the community, the state, and the United
States. Each hospital should know how they
compare.

Variation remains in charity care accounting
methods. For now, Schedule H will value charity
care based on the amount of charges forgiven
(never recorded) pursuant to financial assistance
policies, converted to cost. If the IRS begins
requiring charity care accounting based on State-
ment 15, the valuation formula will change and
will be more conservative. Statement 15 values
charity care as: the total cost of care for patients
who received assistance minus any revenue antici-
pated from the patient and any third-party payers.
This means only those accounts where costs are
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greater than accrued revenue will be considered
charity. Thus, if discounts provided are not below
the cost of care, Statement 15 says no charity is
being granted.

5. The hospital should develop a preliminary
methodology to answer specific questions
such as, “how much bad debt expense was
attributable to patients eligible under the
organization’s charity care policy?”

The CHA community benefit framework never
has considered bad debt to be community bene-
fit. Hospitals advocated to include bad debt in
part because they indicated that portions of bad
debt expense result from numerous low-income
consumers who have not provided documenta-
tion (or applications) needed to qualify them for
financial assistance (or government health bene-
fits). In response, the IRS included the above
question. This is one of the most difficult and
riskiest questions to answer. For the first time,
hospitals will need a methodology to place a dol-
lar value on the subset of bad debt they incur for
low-income patients. Hospitals with material
amounts of bad debt for patients who could (or
should) have received financial assistance may
want to consider adjusting their policies (to relax
documentation requirements, allow patients to
qualify as “presumed indigents,” and /or inte-
grate findings from technology solutions). What-
ever methodology is adopted will need to be
explained in Part VI.

6. Immediately begin an inventory of activi-
ties and programs that satisfy “what counts”
criteria.
Hospitals that have been reporting community
benefit for some time should review their pro-
grams to assure they represent true community
benefit. Schedule H instructions are likely to
include examples and principles to guide this pro-
cess. CHA has a growing array of tools and mate-
rials available on its website to help hospitals sort
out “what counts” as community benefit.
Hospitals that never have reported community
benefit are advised to start developing an invento-
ry of programs that can be counted and docu-
mented on Schedule H:

m community health improvement
® community benefit operations
m education

m research
m subsidized health services
m fundraising activities

While conducting the inventory, also obtain
information on the resources going into each
(e.g., staff hours and supplies), how many per-
sons are served, and documentation about why
the program should count as community benefit.

7. Assess available software tools, both to
help qualify patients for Medicaid and/or
financial assistance and to capture and report
community benefit information.

Software tools have been developed to help
determine patient ability to pay (these access
credit data), to identify available sources of third-
party payment, and to streamline the revenue
cycle for self-pay and other patients. These tools
can help establish patient ability to pay, and mini-
mize uncompensated care — particularly bad debt
for patients eligible for charity care.

Other tools including Lyon Software’s Com-
munity Benefit Inventory for Social Accountability
(CBISA) are available to help document and
report community benefit. The time is right to
assess these tools, which will be updated to pro-
vide documentation needed for Schedule H.

8. Review all contracts and arrangements
between the hospital and other entities, to
assess whether documentation supports that
community benefit is being provided.

From experience, many hospitals provide com-
munity benefit through contracts with other enti-
ties. Examples include: affiliation agreements
with medical schools (which include education
costs, research support, explicit medical school
support, and frequently also payments for indi-
gent care), contracts with hospital-based and
other physicians (to support charity care they are
providing), and joint venture agreements. If
community benefit is being provided through
these arrangements, contracts should segregate
and specify such activities, improving the “audit
trail” for amounts reported in Schedule H.

9. Identify questions for which the hospital
may not have satisfactory answers (e.g., how
do you assess community needs) and develop
plans for these areas.

While reviewing Schedule H, and the response to
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any question is “I don’t know,” then planning
that would lead to specific answers is warranted.
For example, one question asks how the hospital
assesses community health care needs. Hospitals
that have conducted or participated in needs
assessments can answer this question readily.
Others can obtain needs information from local
health departments. Those that never have
assessed community health care needs (or whose
assessments are outdated) can access resources
that have been organized by the Association for
Community Health Improvement (ACHI) on a
newly published website and /or initiate the
assessment process.

10. Develop an overall work plan that is
ready to “execute” upon issuance of draft
instructions.

Once the instructions are issued, several open
questions will be addressed. For example, how
community benefit provided by joint ventures
should be included in Schedule H. Having a
work plan that indicates the role to be played by
key staff and board members will be helpful.
Watch for guidance from the newly formed 990
Coalition for Hospitals, CHA, and others for
tasks and elements to include in work plans.

11. Consider on a preliminary basis whether
to complete the full Schedule H for Tax
Year 2008, to use 2008 as an internal “Dry
Run,” or to wait for the Tax Year 2009
filing.

Most Schedule H requirements are optional for
the 2008 tax year. Only two are optional there-

after. Hospitals can fill out Schedule H for 2008
and then decide later to submit all or only por-
tions of requested information. The 2008 tax
year thus can serve as a “dry run.”

12. Organize and, if necessary, obtain
outside resources to help with the new
requirements.

Consulting, law, tax and accounting firms are
studying the new requirements and are building
expertise to help with needs assessment, account-
ing, charity care policies and related matters.
Watch for guidance from these firms, state and
national associations, and the IRS in working to
comply with the new requirements.

The new 990 and Schedule H provide hospi-
tals with an opportunity to document how they
serve their communities, advance knowledge, and
demonstrate charitable purpose. Planning can
begin now, even before the instructions are avail-
able for comment and review. m

Comment on this column
at www.chausa.org/hp.

NOTES

1. www.chausa.org/Pub/MainNav/ourcommitments/
CommunityBenefits/Resources/TheGuide

2. Changes to the CHA Accounting Framework are forth-
coming, due to input from the Association of American
Medical Colleges (education and research), an effort to
align charity care accounting with Statement 15, and
to align the framework with Schedule H requirements.
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