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Tax Provisions 



5

©
20

25
 W

ith
um

Sm
ith

+B
ro

w
n,

 P
C

Excise Tax on Compensation over $1M
+ Old: 21% excise tax on compensation over $1M for top 5 employees of a tax-

exempt organization
 Once employee is deemed a “covered employee” in a tax year, always a “covered employee” 

and subject to 21% excise on compensation over $1M

 Compensation for medical services is exempt from 21% excise tax

+ OBBBA: Expands the 21% excise tax on compensation over $1M to all 
employees of a tax-exempt organization
 Effective for tax years beginning after 2025

 Compensation for medical services remains exempt
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Excise Tax on University Endowments
+ Old: 1.4% excise tax on net investment income of certain private colleges and universities

 Private colleges and university with at least 500 students and endowment exceeding $500,000 per student

+ OBBA: Multi-tiered tax on endowments earnings
 Rate of 1.4%, 4% and 8% at the highest tier

 8% rate applies to institutions with endowment assets exceeding $2M per student

 Applies to private colleges and universities with at least 3,000 tuition-paying students

 Interest on student loans and certain royalty income (from intellectual property developed with federal 
funds) will no longer be excluded and will be subject to the excise tax

 Effective for tax years beginning after 2025
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§179 Expensing
+ Old: Provides for expensing certain depreciable property, such as office 

equipment, certain vehicles, and off-the-shelf software; 2025 limit is $1.25 million, 
and this amount is reduced dollar-for-dollar when §179 property placed in service 
exceeds $3.13 million

+ OBBBA: Raises max deduction to $2,500,000 and phase-out thresholds do not 
apply until the cost of §179 property exceeds $4,000,000

+ Effective for property placed in service in taxable years beginning after December 
31, 2024

+ Cost: $25 billion
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Bonus Depreciation
+ Old: TCJA brought in additional first-year depreciation of 100% (i.e., bonus depreciation) for 

qualified property acquired after 9/27/2017 and placed in service before 1/1/2023

+ ​TCJA phased down the percentage by 20% each year; it is 40% in 2025, 20% in 2026, and 0% in 
2027 and beyond

+ OBBBA: Permanently reinstates 100% bonus depreciation for tangible personal property acquired 
after 1/19/2025

+ Taxpayers can elect 40% depreciation, but only for the first tax year ending after 1/19/2025

+ Consider interplay between §179 expensing, new qualified production property deduction, and 
other provisions (e.g., §382 limitation)

+ Cost: $362 billion
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Interest Expense Limitation
+ Old: TCJA generally limited interest deductions to (i) business interest income, (ii) 

30% of adjusted taxable income (“ATI”) (but not less than zero), and (iii) floor plan 
financing interest; indefinite carryforward if not deductible; since 2022, ATI was 
lowered from EBITDA to EBIT, further limiting interest deductions

+ OBBBA: Permanently reinstates the addback for depreciation and amortization, 
so ATI is again based on EBITDA, but includes a new ordering rule that applies 
the limitation before the application of most interest capitalization provisions

+ Effective for taxable years beginning after December 31, 2024
+ Cost: $61 billion​
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Corporate Charitable Deductions
+ Old: Charitable contributions by C corporations are generally limited to 10% of 

taxable income, and excess contributions can be carried forward for 5 years
+ OBBBA: Adds 1% floor to the deduction, providing no charitable deduction if 

contributions do not exceed 1% of taxable income
+ Amounts below the floor are lost; amounts above the 10% limit can be carried 

forward for 5 years
+ Effective for taxable years beginning after December 31, 2025
+ Cost: $17 billion
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Tax Provisions Not Changed
+ No extension of the 2020 and Q1 & Q2 2021 SOL for Employee 

Retention Credits (ERCs)
+ No limit on pass-through entity taxes (PTETs) for SSTBs or other 

businesses
+ No limit on C corporations’ ability to deduct SALT
+ No higher tax rate for wealthy individuals with AGIs over $1 million or 

$2.5 million
+ No change to corporate tax rates or capital gain tax rates
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IRS Update and 
IRC Code Section 501(r)
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Kwong v. United States
+ Until November 2021, a mandatory extension was provided under 

§7508A(d) for federal declared disasters: 
• Beginning on the earliest incident date of the disaster and 

• ending 60 days after the disaster incident period closed.

+ COVID-19 deemed to begin on January 20, 2020, and end on May 
11, 2023 

+ Ruling: Kwong held that the mandatory suspension arises directly 
from the statute – not from discretionary IRS guidance.
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Filing 
federal 

income, estate, 
gift, 

employment & 
excise tax 

returns

What Kwong Changed
From January 20, 2020 through July 10, 2023 deadlines postponed for:

(60 days after May 10th)

Paying 
those taxes 

including 
installments & 
other federal 
tax liabilities

Calculated 
interest 

& 
penalties 

Filing claim 
for credit of 

refund

Bringing suit 
on such 

refund claims
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+ Facts: Assume a calendar year corporate taxpayer’s 2020 federal income tax balance was due on 
April 15, 2021, but the corporation did not pay the balance until August 1, 2022. The IRS assessed 
failure-to-pay penalties and underpayment interest from April 15, 2021, to August 1, 2022.

+ Analysis:

+ The taxpayer’s payment due date fell squarely within the COVID-19 disaster suspension period 
– January 20, 2020, through July 10, 2023; 

+ §7508A(d) requires that period to be disregarded, 

+ any assessment of failure-to-pay penalties and underpayment interest would be improper.

Example
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+ In general, refund claims MUST be filed by July 10, 2026
+ Under §6511(a), a refund claim generally must be filed within three 

years from the time the return was filed, or two years from the time the 
tax was paid, whichever is later. 

+ If a return is filed on or before its due date, the filing date is treated as 
the due date.

Refund Claims Deadline
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+ Late Filing or Payment
+ Failure to file certain international forms including Form 5471 or 5472
+ Interest Accrued

Type of Penalties
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IRS Group Exemption Rulings
+ Revenue Procedure 2026-8, issued January 20, 2026
+ Moratorium lifted
+ Form 8940, Request for Miscellaneous Determination 
+ Generally, allows a group of affiliated tax-exempt organizations to file 

a consolidated Form 990. The parent organization (central 
organization) still files its own separate Form 990 and its affiliates 
(subordinate organizations) file a consolidated Form 990
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IRS 2025-2026 Priority Guidance Plan
+ Regulations under IRC 4968
+ Guidance under 4960
+ Regulations under 4945
+ Final regulations under 4966
+ Guidance on the public-policy prohibition
+ Guidance on the Johnson Amendment
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Hospital IRS Areas of Focus
+ IRC Section 501(r) initiatives
+ Form 990 Schedule H Community Benefit
+ Employment Tax
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Schedule H – IRS Initiatives
+ IRS Review of Form 990 Schedule H – “desk audits”

 Review Schedule H once every three years.

+ IRS Review of your website and reconciliation to Form 990 Schedule H
 Part I Community benefit costs and categories,

 Community health needs assessment/implementation plan, and

 Financial assistance policy and billing/collection policy.

+ IRS Audits and Examinations
 IRS to audit hospitals with a focus on community benefit compliance.
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Form 4564
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Form 4564
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IRC 501(r) Most Common Mistakes
IRC 501(r)(3)
+ Current and prior CHNA not posted on hospital website
+ CHNA’s that do not address the impact of actions taken since prior 

CHNA
+ Implementation strategy not posted on hospital website (not required; 

industry best practice recommendation)
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Form 13837
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Form 13837
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Form 13837
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Form 13837
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IRC 501(r) Most Common Mistakes
IRC 501(r)(4)(5) & (6)
+ No reference to AGB/AGB not updated 
+ Lack of LEP translations/all required documents not translated into LEP 

languages
+ Missing provider listing/provider listing not updated 
+ No reference to billing & collection policy
+ Reference to appendix/exhibits that do not exist
+ Broken website links
+ FAP information not easily found within website
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Community Benefit
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Form 990, Schedule H – Community 
Benefit
+ Supports Federal, state and local tax-exempt status

 Federal
• Exempt from corporate income tax

• Allows the issuance of tax-exempt borrowings, and

• Permitted to receive Federal and state government grants and also charitable contributions

 State
• Exempt from corporate income tax

• Exempt from sales and use taxes.

 Local
• Generally, exempt from property (real estate) taxes
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Increased Focus on Value of 
Community Benefit & Tax-Exemption
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States Are Getting Involved In Community 
Benefit
+ States implementing 

mandatory community 
benefit reporting.

+ Mandatory minimum 
community benefit spending.

+ Required reports to be 
posted on organization’s 
website.

Click here to see Community Benefit Requirements by State. 

https://www.hilltopinstitute.org/our-work/hospital-community-benefit/hcbp-state-comparison/
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Community Impact of Pennsylvania Hospitals

https://www.haponline.org/Resource-Center?resourceid=1433
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Community Impact of Pennsylvania Hospitals

https://www.haponline.org/Resource-Center?resourceid=1433
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+ November 11, 2024 during their semi-annual meeting. 

+ “Federal and state authorities should toughen enforcement 
of community benefit requirements and penalize or revoke the tax-
exempt status of nonprofit hospitals that "provide little or no community 
benefit," the AMA said in a news release Monday.”

+ The link above is to a Modern Healthcare 3/26/2024 article titled 
“Hospital charity care falls short of nonprofit tax breaks: Lown”.

AMA calls for Tougher Oversight of 
Nonprofit Hospitals

https://www.modernhealthcare.com/finance/hospital-charity-care-tax-breaks-lown-institute
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+ JAMA Network (Journal of the American Medical Association) released study on September 26, 
2024. Researchers at Johns Hopkins Bloomberg School of Public Health, Johns Hopkins Carey 
Business School, and Texas Christian University. Please click here to view the full study.

+ Analyzed financial data from nearly 3,000 U.S. nonprofit hospitals and reported that nonprofit 
hospitals in U.S. received $37.4 billion in tax benefits in 2021.

+ AHA released study shortly thereafter. Please click here to view the full article. Nonprofit hospitals 
tax exemptions amounted to $13.2 Billion in 2020.

+ Nonprofit hospitals provided $129 billion in total benefits to the community, nearly 10 times the value 
of the tax exemptions.

Tax Benefit of US Nonprofit Hospitals

https://jamanetwork.com/journals/jama/article-abstract/2824116
https://www.aha.org/2024-09-23-estimates-value-federal-tax-exemption-and-community-benefits-provided-nonprofit-hospitals-2020
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+ Majority Staff Report of the Senate Health, Education, Labor, and Pensions Committee, chaired by 
Senator Bernie Sanders.

+ Hold tax-exempt hospitals more accountable for the tax benefits they receive and ensure these tax-
exempt hospitals are fulfilling their obligation to provide accessible healthcare in their communities.

+ Reviewed tax documents of 16 of the largest U.S. tax-exempt hospitals and determined:

+ 12 of these 16 hospitals dedicated less than 2% of their revenue to charity care.

+ Six dedicated less than 1% of total revenue to charity care.

+ The 16 hospitals’ CEOs averaged more than $8M in annual compensation in 2021.

Majority Staff Report 10/10/2023
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+ The report cites a study that 86% of tax-exempt hospitals spent less on 
charity care than they received in tax benefits between 2011 and 2018.

+ Tax-exempt hospitals spent only an estimated $16B on charity care in 
2020, or about 57% of the value of their tax breaks in the same year.

+ Tax-exempt hospitals billed $2.7B to patients who would have likely 
been eligible for charity care during 2017.

Majority Staff Report 10/10/2023
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Please click here to view the full article

https://www.sanders.senate.gov/wp-content/uploads/Executive-Charity-HELP-Committee-Majority-Staff-Report-Final.pdf
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+ Federal tax act out of Washington D.C. in July 2025

+ Expansion of covered persons for purposes of the 21% excise tax rate on 
administrative compensation > $1M.

+ Federal tax-exemption for hospitals; continued scrutiny.

+ House Ways & Means Subcommittee hearing re tax-exempt hospitals held on Tuesday 
September 16, 2025. 

+ IRS desk reviews and potential hospital audit examinations of the Form 990 Schedule H; 
financial assistance policy; application for financial assistance; billing and collection 
policy and practices; community health needs assessment and implementation strategy 
will continue.

+ The states and municipalities remain aggressive with respect to challenges of property 
tax-exemption for tax-exempt hospitals.

Healthcare Tax Prospectively
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+ Held on Tuesday September 16, 2025

+ IRS Form 990 Hides the Ball on Actual Community Benefit Provided by Hospital

+ “Mission Creep”: Tax-Exempt Hospitals not Keeping the Main Thing the Main Thing

+ Taxpayers Funding DEI at Tax-Exempt Hospitals

+ Vague Laws Open the Door to “Indoctrination” as Health Care

+ Mega Hospital Systems Benefit Most from Weak Reporting Requirements

+ Studies: Tax-Exempt Status is Payday for Hospitals

House Ways & Means 
Subcommittee Hearing
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Please click here to view the full recording

https://waysandmeans.house.gov/event/oversight-subcommittee-hearing-on-virtue-signaling-vs-vital-services-where-tax-exempt-hospitals-are-spending-your-tax-dollars/


44

©
20

25
 W

ith
um

Sm
ith

+B
ro

w
n,

 P
C

+ House Ways & Means Subcommittee Hearing re tax-exempt hospitals 
held on Tuesday September 16, 2025.
+ Charity care vs. value of Federal tax-exemption 

+ Charity care vs. other categories of community benefit

+ Appropriate IRS Code Section 501(c)(3) tax-exempt hospital expenditures

+ Form 990 changes

+ Schedule H – more transparency and more enforcement mechanisms 

+ Detail behind the #’s

+ Separate Schedule H’s by hospital facility

+ More IRS audits!

Healthcare Tax Prospectively
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Hospitals – Basis for Federal Tax-
Exemption
+ Revenue Ruling 56-185 – “Charity Care Standard” is not the current standard! 

+ Revenue Ruling 69-545 - “Community Benefit Standard” replaced the charity care standard.

+ Hospitals are judged on whether they promote the health of a broad class of individuals in the 
community.

+ Broad class of individuals in the community and Schedule H categories.

+ There are no numerical thresholds for minimum amount of free or discounted care for a hospital to 
receive Federal tax-exempt status.

+ Senate Finance Committee proposed a 5% minimum threshold regarding Form 990 Schedule H, 
Part I. Did not pass, however, note that it would have applied a community benefit analysis; not a 
charity care analysis.
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IRS Community Benefit Standard 
Rev. Rul. 69-545
+ Operates a full-time emergency room and no one requiring emergency care is 

denied treatment;
+ Uses surplus funds to improve the quality of patient care, expand its facilities, and 

advance its medical training, education, and research programs; 
+ Control of the hospital rests with its board of trustees, which is composed of 

independent civic leaders; and
+ Maintains an open medical staff, with privileges available to all qualified 

physicians.
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Form 990, Schedule H, Part I
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Schedule H Planning Areas
+ Health Professionals Education
 Nurse Residency Program
 Medical residents; do not include indirect GME reimbursement provided by 

Medicare or Medicaid

+ Subsidized Health Services
 The service meets an identified community need
 Inpatient programs and outpatient programs
 Community health needs assessment (CHNA)



49

©
20

25
 W

ith
um

Sm
ith

+B
ro

w
n,

 P
C

Community Benefit Best Practices

+ IRS / CHA community benefit percentage benchmarking 
+ AHA total benefits to the community benchmarking 
+ Utilize a written community benefit statement for other information
+ Review your community health needs assessment and identify programs, 

activities and initiatives and related costs.
+ Quantify the value of your tax-exemption vs. community benefit costs.
+ Charity Care and Medicaid shortfall benchmarking.
+ Board and/or committee involvement.



50

©
20

25
 W

ith
um

Sm
ith

+B
ro

w
n,

 P
C

American Hospital Association 
Total Benefits to the Community Model

+ Starts with Form 990 Schedule H, Part I
+ AHA model also includes the following from Schedule H
 Community Building Activity – Form 990 Schedule H, Part II
 Bad Debt Expense Attributable To Financial Assistance – Form 990 Schedule 

H, Part III
 Medicare Shortfall – Form 990 Schedule H, Part III
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Form 990, Schedule H, Part III
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Lown Institute

+ Starts with Form 990 Schedule H, Part I 
+ Eliminates
 Medicaid shortfall 
 Health Professionals Education (HPE)
 Research 
 Does not recognize AHA additional categories either

+ Fair Share Spending Calculation – 5.9% of a hospital’s expenses
+ Municipality expert witness 
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Community Benefit Standards
Hospital Example IRS % AHA % Lown %
Financial assistance 13,743,896 1.39 13,743,896 1.39 13,743,896 1.39
Medicaid Shortfall 57,856,292 5.86 57,856,292 5.86 - 0.00
Community Health Improv Svs 2,509,190 0.25 2,509,190 0.25 2,509,190 0.25
Health Professions Education 25,680,253 2.60 25,680,253 2.60 - 0.00
Subsidized Health Services 6,973,048 0.71 6,973,048 0.71 6,973,048 0.71
Research 4,249 0.00 4,249 0.00 - 0.00
Cash and in-kind contributions 13,946 0.00 13,946 0.00 13,946 0.00
Total 106,780,874 10.81 106,780,874 10.81 23,240,080 2.35

Portion of bad debt - 0.00 2,945,111 0.29 - 0.00
Medicare shortfall - 0.00 40,985,434 4.15 - 0.00
Total 106,780,874 10.81 150,711,419 15.25 23,240,080 2.35 

Total Expenses 986,829,689 
5.90%

58,222,952 

Lown Fair Share Deficit (34,982,872)
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Schedule H – Community Benefit Benchmarking 
AHA Report 2022 Forms 990
Hospital Category All Filed 2022 Schedule 

Hs[1]

Financial Assistance, Unreimbursed Medicaid, Unreimbursed 
Costs From Means-Tested Government Programs

6.60%

Health Professions Education 1.60%
Medical Research 0.50%
Cash and In-Kind Contributions to Community Groups 0.40%

Other [2] 1.90%
Total Financial Assistance and Other Community 
Benefits

11.00%

[1] National Benchmark Comparative
[2] Includes Subsidized Health Services
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Schedule H – Total Benefits to the Community 
AHA Report 2022 Forms 990
Hospital Category All Filed 2022 Schedule Hs

Financial Assistance, Unreimbursed Medicaid, and Other 
Unreimbursed Costs from Means-tested Government 
Programs

6.6%

Total Benefits To The Community 15.1%
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Employment Tax
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IRS – Employment Taxes
+ The IRS loves audit examinations in this area!
+ Taxability of fringe benefits
+ Audits of the Form 1099-NEC; Worker reclassification from 1099 to W-2
+ Section 530 relief 
+ A Form W-2 and 1099 to the same individual
+ Matching of employees Social Security #’s to 1099’s  
+ Audits of the accounts payable paid file 
+ Medical directorships/chairmanships/stipends; on-call payments
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Form 1099 – Payments/Box #
1099-MISC

For payments of $600 or more to 
vendors for:

• Box 1: Rent
• Box 2: Royalties (>$10)
• Box 3: Prizes & awards
• Box 6: Medical and 

healthcare payments
• Box 10: Gross proceeds to 

attorney 

1099-NEC
For payments of $600 or more to 

vendors for:

• Box 1: Services by someone 
who is not your employee

• Box 1: Payments to an 
attorney for services
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Form 1099 – General Rules
+ Generally, no Form 1099 for:
 Corporations, except for attorneys/law firms and medical/healthcare payments
 Payments for merchandise
 Payments to tax-exempt organizations

+ Box 6: Medical and healthcare payments
 > $600 to each physician or other supplier or provider of medical or health care 

services
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Form 1099 – General Rules
+ Payments to attorneys
 Services: Form 1099-NEC Box 1
 Gross proceeds/settlements: Form 1099-MISC Box 10

+ Payments to a limited Liability Company Structured as:
 Single member LLC
 C-Corp
 S-Corp
 Partnership
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2026 Form 1099 Changes!

+ Reporting threshold increased from $600 to $2,000 for 1099-MISC and 1099-
NEC (OBBBA, 2025)

+ New boxes added for qualified tips and overtime (1099-MISC and 1099-NEC)
+ Businesses filing 10 or more information returns (combined 1099 types) must file 

electronically. 
+ IRS TIN matching program
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Form W-9
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Backup Withholding
+ Generally 24% withholding when:
 Failure to furnish TIN in the manner required;
 Notice from IRS that payee’s TIN is incorrect;
 Notice from IRS that payee is subject due to notified payee underreporting; or
 Failure to certify that payee is not subject.

+ Report on Form 945
+ Form W-9 can eliminate backup withholding requirement
+ Publication 1281: Backup Withholding for Missing & Incorrect Name/Tin(s)
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Backup Withholding
+ IRS Audits
+ Audit back up to 3 years
+ Subject to 24% tax on all payments made to these contractors
+ Form 4669, Statement of Payments Received
+ Contractor lists and certified each payment received was reported on 

the contractor’s income tax return
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Withum Accounts Payable Best Practices
+ Beware - Form 1099-NEC audits!!!
+ Planning between Form 1099-MISC, Box 6 vs 1099-NEC, Box 1
+ Obtain Form W-9 from all accounts payable payees
+ IRS TIN matching program
+ Annual review of non-1099 required vendors
+ Annual review of both payroll and accounts payable to determine if any 

individuals were issued both a Form W-2 and Form 1099-MISC
+ Maintain/update internal Form 1099-MISC/NEC policy, including IRS rules & 

regulations
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Thank you! Questions?

John A. Smith
Tax Senior Manager 
Healthcare Services
jsmith@withum.com 

Akshita Supawala
Tax Supervisor

Healthcare Services
asupawala@withum.com 

mailto:jsmith@withum.com
mailto:asupawala@withum.com
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