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Annual NFP
Tax Update

P R E S E N T E D  B Y :  N O E L L E  A L B E R T O / /  S E N I O R  M A N A G E R

Noelle Alberto

2

Noelle has prepared returns for a variety of not-for-profit 
clients, including private foundations, private colleges 
and large hospital systems, but her primary focus is 
providing tax services to exempt organizations and 
health care entities. She has prepared federal annual 
returns, IRS applications for exemption and other IRS 
correspondence.

She is a member of the American Institute of CPAs and 
Texas Society of Certified Public Accountants. 

Noelle is a 2013 graduate of Southern Methodist 
University, Dallas, Texas, with a B.S. degree and an 
M.S. degree in accounting. 

• NFP tax compliance and
consulting

• 501(r) consulting
• Unrelated business income

consulting

Nonprofit Areas of Interest

Licensed In Texas
972-702-8262
nalberto@bkd.com

• For profit subsidiary tax compliance,
planning and consulting

• Employee classification/payroll tax
consulting

• Public support test consulting
• State, local and international

tax compliance
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OBJECTIVE

Discuss key focus areas of the 
Form 990 and Form 990-T (Audit 
Risk)

Discuss strategies and priority 
areas of Schedule H and 
maintaining 501(r) compliance

Discuss current tax updates

Employee Retention Credit

IRC 4960 Excise tax on Executive 
Compensation

Q&A
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DATA-DRIVEN DECISION MAKING
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 As outlined in their TE/GE Priorities guidance, the IRS 
has committed to integrating data into their processes 
and procedures

 E-file risk modeling

 Case selection model for examinations

 Approximately 250 queries focusing on the risky 
areas of Form 990 & related schedules

 Best practice questions

 Spot inconsistencies

 Identify missing items

 Historically have had approx. 90% change rate

 In 2016, fully implemented the process – most audits 
will be selected from this process going forward



12/6/2021

3

5

Notable 990 Items - Payroll Tax
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Notable 990 Items - Payroll Tax
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Notable 990 Items - Payroll Tax
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Notable 990 Items - Payroll Tax
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Notable 990 Items – Effective 
Governance Targets
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Notable 990 Items – Effective 
Governance Targets
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Notable 990 Items – Compensation 
Reporting

Notable 990 Items - Compensation 
Reporting
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 Reportable Compensation

 Severance Payments

 Taxable disability/life insurance payments

 Vested SERP & Section 457(f) payouts

 Gift Cards

 Other Taxable Benefits

 Deferred Compensation

 Deferred Bonuses

 Employer retirement contributions 

 Nontaxable Benefits

 Employer & Employee payments 
Health/Dental/Vision Insurance premiums

 FSA/HSA Contributions
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Polling Question 1

How confident are you that you are 
reporting compensation correctly?

• Super confident

• Basically confident

• Not confident

• I don’t know

13

14
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Notable 990 Items – Compensation 
Reporting
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Notable 990 Items – Compensation 
Reporting
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Notable 990 Items – Target Rich 
Environments
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Notable 990 Items – Target Rich 
Environments
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Notable 990 Items – Target Rich 
Environments

Polling Question 2

Does your organization have any foreign 
investments that require additional filings?

• Yes

• Yes, but no additional filings needed

• No

• I don’t know

20
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Notable 990 Items – Target Rich 
Environments
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Notable 990 Items – Target Rich 
Environments
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Notable 990 Items – Target Rich 
Environments
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Notable 990-T Items

• UBI Criteria:

• Activity must be a trade or business,

• Activity must be regularly carried on, and

• Activity is not substantially related to the organization’s exempt 
purposes.

• All three criteria must be met for an activity to generate UBI.

2
5

Polling Question 3

Does your organization have unrelated 
business income?

• Yes

• No

• Definitely not

• I don’t know

26
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Notable 990-T Items - How Do You 
Identify Potential UBI?

• Identify income from activities – consider these

• Charge for use of parking lot during special events?

• Sell advertising in a publication, newsletter, program, website, or 
other media?

• Operate a gift shop, bookstore, or restaurant?

• Rent property to others?

• Have ownership in a joint venture; i.e. partnership, S-Corp, etc.?

• Conduct games of chance?

• License use of name, logo, or mailing list?

• Provide management or administrative services for a fee?

• Provide lab services or pharmacy services to non-patients?

2
8
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Income Excluded From UBI

• Dividends, interest, annuities and other investment income

• Not excluded if received from controlled entity (except dividends)

• Not excluded if debt-financed

• Not excluded if from S Corporation

• Not excluded if a 501(c)(7), (9), (17) or (20) organization

• Royalties

• Not excluded if received from controlled entity

• Not excluded if debt-financed

2
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Income Excluded From UBI (Continued)

• Rents

• Not excluded if based on net profit

• Mixed leases

• If personal property is between >10% and <50% real property lease is excluded

• If personal property >50% none are excludable

• If personal services are rendered not excludable

• Not excluded if received from controlled entity

• Not excluded if debt-financed

• Research

• Depends on nature of organization and type of research

• Gains and losses from disposition of property

• Not for debt-financed property

3
0
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• Electronic filing

• Core form reduced to 2 
pages

• Acts as a summary 
document to combine all 
positive unrelated business 
income activities

• Calculation of tax liability

• An organization with no 
unrelated business 
taxable income that 
needs to file Form 990-T 
should complete and file 
Form 990-T only

Form 990-T Updates

• Schedule A to replace Schedule M

• Now includes what used to Schedules A – J on core 
Form 990-T

• Must report a separate Schedule A for each “silo” of 
unrelated business income following requirements 
under the final 512(a)(6) regulations

Form 990-T Updates



12/6/2021

17

Notable 990-T Items - Unrelated Business 
Income Siloing

• The loss from one business activity can 
no longer be used to offset the gain from 
another

• In other words, the sum of all unrelated 
business activities can’t be less than $0

• IRS Guidance – Issued Final 
Regulations under Section 512(a)(6)

Notable 990-T Items - Siloing

Final Regulations provide:

• Exempt organization with more than one unrelated 
trade of business must compute UBTI separately 
with respect to each unrelated trade or business, 
without regard to the $1K specific deduction, 
including determining any NOL deduction

• NAICS codes - first two digits

• Review unrelated business activities by NAICS 
codes and determine methodology for allocating 
the expenses 

3
4
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Notable 990-T Items - UBI Generated from 
Partnerships

• If partnership interest meets certain criteria under the de minimis test or 
the significant participation test, the UBI can be aggregated as 
investment activities versus breaking out the income into various 
business lines or activities

• De minimis test - applicable if the institution doesn’t directly or indirectly 
hold more than 2% of a profit or capital interest in the partnership

• Significant Participation test (formerly Control Test) - applicable if the 
institution doesn’t directly or indirectly hold more than 20% of a capital 
interest & doesn’t have control or influence over the partnership based on 
facts and circumstances

HISTORY OF 501(r)

 Part of the Patient Protection and 
Affordable Care Act (the ACA), enacted 
March 23, 2010

 Applies to all 501(c)(3) organizations that 
operate one or more hospital facilities

 A hospital facility is a facility that is required 
by a state to be licensed, registered, or 
similarly recognized as a hospital

 Provisions of 501(r)(3)-(6) applied to 
taxable years beginning after March 23, 
2012

 Final regulations were released on 
December 29, 2014 and apply to tax years 
beginning after December 29, 2015

36
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KEY 501(r) PROVISIONS TO REVIEW
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 Check website to ensure all required and most recently 
board-approved documents are listed in an easy-to-find 
area

 Community Health Needs Assessment (CHNA)

 Implementation Strategy (IS)

 Financial Assistance Policy (FAP)

 Include all attachments and references to the 
FAP

 Plain Language Summary (PLS)

 FAP Application

 Billing & Collection Policy, if separate from FAP

 All required translations for Limited English 
Proficiency (LEP) population

 Carefully review 990 (Schedule H in particular)

Polling Question 4

Does your website have all required 
documents to be compliant under 501(r)?

• Yes

• No

• No, but we’re working on it

• I don’t know

38
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SCHEDULE H RED FLAGS

40
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SCHEDULE H RED FLAGS (cont.)
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• New Audit reporting rules – Topic 606

• No longer have financial statement footnotes

SCHEDULE H RED FLAGS (cont.)

42
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Excise Tax under Section 4959

• Imposes an excise tax of $50,000 on hospitals that fail 
to meet one or more requirements under Section 
501(r)(3)

• Reported on Form 4720

43

SCHEDULE H RED FLAGS (cont.)

44
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SCHEDULE H RED FLAGS (cont.)
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SCHEDULE H RED FLAGS (cont.)

46
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SCHEDULE H RED FLAGS (cont.)
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FINAL THOUGHTS ON 501(r)
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 IRS is working its way through every hospital in the 
country – if you have red flags on your return, the odds of 
being selected for examination are high

 Two policy changes that can simplify 501(r) compliance

 Free care only discounts for FAP-eligible patients 
(typically see 200% FPG)

 Eliminate Extraordinary Collection Activities (ECAs)

 Make sure your hospital is following through & 
implementing policy changes operationally

 Conduct regular assessments

 Update provider lists regularly and include updated 
versions on website

 Internal audit procedures
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Employee Retention Credit (ERC)-
General

• Credit is allowed against the employer’s share of 
Social Security tax

• Fully refundable credit

• If the credit exceeds the employer’s share of Social 
Security tax on all wages, the excess is treated as 
an overpayment & refunded

• Claim on Form 941 or 941-X

Polling Question 5

Has your organization considered utilizing 
the Employee Retention Credit?

• Yes, we have calculated and filed

• Yes, but it doesn’t apply

• No

• I don’t know

50
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• Experience one of the following:

• Full or partial suspension of operations during any calendar 
quarter in 2020 due to orders from an appropriate government 
authority

• A significant decline in gross receipt during the calendar 
quarter

• No  limit on number of employees, more lucrative if under certain 
thresholds

• Trade or business requirement

• Government entities not eligible (for 2020, some are in 2021)

• Tax exempt organizations under Section 501(c) are eligible

ERC- Eligible Employers
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• IRS Notices 2021-20 , 2021-23 & 2021-49

• Partial Shutdowns

• An employer may be considered to have a partial suspension 
of operations if more than a nominal portion of its business 
operations are suspended due to a government order despite 
the ability to work remotely.

• Revenue Decline

• The evaluation of the decline is performed on a quarterly 
basis.

• Income from forgiveness of the PPP loan in a quarter, that 
revenue may be excluded from the calculation of gross 
receipts.

ERC- Interesting Facts

2020 ERC 2021 ERC

Significant decline in gross receipts 
threshold

50% 20%

Applicable dates 3/13/20-12/31/20 1/1/21-09/30/21

Credit percentage applied to qualified wages 50% 70%

Per employee wage limit $10,000 for the year $10,000 per quarter

Maximum credit per employee $5,000 $14,000

Maximum number of full-time employees 
allowed to claim credit on all wages paid

100 500

Certain government employers eligible? No Yes

Eligible if obtaining PPP loan? Yes, retroactively Yes

2020 vs. 2021 ERC Summary 
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EXCISE TAX ON EXECUTIVE COMPENSATION

 Final regulations issued January 2021

 Section 4960 was enacted to mirror the rules 
under §162(m), which limit the deduction for 
corporations to “covered employees” in excess 
of $1 million and §280G, which limits the 
deduction for “parachute payments”

 Excess remuneration taxed at corporate rate 
(flat 21 percent)

 Applicable for the first taxable year beginning 
after December 31, 2017 (2021 for final regs)

 Organization’s fiscal year has a major impact 
on first-year applicability

55

EXCISE TAX ON EXECUTIVE COMPENSATION 
(cont.)

 Applicable tax-exempt organizations

 Organizations exempt from taxation under §501(a) 

 Farmers’ cooperative organizations described in 
§521(b)(1)

 Organizations with income that is excluded under 
§115(1)

 Political organizations described in §527(e)(1)

 Related Organizations

56
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COVERED EMPLOYEES

 One of an applicable tax-exempt organization’s 
(ATEO’s) five highest-compensated employees 
for the current taxable year or anyone who was 
a covered employee of the ATEO for any 
preceding taxable year beginning after 
December 31, 2016

 No minimum threshold for an employee to be a 
covered employee (need not be paid excess 
remuneration or excess parachute payment)
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REMUNERATION & EXCESS REMUNERATION

 Defined as wages, excluding designated Roth 
contributions

 Includes amounts required to be included in gross 
income under §457(f)

 Does not include certain retirement benefits, 
including payments from or contributions to 
qualified retirement plans

 Compensation for the performance of medical or 
veterinary services by a licensed medical 
professional (including a veterinarian) is excluded 
from remuneration & parachute payments under 
§4960(c)(3)(B) & (c)(5)(C)(iii) respectively 

 When a covered employee is compensated for both 
medical services & other services, the employer must 
allocate remuneration paid to such employee between 
medical services & such other services

58
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PARACHUTE PAYMENTS & 
EXCESS PARACHUTE PAYMENTS

 A parachute payment is defined as any payment arising out of an 
employment relationship to a covered employee if:

 Such payment is contingent on such employee’s separation from 
employment and

 The aggregate present value of the payments in the nature of 
compensation to such individual that are contingent on such separation 
equals or exceeds an amount equal to three times the base amount

 An anticipated reduction of the level of service of less than 50 
percent is not treated as a separation from employment

 An excess parachute payment is the excess of the amount of any 
parachute payment made by an ATEO over the portion of the 
covered employee’s base amount that is allocated to the payment

 Note that this is the excess over one times the base amount and not the 
excess over three times the base amount

59

Example

 A, a covered employee of M, has a base amount of $200,000. A 
is to receive payments contingent on an involuntary separation 
from employment with a present value equal to $800,000. The 
payments are parachute payments because $800,000 is more 
than three times A’s base amount of $200,000. Thus, the 
amount of payments in excess of the base amount of $200,000 
($600,000) is subject to the excise tax. However, if the amount 
of contingent payments was only $580,000, no amount would 
be subject to the excise tax.

60
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PARACHUTE PAYMENTS & 
EXCESS PARACHUTE PAYMENTS

61

Questions?
Noelle Alberto

nalberto@bkd.com



12/6/2021

32

Thank You!


