TAX IMPLICATIONS
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Tax Court Decision Serves as
Reminder of Need to Take Care
in Structuring Management
Services Agreements

Providers Should Maintain Records of Actual
Services Provided and Actual Time Provided

v. Comm'r, TC Memo 2017-51 (April 6, 2017), the Tax

Court denied deductions claimed by a health care
services provider (Home Team) that was organized as
a “C” corporation for payments made by Home Team to
its sole corporate stockholder (Sacer) for management
services provided by the four individuals who owned
Sacer. During the years in question, Home Team also
paid wages to two of the four individuals who owned
stock in Sacer for services they provided to Home Team,
but Sacer did not pay any wages for services provided by
its shareholders.

In two previously published articles in the Journal of
Health Care Compliance, the author reviewed another

I n arecentdecision, Home Team Transition Management
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In the Elick case, the payments were made to a sepa-
rate corporation that was not the taxpayer’s parent but to
a corporation under common control with the taxpayer
that did not have complete identity of ownership with
that of the payor health care services provider. Perhaps
due to these factual distinctions, the Tax Court did not
cite Elick. Instead, the Tax Court referred to another
case,? which involved the payment of salary and man-
agement fees by a subsidiary to its parent. In RTS, the
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Tax Court refused to uphold the deductibil-
ity of payments that were in direct correla-
tion with the subsidiary’s profitability. The
Tax Court noted that close scrutiny must
be given to salaries paid by a corporation to
its officers as employees where the officers
set their own compensation.

In Home Team 'Transition Management,
Home Team, the subsidiary, paid wages
to two of the four owners of Sacer for ser-
vices they performed for Home Team (one,
for administrative services. and the other
for health care management services).
However, due to cash flow limitations, Sacer
did not pay any of its four shareholders for
services provided by them. Home Team
also deducted payments made to Sacer, its
parent, for management services.® At issue
before the Tax Court was the deductibility
of the payments made by Home Team to
Sacer for management services.

In upholding the Internal Revenue
Services’ (IRS") denial of the deductibility
of the payments, the Tax Court pointed
out that the amounts paid by Home Team
to Sacer corresponded to the amounts
needed by Sacer to service the loans it had
incurred to purchase Home Team and were
directly correlated to Home Team’s profit-
ability and not to any hours of services per-
formed by Sacer employees. In addition,
the Tax Court noted that there was no writ-
ten agreement between Home Team and
Sacer for management services; nor did
the taxpayer submit any credible evidence
that any management services were actu-
ally performed by Sacer for Home Team.
Moreover, the payments were initially

booked as loans by Home Team to Sacer. As
a result, the Tax Court found that the pay-
ments were not deductible by Home Team.
Although the propriety of Sacer’s inclu-
sion of the payments in its income was
not before the Court, the Court noted that
after the IRS’ denial of the deductibility of
the management fees paid by Home Team,
Sacer had amended its tax returns for the
years in question and received a tax refund
of the taxes that it had previously paid
based on the taxability of those payments.

The Home Team decision emphasizes
the need for health care providers to take
care in documenting management ser-
vices arrangements, particularly those
between affiliated entities or those under
common control. The provider of services
also should maintain records of the actual
services provided and the actual time as
to which these services were provided.
Readers also should review the author’s
prior articles in this publication on the
Elick case for other “rules of the road” in
structuring management services arrange-
ments with related entities.
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