
 

Georgia HEART Rural Hospital Tax Credit 

Federal Tax Benefit for “C” Corporations and Some Pass-Through Entities 

Through the Georgia HEART Hospital Program, “C” Corporations and Pass-Through Businesses Can Make a Business 

Payment That Benefits Their Local Rural Hospitals 

1) In addition to a 100% Georgia income tax credit, is a federal deduction also available for “C” 

Corporations? 

Yes. When the IRS eliminated the federal deductibility of contributions to state income tax credit programs 

in 2018, they followed up by providing a safe harbor for “C” Corporations [IRS Rev. Proc. 2019-12], 

indicating that if the contributions to state income tax credit programs constitute ordinary and necessary 

business expenses, then the businesses may deduct them as such. 

2) In addition to a 100% Georgia income tax credit, is a federal deduction also available for some 

pass-through business entities? 

Yes. IRS Regulations proposed in December 2019 confirm the federal deductibility of contributions to a 

qualified RHO by pass-through entities as ordinary and necessary business expenses. The amount of the 

business expense deduction reduces the net income on which the owners of the business are taxed. 

Under IRC § 162, businesses are able to deduct payments that bear a direct relationship to the taxpayer’s 

trade or business and are made with a reasonable expectation of financial return commensurate with the 

amount of the transfer. Treas. Reg. § 1.170A-1(c)(5).  

An example (Example 2 at §1.162-15(a)(2)(ii)) on page 30 of the Proposed Regulations makes it clear that 

the federal business expense deduction may be available for payments made by a business located in a state 

“for use in projects that improve conditions in the state.” If the business “reasonably believes the program 

will generate a significant degree of name recognition and goodwill in the communities where it operates 

and thereby increase its revenue,” a federal business expense deduction (and Georgia income tax credit for 

the owners) may be available even though the business does not have a business relationship with the 

charitable organization.  

According to U.S. Treasury Department officials, although the example above explains that the business 

reasonably believes the charitable program will generate name recognition and goodwill, this is not a 

required element for federal deductibility, as business payments do not have to be publicly announced or 

advertised. The only essential elements are 1) that the payment bears a direct relationship to the taxpayer’s 

trade or business (i.e., such as improving access to healthcare in the community) and 2) that the taxpayer has 

a reasonable expectation of financial return commensurate with the payment. 

 
3) What impact could this have on pass-throughs? 

When a pass-through business is permitted to take a federal business deduction, the net income of the 

business to the business owner is reduced by the amount of the contribution, which could have the same tax 

result as if the business owner received a federal charitable deduction. 



4) Will all pass-through contributions qualify for this deduction? 

No. The contribution must be an ordinary and necessary business expense in order to qualify for the 

deduction. 

5) What constitutes an ordinary and necessary business expense? 

An ordinary expense is one that is common and accepted in a trade or business. A necessary expense is one 

that is helpful and appropriate for the trade or business. An expense does not have to be indispensable to be 

considered necessary. 

6) How much can I contribute as a “C” Corporation? 

At any time during the year, a “C” Corporation or trust shall be allowed a 100% Georgia income tax credit 

for contributions to qualified rural hospitals equal to the amount of the contribution, or 75% of the 

corporation or trust’s income tax liability, whichever is less. 

7) How much can I contribute as a pass-through business owner? 

For Pass-Through Owners approved prior to June 30: 

From January 1 through June 30 of each taxable year, pass-through owners are limited to a Georgia income 

tax credit of up to $10,000 of the amount they contribute to a qualified rural hospital, so long as they would 

have paid Georgia income tax in that amount on their share of taxable income from the pass-through entity. 

If both spouses earn income from pass-through entities, each can contribute up to the $10,000 limit for a 

total of $20,000.  

How do I determine how much of this tax credit I can take as a pass-through owner? All Georgia 

income, loss and expense from the taxpayer-selected pass-through entities will be combined to determine 

Georgia income for purposes of this credit. Note: even W2 income from the entity may be included as well 

as K-1 income (i.e., salaries and profits may be counted). Such combined Georgia income shall be multiplied 

by 5.75% (Georgia’s 2020 income tax rate) to determine that tax that was actually paid. 

• Helpful example: the taxpayer’s Georgia income from pass through entities in 2020 must be at least 

$173,913 to take advantage of a $10,000 tax credit ($173,913 * 5.75% = $10,000).  

• If the individual has ownership in more than one pass-through entity, the individual decides which pass-

through entities to include when computing Georgia income for purposes of this tax credit and may 

combine all Georgia income, loss and expense regardless of ownership in multiple pass-through entities.  

For Pass-Through Owners approved after June 30: 

Beginning July 1 of each year, because limits for individuals are waived, limits for pass-through entity 

owners are no longer applicable. This means that a pass-through business can contribute an unlimited 

amount in the second half of the year, and the pass-through owner can take the credit against their overall 

income tax liability (rather than just the income tax resulting from their pass-through ownership).  

 



8) As a pass-through entity owner, how do I make payment to a rural hospital so that it qualifies 

for both the federal deduction and the state credit? 

In addition to benefiting from the federal business expense deduction taken by the business, as a result of 

recently adopted Georgia Department of Revenue Rule 560-7-8-.57, the owner of a pass-through business 

can apply for a Georgia HEART Rural Hospital Tax Credit corresponding to his or her percentage 

ownership share of the payment the business makes to the rural hospital. The pass-through entity may make 

the payment and take the business deduction in order to receive the beneficial federal tax treatment, and the 

individual pass-through owner may receive the Georgia income tax credit.  

 

Note: When you submit your tax credit application to Georgia HEART as a pass-through owner planning 

to deduct the payment as a business expense, you will provide your personal information, as usual, as well as 

the name of the pass-through entity which will be making the payment. 

9) What are some examples of a pass-through business entity expense? 

• In order to ensure the employees of a business have access to adequate health care and to attract other 

businesses to the area, a construction company operating as a LLC makes a payment to the local rural 

hospital 

• In order to ensure good relations with the rural hospital where its doctors’ practice, a medical group 

practicing as a LLC makes a payment to the rural hospital (likewise the rural hospital’s accounting firm) 

• To build goodwill and customer loyalty, a casual dining or other franchisee makes a payment to a rural 

hospital located in the community in which it has a franchise location 

 

10) How do I document the business expense? 

Businesses seeking to claim a business expense deduction for payments to charitable organizations should 

carefully document the business and financial rationale for making such payments, and such documentation 

should be contemporaneous with the payments. Consider conducting an analysis and documenting the 

reasonableness of the expectation that amount of the payment to the rural hospital will result in a 

commensurate financial return in terms of brand awareness, customer loyalty, community goodwill, 

employee recruitment and retention, or recruitment of other business and potential clients or customers to 

the community. 

11) Can this tax credit be carried forward?  

For Pass-Through Owners approved prior to June 30: If the pass-through owner is approved for an 

amount that exceeds their calculated tax as a result of their pass-through ownership when their return is 

filed (i.e., all Georgia income, loss, and expense from the taxpayer selected pass-through entities multiplied 

by the Georgia marginal tax rate, which is 5.75% for 2020), the excess amount cannot be claimed by the 

taxpayer and cannot be carried forward. Any amount of the credit claimed but not used on the taxpayer’s 

Georgia income tax return shall be allowed to be carried forward to apply to the taxpayer’s succeeding five 

years’ tax liability (this applies to “C” Corporations as well). 

 



For Pass-Through Owners approved after June 30: In the second half of the year, because limits for 

individuals are waived, limits for pass-through owners are no longer applicable. This means that a pass-

through business can contribute an unlimited amount and can take the credit against their overall income 

tax liability (rather than just the income tax resulting from their pass-through ownership). Additionally, as 

they are treated as an individual after July 1st, the taxpayer may also carry forward all or a portion of their tax 

credit for up to five years.  

12) How do I apply for a Georgia HEART tax credit? 

This is an exciting tax planning opportunity about which we recommend that you consult with your tax 

professional. After doing so, we encourage you to contact us with any questions or to proceed to 

www.georgiaheart.org to apply for a Georgia HEART rural hospital tax credit for a business payment to a 

qualified rural hospital. 

 

http://www.georgiaheart.orgt/

