
FOCUS: NONPROFIT The t ax  exempt: s t a t u s  of nonprofi t  e n t i t i e s ,  including h o s p i t a l s ,  - 
HOSPITALS' TAX is  aga in  unde.r s c ru t iny .  On March 31, t he  U.S. House Ways and 
EXEMPTION Means Oversig,ht Subcommittee re leased  "preliminary d iscuss ion  

options" recommending t h a t  more a c t i v i t i e s  be sub jec t  t o  t h e  
'I unre la ted  bus iness  income tax." The UBIT i s  lev ied  on t a x  exempt 

organiza t ions '  income from businc5ss no t  s u b s t a n t i a l l y  r e l a t e d  t o  t h e i r  t a x  exempt 
purpose. The subcommittee sugges ts  t h a t  t he  UBIT be "imposed on s p e c i f i c  a c t i v i t i e s  
whose na tu re  and scope a r e  : inherent ly commercial, r a t h e r  than cha r i t ab l e . "  
Spec i f i ca l ly ,  among o the r  op t ions ,  t he  subcommittee is en te r t a in ing  expanding the  UBIT 
t o  (1) a l l  income t h a t  nonpro f i t s  r ece ive  from. s a l e  o r  r e n t a l  of medical equipment, 
l abora tory  t e s t i n g  se rv i ces ,  and cllispensing pharmaceutical drugs, with except ions f o r  
income from t h e i r  i n p a t i e n t s  and continuous-care and emergency-care ou tpa t i en t s ,  and 
(2) nonpro f i t s '  income from c e r t a i n  h e a l t h ,  f i t n e s s ,  and exe rc i se  a c t i v i t i e s .  The 
subcommittee a l s o  is  urging t h e  IRS t o  expand r epor t ing  requirements on a c t i v i t i e s  
t h a t  nonprof i t  o rganiza t ions  claim a r e  exempt and t o  study nonprof i t  h o s p i t a l s '  use  of 
fo r -p ro f i t  s u b s i d i a r i e s .  

The t a x  exempt s t a t u s  of nonpro f i t  o rganiza t ions  may be a t  s take .  One opt ion  
c a l l s  f o r  "aggregating" (adding t 'ogether)  t he  income and a c t i v i t i e s  of a  nonpro f i t ' s  
fo r -p ro f i t  s u b s i d i a r i e s  t o  determine i f  t h e  parent  organiza t ion ' s  primary purpose i s  

L t a x  exempt. A s  i t  s tands  now, t h e  wording of t he  opt ion  leaves  considerable  l a t i t u d e  
on how such a  determinat ion would be made. Gary McRay, a  Lansing a t to rney  who he lps  
h o s p i t a l s  s e t  up fo r -p ro f i t  s u b s i d i a r i e s ,  is tak ing  a  wait-and-see a t t i t u d e  about any 
poss ib l e  l e g i s l a t i o n ,  but  he i s ,  "concerned t h a t  Congress may over reac t  and do 
something r a sh  i n  l i g h t  of r ecen t  complaints by small  businesses." The subcommittee 
w i l l  hold hear ings  on the  opt ions  i n  l a t e  Apri l .  

Much of the  impetus f o r  t h i s  chal lenge t o  nonprof i t  h o s p i t a l s '  t a x  exempt s t a t u s  
has  come from small  bus inesses ,  who must compete with h o s p i t a l s  i n  a r eas  such a s  t h e  
s a l e  o r  r e n t a l  of durable  medical equipment t o  pa t i en t s .  They argue t h a t  t a x  
exemption gives h o s p i t a l s  an u n f a i r  advantage. "Even i f  a  h o s p i t a l ' s  fo r -p ro f i t  
subs id ia ry  w i l l  be taxed, i t  can s t i l l  r e l y  on t h e  nonprofi t  parent  f o r  c a p i t a l  t o  
s t a r t  the  business .  Independent smal l  businesses  have a  much more d i f f i c u l t  time 
r a i s i n g  s ta r t -up  money. Moreover, t hese  h o s p i t a l s ,  wi th  t h e i r  cap t ive  markets,  
t h r ea t en  some l o c a l  bus inesses '  su rv iva l , "  says Juan i t a  Pierman, s t a t e  d i r e c t o r  of the  
National  Federat ion of Independent Business,  which includes 20,000 small businesses  i n  
Michigan. Gary McRay o f f e r s  a d i f f e r e n t  perspect ive:  "Through Medicare and o the r  
programs, t he  government c u t  payments t o  h o s p i t a l s .  Then some l e g i s l a t o r s  a r e  
su rp r i s ed  t h a t  h o s p i t a l s  a r e  branching out  i n t o  a c t i v i t i e s  o the r  than i n p a t i e n t  ca re  
t o  make ends meet." 

FOCUS : 
SWING BEDS 

Eight years  ago, f e d e r a l  law granted most s t a t e s  t he  r i g h t  t o  
a l low smal l  r u r a l  h o s p i t a l s  t o  s e t  up swing-bed programs ( a l s o  
c a l l e d  a  "shol-t-term nursing ca re  program"). The concept i s  on 

t h e  verge of becoming r e a l i t y  i n  Michigan, although not  without considerable  
d iscuss ion  and compromise. There is l i t t l e  disagreement about t he  need f o r  some swing 
beds, e spec i a l ly  i n  spa r se ly  populated a reas  of t he  s t a t e  such a s  t he  Upper Peninsula ,  
where p a t i e n t s  discharged from h o s p i t a l  acute-care beds sometimes cannot f i n d  openings 
i n  nearby nursing homes. (A 1986 MDPH survey reported a  98.9 percent  occupancy r a t e  
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i n  U.P. nursing homes.) I n  s i t u a t i o n s  i n  which a pa t i en t  needs something between 
acute  ca re  and s k i l l e d  nurs ing  c a r e ,  h o s p i t a l  swing beds a l s o  would f i l l  a gap i n  the  
de l ive ry  of h e a l t h  care .  J 

There is  disagreement about how many and under what condi t ions  swing beds should 
be permitted. Senate B i l l  724, introduced by Senator John Schwarz (R-Battle Creek),  
would r equ i r e  t he  MDPH t o  g ran t  a c e r t i f i c a t e  of need f o r  a short-term nursing c a r e  
program involving up t o  t en  beds t o  h o s p i t a l s  t h a t  have (1) fewer than one hundred 
beds and 62) comply with f e d e r a l  swing-bed provisions.  Hospi ta l s  would not  be 
permitted t o  keep a p a t i e n t  i n  a swing bed f o r  more than twenty days. These programs 
would not  have t o  meet CON requirements i n  the  publ ic  h e a l t h  code. The Senate Health 
Pol icy Committee i s  expected t o  t ake  up a rev ised  vers ion  of SB 724 on Apr i l  19. 

The Michigan Hospi ta l  Associat ion (MHA) supports  t he  b i l l .  According t o  Charles 
E l l s t e i n ,  the  MIA v i c e  p re s iden t  f o r  h e a l t h  de l ivery  and f inance,  "swing beds would 
o f t e n  be a way t o  keep p a t i e n t s  near  t h e i r  homes and f ami l i e s  u n t i l  nursing home beds 
open up nearby." Also, Medicare reimburses h o s p i t a l s  f o r  swing beds, a measure of 
r e l i e f  f o r  small  h o s p i t a l s  pinched by Medicare DRGs.  "when nursing home beds a r e  not  
ava i l ab l e ,  h o s p i t a l s  r o u t i n e l y  keep p a t i e n t s  i n  acute-care beds f o r  longer  than i s  
necessary. Medicare w i l l  no t  pay f o r  those add i t i ona l  days except under a swing-bed 
program," E l l s t e i n  says.  Occupancy r a t e s  f o r  t he  80-85 h o s p i t a l s  t h a t  would q u a l i f y  
f o r  swing beds s tood a t  47 percent  i n  1986 and a r e  expected t o  dec l ine  below 40 
percent  t h i s  year .  

The MDPH announced i n  February i t s  support f o r  swing beds, bu t  t he  department 
wants t o  r e s t r i c t  a h o s p i t a l ' s  swing beds t o  f i v e  and t o  r e q u i r e  a l l  e l i g i b l e  
h o s p i t a l s  t o  t r a n s f e r  swing-bed p a t i e n t s  wi th in  f i v e  days i f  t he re  a r e  unoccupied 
nursing home beds wi th in  f i f t y  mi l e s  of p a t i e n t s '  homes. The Health Care Associat ion 
of Michigan, which r ep re sen t s  257 long-term ca re  f a c i l i t i e s ,  " f e e l s  t h e  department 's d 
pos i t i on  i s  a good s t a r t i n g  point , ' '  expla ins  Charles Harmon, execut ive v i c e  pres ident  
f o r  the  a s soc i a t ion .  "we recognize t h a t  some a reas ,  e s p e c i a l l y  i n  t h e  Upper 
Peninsula ,  need some swing beds. But a 96 percent  nursing home occupancy r a t e  
s ta tewide ,  given t h a t  t he  average nurs ing  home has 110 beds, means t h a t  four  o r  f i v e  
beds a r e  unoccupied a t  a t y p i c a l  nurs ing  home a t  any given time." Furthermore, Harmon 
hopes t h a t  h o s p i t a l  swing beds w i l l  be required t o  meet t he  same minimum s t a f f i n g  and 
q u a l i t y  of c a r e  s tandards  t h a t  nu r s ing  home beds must meet. 

OF INTEREST I n  the  next  t h i r t y  days, look f o r  t he  Senate Health Pol icy 
Committee t o  take  up SBs 740-742, which would expand youth smoking 
law r e s t r i c t i o n s  (SB 740), extend l i m i t s  on smoking i n  publ ic  

p laces  (SB 741), and p r o h i b i t  smoking i n  most h e a l t h  f a c i l i t i e s  and l icensed  p r i v a t e  
p r a c t i c e  o f f i c e s  (SB 742); t h e  House Publ ic  Health Committee i s  expected t o  r epo r t  out  
HBs  4566-4568, which would r e q u i r e  th i rd-par ty  payers t o  provide c u s t o d i a l  c a r e  f o r  
Alzheimer's d i sease  v ic t ims .  

--Peter P r a t t  
Consultant f o r  Health Pol icy  
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