September 24, 2002 – Letter to the Editor

IT’S TIME TO RE-DEFINE THE TERM “NON-PROFIT”


There is little doubt that our country is a better place because of the wonderful array of public benefits and educational and cultural experiences provided to its inhabitants and visitors by our inventory of non-profit institutions.  

History will record that it was truly a wise governmental decision to provide these hospitals, museums, and schools the tax-free environment in which to provide their services and a mechanism with which they could survive and prosper.  

Today, many have substantial endowments and investment portfolios, with well-paid administrative staffs, and large parcels of first class real estate. They also provide employment to many local residents.  Their presence helps support nearby businesses and positively contributes to the overall vibrancy of the community.  Most will agree that we all benefit from their existence. 

For those of us who can look back a few years, we recall (in relative terms) a little hospital on the hill, a small school at the intersection of Lafayette and Loring, and a couple of moderately sized buildings on Essex Street.  These were the humble beginnings of what was to become a huge medical complex on Highland Avenue, the sprawling campus of Salem State College and the multi-million dollar structures of the Peabody-Essex Museum.

With this growth and prosperity has come other changes as well.  Substantial amounts of land have been removed from the tax rolls for the foreseeable future.  Some non-profits operate up-scale retail shops that compete directly with their nearby private contemporaries - only they operate rent free, and their economic survival does not depend on breaking even or showing a profit.  Some run restaurants or offer over-the-counter food and beverages.  Many compete with local function facilities for weddings, dances and receptions.  

When these institutions applied for and were granted their non-profit status many years ago, retail jewelry or furniture sales had no connection to their stated purpose.  It is doubtful that the Attorney General or Internal Revenue Service would have considered this extent of retail merchandizing acceptable behavior when granting them exempt status.  But things appear to have changed.      

Small real estate tax bills are often sent to non-profits that are conducting activities clearly outside of their tax-exempt umbrella.  To date, no one seems to want to test legally what today’s “non-profit” truly has become or how far it can go when competing with its for-profit counterparts in areas that appear to be identical and exist in the same marketplace.

Many non-profits around the Commonwealth have entered in formula driven, payment-in-lieu (PILOT) agreements with their host communities.  These agreements have helped many financially strapped cities and towns provide the public services used by all factions of the community.  Most of these agreements are reportedly good faith agreements consummated as a matter of conscience and awareness of the institution’s place as good neighbors in the community.

All this being said, its probably time to ask our State and Federal Government just how far a non-profit can go both in its financial organizational structure and its participation in for-profit activity.  Religious and many educational institutions will still probably resemble their earlier counterparts except perhaps in size.  Many other tax-exempts will not.   To most of us, the only difference between a bill from a for-profit hospital or a non-profit hospital only is that it is printed on stationary with a different letterhead.  Organizationally one institution may be set up as a non-profit while the other is not.  The actual difference in service is often hard to define.  Is service without payment a charitable contribution or bad debt?  How does a non-profit define what it makes beyond its operating expenses and just how can that money be used?  And to what extent can a non-profit compete in the same marketplace with its taxpaying counterpart – particularly in activities unrelated to its primary mission.

The time has come for all of us to have a clearer understanding of what the contemporary non-profit is, and perhaps more importantly, exactly what we wish it to be.  The government and public must take a good “open book” review of the those privileged few institutions we call “non-profits,” to see if they are what we think they are and if not, decide anew what we want them to be.
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