held for sale in the ordinéry course of business. Such property is
transferred to a patient incidental to the rendition of a professional
service and is properly categorized as a supply item.

For property of a medical nature that transfers to a patient there is,
however, one exception to the supply item categorization stated in the
previous paragraph. One type of item that can feasibly be considered an
inventory item would be a tangible piece of property of a significant nature
that becomes affixed to and/or permanently attached to a patient. Attachment
can be internal or external, if the item of property does not change its
composition, and the item is not anticipated to be returned or discarded

at a later date. The intent associated with the piece of property must

be that it remain with the person for his/her 1ifetime and become in essence,
a part of the body. Though it could be taken off periodically (as a
prosthesis) for a specific reason, the intent is still for the property

to remain a part of the body. In our opinion property of a significant
nature that will transfer to a patient as described in this paragraph would
be considered inventory. Our opinion rests on the logic that the property's
permanence and significance would combine to make it more than property
transferred incidental to the rendition of the professional service. When
an item of property becomes a critical part of the body, that person loses
the option on what he/she may do with subject property. As such it is
difficult to consider such an item as "incidental." Hence, the item should
rightfully be considered inventory when transferred from the hospital to

the patient.

Examples of inventory items would include, but not be limited to, prosthesis,

pacemakers, hio joints, pins, and artificial body parts and organs. Examples

of wnat would not be 'nventory wouid nclude. but not be limited to. medicine.
I.V. fluid, casts, splints, wraps, crutches.and bone screws.
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The opinion stated in this letter, that certain items of a patient permanent
nature could qualify as inventory, within guidelines identified in the
previous paragraphs, 1is a change from our former position. Our former
position that even patient permanent property would not qualify as inventory
was stated orally and put in writing on at least one occasion to the San
Luis Obispo County Assessor. Qur change is based on current practices
within the medical profession.

We previously alluded to the fact that certain areas within a hospital

are designed for nonmedical use. If the hospital has dedicated square
footage for a specific activity not related to professional care, and
available to nonpatient customers, then those areas of a hospital typically
provide nonprofessional service enterprises. For portions of a hospital
providing nonprofessional services, tangible personal property transferred
to customers in the ordinary course of business would qualify as business
inventory, subject to the inventory exemption. Food sold in the cafeteria,
drugs sold at the pharmacy counter, and goods sold in the lobby gift shop
are such examples.

A hospital's accounting practice, including methods of invoicing for property
disbursement, is not determinative when categorizing personal property

for property tax purposes. Hospital accounting practices are promulgated

by government, insurance, and industry regu]at1ons which do not d1rect1y
relate to property tax law.

I hope this letter is helpful when categorizing certain hospital property
as inventory or supplies. If you have questions regarding this letter,
please contact the Business Property Technical Serv1ces Section of this
division at (916) 445-4982.

Sincerely,

U, Ut

Verne Walton, Chief
Assessment Standards Division

VW: sk



