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IN THE COURT OF APPEALS OF IOWA

No. 2-820 / 02-0114
Filed October 15, 2003

ORANGE CITY MUNICIPAL HOSPITAL,


Plaintiff-Appellant,

vs.

BOARD OF REVIEW OF SIOUX COUNTY,


Defendant-Appellee.


Appeal from the Iowa District Court for Sioux County, Michael S. Walsh, Judge.


Orange City Municipal Hospital appeals from the district court ruling upholding a decision by the Board of Review denying a claim for property tax exemption on an assisted and independent living facility.  REVERSED AND REMANDED.


Ivan Webber and Randall Stefani of Ahlers, Cooney, Dorweiler, Haynie, Smith & Allbee, P.C., Des Moines, and Bradley De Jong of Klay, Veldhuizen, Bindner, De Jong & Pals, P.L.C., Orange City, for appellant.


Michael Davenport, Frank Pechacek, Jr., and Brett Ryan of Willson & Pechacek, P.L.C., Council Bluffs, and Mark Schouten, Orange City, for appellee.


Kirk Norris, Des Moines, for amicus curiae.

Heard by Vogel, P.J., and Zimmer and Hecht, JJ.

ZIMMER, J.


Orange City Municipal Hospital appeals from a district court ruling upholding a decision by the Sioux County Board of Review which denied the hospital’s request for a property tax exemption under Iowa Code section 427.1(2) (2001) for its assisted and independent living facility, known as Landsmeer Ridge Retirement Community (Landsmeer).   The district court found Landsmeer was not exempt from taxation because it was not devoted to a public use and was held for a pecuniary profit.  On our review, we conclude the property was exempt from taxation.  Accordingly, we reverse.

I.
Background Facts and Proceedings. 


Orange City Municipal Hospital (Hospital) is an agency of the City of Orange City existing under Iowa Code chapter 392 and licensed pursuant to chapter 135B.  In 1998 and 1999, the hospital built and opened Landsmeer.  Landsmeer is an assisted and independent living facility administered by the hospital but not physically connected to the main hospital building.  The facility has an assisted living portion with twenty-eight units and an independent living area with twenty units.  The assisted living portion has been issued a license by the Iowa Department of Elder Affairs under chapter 231C.  Landsmeer admits only those applicants with the ability to pay. The facility does not subsidize low-income applicants.  Residents unable to meet the continuing monthly fees are not allowed to remain at Landsmeer.   

This appeal arises out of two actions the Hospital commenced seeking tax-exempt status for Landsmeer.  The Board of Review of Sioux County (Board) twice denied the hospital tax-exempt status for Landsmeer.  The Hospital appealed to the district court.  The district court consolidated the two actions for trial.  Following trial, the court denied the Hospital’s claims for tax exemption for Landsmeer.  The Hospital appeals.  It claims the disputed property is entitled to exempt status under the municipal use exemption of section 427.1(2).

II.
Scope of Review.


Tax exemption appeals are equitable in nature and are therefore reviewed de novo.  Iowa R. App. P. 6.4; see also Care Initiatives v. Bd. of Review, 500 N.W.2d 14, 16 (Iowa 1993).  While we are not bound by the trial court's findings of fact, we give them weight.  Iowa R. App. P. 6.14(6)(g).  The burden of proving entitlement to a tax exemption rests on the party seeking it and that party must establish tax-exempt status by a preponderance of the evidence.  Carroll Area Child Care Ctr. Inc. v. Carroll County Bd. of Review, 613 N.W.2d 252, 253 (Iowa 2000); City of Osceola v. Bd. of Review, 490 N.W.2d 539, 540 (Iowa 1992).  Statutes exempting property from taxation are strictly construed and doubts are resolved in favor of taxation.  Atrium Village, Inc. v. Bd. of Review, 417 N.W.2d 70, 72 (Iowa 1987).  Our ultimate determination in each case turns on the unique facts and special circumstances presented.  City of Osceola, 490 N.W.2d at 540.

III.
Discussion.


The sole issue presented by this appeal is whether the Landsmeer facility should be exempt from property taxation under Iowa Code section 427.1(2).  Section 427.1(2) authorizes a tax exemption for municipal property.  The evaluation of whether municipal property qualifies for an exemption consists of a three-part test:  (1) municipal ownership of the property, (2) proof that the property is devoted to public use, and (3) proof that the property is not held for pecuniary profit.  City of Oskaloosa v. Bd. of Review, 490 N.W.2d 542, 544 (Iowa 1992) (citations omitted).  There is no dispute that Landsmeer is municipally owned.  The fighting issues on appeal concern the public use and pecuniary profit requirements.


A.
Public Use.

In order to satisfy the public use prong of section 427.1(2), “the property must be devoted to a use that comes within the duty of the governmental subdivision.”  City of Oskaloosa, 490 N.W.2d at 544.  The test we employ in this determination is whether the property in dispute is primarily used to carry on “reasonably necessary or essential facilities to the efficient operation and maintenance” of the public use for which the exemption is authorized.  Van Buren County Hospital and Clinics v. Bd. of Review, 650 N.W.2d 580, 587 (Iowa 2002).  If municipal property is used for a “predominately public purpose and only incidentally for a private purpose,” it is exempt.  Id. (quoting 71 Am. Jur. 2d State and Local Taxation § 280, at 560 (2001)).  

A municipality primarily using public property as a private corporation foregoes the tax exemption benefit of section 427.1(2).  For example, a city building leased to the United States Postal Service to process and deliver mail is not exempt from taxation under the municipal exception because the use of the building is outside the city’s obligation to its citizens.  City of Oskaloosa, 490 N.W.2d at 545.  Similarly, a city may be taxed for electrical lines when they are used to provide power outside the city’s borders.  City of Muscatine v. Swickard, 232 Iowa 1175, 1186, 6 N.W.2d 23, 28 (Iowa 1942).  This is so because a city has no obligation to provide electrical power to citizens beyond its borders.  Id.  These uses do not conform to the letter and spirit of section 427.1(2).

The municipal tax exemption provided for in section 427.1(2) is not neatly compartmentalized.  Municipal property may have characteristics of both a public and private use yet still qualify for tax-exempt status.   In City of Osceola v. Bd. of Review, our supreme court held that the portion of a city airport terminal used as a residence for the airport manager constituted a public use because the duties of the manager required round-the-clock services.  City of Osceola, 490 N.W.2d at 542.  While the use of the private residence served a private purpose, it was incidental to the predominate public purpose.  Id.  Likewise, in City of Osceola v. Bd. of Equalization, 188 Iowa 278, 281, 176 N.W. 284, 285 (Iowa 1920), the collection of rent from a pasture used essentially as a watershed did not except the property from the exemption.  The primary purpose of the property was a watershed for its municipal waterworks system and the rental activities were incidental to that use.  Id. 

Our supreme court discussed the municipal exemption provided for in section 427.1(2) in an opinion filed while this appeal was pending.  In Van Buren, the district court denied a hospital’s claims for tax exemptions on four property areas.  The supreme court reversed.  It concluded that employee-physician clinics and specialty clinics owned and operated by a county hospital were exempt from taxation under the municipal use exemption.  The court also concluded property used by the hospital to provide farm health and safety information was exempt.  Finally, the court concluded property used by the hospital for employment and a job opportunities division, served primarily a public purpose and was exempt.  Van Buren, 650 N.W.2d at 590-93.  The court’s decision was based, in part, on the changing demographics of rural Iowa, where communities struggle to attract physicians.  Id. at 589.  With a critical shortage of physicians necessary to staff a functioning hospital, Van Buren County Hospital implemented the construction of the employee-physician clinics to retain local physicians with the ultimate goal of providing quality health care to the community.  Id.  Additionally, the court reasoned the specialty clinics, which were constructed by the hospital and leased by University of Iowa specialty physicians for a limited number of days each month, were arranged for the benefit of the community.  Id. at 592.  The private benefit to the physicians was incidental to the greater public purpose of providing quality health care to the community.  Id.  The court also found the purposes served by the Job Opportunities division and the Farm Health and Safety divisions of the hospital constituted a public use.  The supreme court acknowledged these purposes do not relate to the traditional role of health care, but clearly relate to the overall health and welfare of the community. 

In the present case, we conclude Landsmeer’s primary use fits the public purpose requirement of section 427.1(2).  The Landsmeer facility is an authorized municipal function pursuant to Iowa Code section 392.6.  That section grants municipal hospital boards the powers necessary for the management, control, and government of hospitals, including powers granted boards under any other code provision relating to hospitals.  Iowa Code § 392.6.  Iowa Code section 347.14(11) grants county hospital boards the power to operate assisted and independent living services.  Thus, the operation of Landsmeer comes within the legislatively authorized functions of the Orange City Hospital.  The Orange City Hospital is also licensed pursuant to chapter 135B.  As a chapter 135B hospital, it is granted the specific authority to operate an assisted living facility in a separate structure under Code section 231C.5(2).  The Code therefore authorizes a municipal hospital to operate an assisted living facility in two separate sections.  While we conclude Landsmeer is used for an activity within the scope of the duties of the governmental subdivision at issue, this conclusion does not end our inquiry.  See Van Buren, 650 N.W.2d at 588.  We still must look to the actual use made of the Landsmeer property.  Id.

Landsmeer provides housing and care for the elderly.  The trial court found that Landsmeer provides “health care which is between acute care that would be found in a hospital or nursing home and limited or no care found in one’s home.”  Landsmeer serves a very significant need in its community because it is the only assisted or independent living facility in Orange City.  In rural areas across the state, the population is aging and senior housing is becoming a significant need for elderly citizens.  Iowa’s rural hospitals are struggling to maintain viability while dealing with increasing demands for service from an aging community.  Although low-income residents are not subsidized at Landsmeer, we disagree with the Board’s contention that this fact removes Landsmeer from the sphere of serving a public purpose under the meaning of section 427.1(2).  We find no Iowa case which has held that this is a factor to be considered where municipally owned property is at issue.  In addition, we construe the term “public use” as provided in section 427.1(2) “in a flexible manner to permit the statute to meet the changing needs of the public and society.”  Van Buren, 650 N.W.2d at 589.  We conclude the primary use of the Landsmeer property is public within the meaning of section 427.1(2).

B.
Pecuniary Profit.

Having determined that Landsmeer is operated for a public use, we now turn to whether it is held for a pecuniary profit and thus subject to taxation.  In concluding that Landsmeer was operated for a pecuniary profit, the district court focused on Landsmeer’s policy to accept only applicants with the financial wherewithal to pay the full rate. The court further found that Landsmeer was not operated as a charitable institution.  The Board points out Landsmeer residents pay fees comparable to those charged by for-profit, private facilities.  In addition, the Board contends the financial forecasts prepared prior to Landsmeer’s construction reveal it had an expectation of revenue and profit.  

We first note that a property primarily used for a public purpose is not subject to taxation simply because the municipality receives revenue from the operation of the property.  Van Buren, 650 N.W.2d at 588.  In Van Buren, the employee-physician clinics turned over any realized surpluses to the hospital and clinics for costs related to maintenance, repairs, and expansion of the facilities.  Id. at 590.  No private individuals affiliated with the hospital stood to benefit from any excess funds generated.  Id.  The court also recognized that in order for rural hospitals to survive financially, operating income must exceed expenses.  Id.  (citing Twilight Acres, Inc. v. Bd. of Review, 346 N.W.2d 40, 42 (Iowa Ct. App. 1984) (any entity must generate more revenue than expenses to remain in operation)).  Based on the foregoing, the court found the employee-physician clinic was not in operation for a pecuniary profit.  Id. at 591.  

Noticeably absent from Van Buren is any requirement that a municipal property have charitable purposes in order to be tax-exempt.  Because Landsmeer accepts only those who have the ability to pay, the Board asserts Landsmeer is held for a pecuniary profit.  We disagree.  The exemption under Iowa Code section 427.1(2) is an exemption for governmental property.  The cases relied upon by the Board in support of its argument interpret the section 427.1(8) exemption for religious, literary, and charitable societies.  See Iowa West Racing Ass’n v. Iowa Dept. of Revenue, 421 N.W.2d 880, 882 (Iowa 1988) (holding nonprofit corporation’s pari-mutuel gambling facility not exempt under charitable exception because it was operated with a view towards pecuniary profits); Atrium Village, Inc. v. Bd. of Review, 417 N.W.2d 70, 73 (Iowa 1987) (ruling charitable exemption inapplicable because of the nursing home’s strong policy against admitting patients unable to pay); Iowa Methodist Hosp. v. Bd. of Review, 252 N.W.2d 390, 392 (Iowa 1977) (holding charitable exemption does not apply to a nursing home, operated by a hospital, that does not accept patients unless they are able to pay); Mayflower Homes, Inc. v. Wapello County Bd. of Review, 472 N.W.2d 632, 634 (Iowa Ct. App. 1991) (ruling nonprofit corporation’s retirement residence not tax-exempt under charitable exception even though established by charitable trust because it provided no nursing care, had waived only four or five entrance fees since its inception in 1964, and required residents to pay full monthly rate).  A government and a charity are not the same thing.  Our inquiry in this case is whether a municipal property is tax-exempt, not whether a charitable or religious society is tax-exempt.  The public policy considerations behind sections 427.1(8) and 427.1(2) are clearly distinguishable.  Nothing in section 427.1(2) intimates a requirement that Landsmeer operate for a charitable purpose in order to be exempt.  Therefore, we do not find the cases relied upon by the Board to be controlling here.

Any surplus revenue generated by Landsmeer is returned to the hospital’s coffers for the maintenance and operation of the hospital’s services and facilities.  There is nothing in the record indicating any private individual benefits financially from Landsmeer’s surplus revenue.  In addition, Landsmeer’s fiscal policy to operate with revenue exceeding expenses is not a reason to tax public property put to a public use.  See Van Buren, 650 N.W.2d at 591.  Rather, such sound fiscal intentions indicate the responsible management of government which, in turn, lessens the tax burden upon residents of the city.  Accordingly, we conclude Landsmeer is not being held for a pecuniary profit under the meaning of section 427.1(2).  

IV.
Conclusion.


We conclude the Landsmeer Ridge facility owned and operated by the Orange City Municipal Hospital is exempt from property taxation under the municipal use exemption of section 427.1(2).  We remand the case to the district court for entry of judgment consistent with this opinion. 

REVERSED AND REMANDED.

