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IN THE SUPREME COURT OF IOWA

No. 22 / 00-0275

Filed May 8, 2002

H & R PARTNERSHIP, TIMOTHY S. KNIFFEN, PRIDE, L.L.P., 

SCOTT SCHAGER, and SOUTHLAND PORK, L.C.,

Appellants,

vs.

DAVIS COUNTY BOARD OF REVIEW, David William Hardy, Chairman,

Appellee. 


Appeal from the Iowa District Court for Davis County, Annette J. Scieszinski, Judge.

Owners of swine confinement facilities appeal from judgment upholding property tax assessment.  AFFIRMED.

Robert P. Malloy of Malloy Law Firm, Goldfield, and Deborah M. Tharnish of Davis, Brown, Koehn, Shors & Roberts, P.C., Des Moines, for appellants.

Frank W. Pechacek, Jr. and Michael J. Davenport of Willson & Pechacek, P.L.C., Council Bluffs, and Rick L. Lynch, County Attorney, Bloomfield, for appellee.


Thomas J. Miller, Attorney General, and Harry M. Griger, Special Assistant Attorney General, and James D. Miller, Assistant Attorney General, for amicus curiae, Iowa Department of Revenue.

PER CURIAM.
H & R Partnership, Timothy S. Kniffen, Pride, L.L.P., Scott Schager, and Southland Pork, L.C., who are Davis County property owners on whose land swine confinement facilities have been constructed, appeal from the district court’s judgment upholding the property tax assessment on their respective parcels.  After reviewing the record and considering the arguments presented, we affirm the district court’s decree.

The assessments in question were made in January of 1998 and January of 1999.  Swine confinement facilities had recently been constructed on the parcels in question.  The individual assessments that are involved are as follows:  

H & R Partnership (1998)

Land

Buildings
Total

Parcel 1
$5923

$453,086
$459,009


Parcel 2
$3851

$461,025
$464,876


Parcel 3
$2624

$245,456
$248,081

H & R Partnership (1999)


Parcel 1
$5645

$304,779
$310,424


Parcel 2
$7186

$312,731
$319,917


Parcel 3
$5205

$392,969
$398,174

Timothy S. Kniffen (1998)


Parcel 1
$3142

$453,086
$456,228

Timothy S. Kniffen (1999)


Parcel 1
$3812

$312,409
$316221

Pride L.L.P. (1998)


Parcel 1
$4946

$453,086
$458,032


Parcel 2
$6309

$453,086
$459,395

Pride L.L.P. (1999)


Parcel 1
$7654

$307,182
$314,836


Parcel 2
$4639

$310,271
$314,910

Scott Schager (1998)


Parcel 1
$2649

$453,086
$455,735

Scott Schager (1999)


Parcel 1
$3213

$310,271
$313,484

Southland Pork, L.C. (1998)


Parcel 1
$5439

$527,092
$532,531


Parcel 2
$3563

$229,343
$232,906

Southland Pork, L.C. (1999)


Parcel 1
$4323

$163,275
$171,598


Parcel 2
$6992

$1,276,127
$1,283,119


Parcel 3
$28,951
$1,161,985
$1,190,936


In their respective protests to the board of review, the property owners only objected to that portion of the assessments allocated to the buildings.  The basis for each of the protests was that the amount of the assessment allocated to the buildings exceeded that authorized by law.  An alternative amount deemed by the property owners to be a fair assessment was proposed in the protest.  The board of review denied the protests and confirmed the assessor’s valuations.  


In their appeal to the district court pursuant to Iowa Code section 441.38 (1999), the property owners continued to challenge only the valuation placed on the buildings.  After a trial in equity, the district court upheld the determinations of the assessor and board of review.  


I.  Scope of Review.  

The trial of assessment appeals in the district court is by equitable proceedings.  Iowa Code § 441.39.  Consequently, our review is de novo.  Iowa R. App. P. 6.4.  

II.  The Property Owners’ Arguments. 
On appeal the property owners contend that the assessed value allocated to the buildings is, in each instance, not correct.  The arguments made for relief from this court are that (1) the assessor failed to take into account the productivity and net-earning capacity criteria for valuing agricultural real estate pursuant to Iowa Code section 441.21(1)(e); (2) the assessments improperly included the value of removable personal property; (3) the formula applied in valuing the buildings relied on inaccurate data concerning comparable sales; (4) the amount of the assessments are excessive when compared to the valuations of similar facilities by assessors in other counties; (5) the Iowa Department of Revenue and Finance failed to adopt a rule embracing the formula used to allocate value to the buildings; and (6) in using cost of construction as a measure of value, the board of review and district court relied on average costs and ignored evidence of actual costs.  We separately consider these contentions.  


A.  Productivity criteria of section 441.21(1)(e).  In assessing agricultural property:  

The actual value of agricultural property shall be determined on the basis of productivity and net earning capacity of the property determined on the basis of its use for agricultural purposes capitalized at a rate of seven percent and applied uniformly among the counties and among classes of property.  Any formula or method employed to determine productivity and net earning capacity of property shall be adopted in full by rule.  

Iowa Code § 441.21(1)(e).  

The assessment of the property owners’ lands and buildings in the present case was undertaken pursuant to Iowa Administrative Code rule 701—71.12(1) (1997), promulgated by the Iowa Department of Revenue and Finance.  This rule establishes the method for determining the agricultural valuation of the properties at issue here.  The land and buildings are valued in combination based on the land’s potential for income from row-crops and rental value of hay ground and pasture less the typical expenses relating thereto.
  This rule specifically incorporates the seven percent capitalization rate contained in section 441.21(1)(e).  

Section 441.21(1)(e) expressly authorizes the Iowa Department of Revenue and Finance to fashion a formula in accordance with that statute for the valuation of agricultural property.  We are convinced that the method of assessment that the rule provides comports with the criteria set forth in that statute.  The property owners have not challenged the role that this rule played in the assessment of their property.  Instead, they have proceeded on the assumption that they may reduce their property tax liability by successfully challenging the assessor’s allocation of the aggregate assessment between land and buildings.  It appears, however, that the value arrived at by use of the rule 701—71.12(1) formula is the amount that controls the property owners’ real estate taxes for land and buildings.
  To the extent that the assessor allocates this taxable value between land and buildings through the use of another formula this does not alter the base on which the owners’ property tax liability is computed.


B.  Inclusion of personal property.  The property owners’ argument concerning the inclusion of personal property in the valuation is also without merit.  As we have noted above, the taxable assessment is determined solely on the potential for row-crop production and rental of hay ground and pasture.  The existence of personal property did not affect this calculation.  


C.  Use of comparable sales in allocating a portion of the gross assessment to buildings.  In comparing the board of review’s comparable sales data with that of the property owners for purposes of allocating a portion of the gross assessment to the buildings, it is apparent that both sets of valuation data suffer from certain defects.
  The defect in the board of review’s comparable sales data was that it was not current.  The defect in the property owners’ comparable sales data was that it did not screen out sales that were not arm’s-length transactions, as did the board of review’s comparable sales data.  The burden of proof on this issue rested with the property owners, and they have failed to show that their evidence of comparable sales was superior to the evidence relied on by the assessor and board of review.  


D.  Lower building valuations on comparable facilities in other counties.  The mere fact that similar facilities were shown to have been allocated a lesser assessed value in other counties does not offer a basis for granting relief to these property owners.  This comparison is of no use in the absence of some demonstration that the productivity and net-income factors used in rule 701—71.12(1), the comparable sales data used in the agricultural adjustment, and the production costs utilized in the determination of building values were similar.  This data has not been supplied, and the failure to produce it works to defeat the property owners’ claim on this issue.  


E.  Failure to adopt a rule governing allocation of aggregate assessment between land and buildings.  The property owners contend that section 441.21(1)(e) requires the Iowa Department of Revenue and Finance to pass a rule for purposes of establishing a formula for allocating value to the buildings.  That contention is not correct.  The rule that is required by section 441.21(1)(e) is in regard to establishing the formula for assessment of land and buildings in combination based on productivity and net income.  The statute does not prescribe a specific methodology for allocating a portion of the aggregate assessment to the buildings nor require that this be done by rule.


F.  Failure to use actual constructions costs.  The property owners’ final argument concerns the assessor’s utilization of average construction costs rather than actual construction costs.  We find considerable merit in this contention.  


The difficulty in obtaining actual costs may justify the use of average costs in initially determining the portion of the gross assessment to ascribe to the buildings.  But when the assessor’s determination of building value is challenged, the most credible measure of construction costs that is shown by the evidence should prevail.  See Valley Forge Apartments v. Bd. of Review, 239 N.W.2d 148, 151 (Iowa 1976) (court may not refuse property owners’ cost figures simply because they conflict with those of the assessor).  In the present case, the most credible evidence was the property owners’ evidence of actual costs.  Notwithstanding this disagreement with the board of review and the district court on this issue, we do not feel it necessary to reverse the district court’s decree.


As we have indicated, the property tax liability of the property owners is determined by the aggregate value of the land and buildings as they are assessed in combination under the rule 701—71.12(1) formula.  The subsequent allocation of this aggregate assessment between the land and the buildings is largely an academic exercise.  It in no way involves a process of establishing values on which the property tax is determined.  If these allocations were to be adjusted in the present case by ascribing less value to the buildings, this would not alter the aggregate assessment on which the tax depends.  It would merely result in a proportionately greater portion of the aggregate valuation being allocated to the land.  


Based on the considerations we have discussed, the alleged misallocation of a portion of the aggregate assessment to the buildings has not adversely affected the property owners’ substantial rights.  Indeed, it appears in the record that the assessor allows depreciation on the buildings and reduces the aggregate assessment accordingly when such depreciation is recognized.  Consequently, a greater allocation of the aggregate assessment to the land might well work to the property owners’ disadvantage.  


We have considered all issues presented and conclude the judgment of the district court should be affirmed.


AFFIRMED.  


This opinion shall be published.

�Although rule 701—71.12(1) contains language referring to equalization, the rule provides the methodology for original and periodic assessment of agricultural land within a single county.  The reference to equalization is contained in the rule because, under section 441.21(1)(e), all assessments of agricultural property involve an equalization factor.  


Rule 701—71.12(1) is too lengthy to set forth in this opinion.  It generally bases the valuation of agricultural land on a county-wide analysis of the five-year average of income from row crops and rental value of hay ground and pasture less typical productions costs, including liability insurance and property taxes on land and all buildings other than dwelling houses.  The resulting net-income figure is computed on a per-acre basis, and that is divided by the seven percent capitalization rate specified in Iowa Code section 441.21(1)(e).  The resulting quotient is the per-acre valuation of agricultural land and structures for the current year.  


�Rule 701—71.12(1)(a)(8) provides that the per-acre value derived from the formula laid out in that rule shall be the valuation of both land and structures.  


�The use of comparable sales data that has been assailed by the property owners was in connection with a so-called agricultural adjustment that is applied in allocating a separate portion of the aggregate assessment of land and buildings to the buildings.  This was done by independently valuing the buildings based on replacement cost and then reducing that value in proportion to how much the aggregate assessment of land and buildings under rule 701—71.12(1) was below the market value of the property as determined by comparable sales data for the area.





