BEFORE THE STATE TAX APPEAL BOARD

OF THE STATE OF MONTANA

LI BERTY COUNTY HOSPI TAL )
and NURSI NG HOVE, )
) DOCKET NO.: SPT-2001-1
Appel | ant, )
)
-VS- ) FACTUAL BACKGROUND,
) CONCLUSI ONS OF LAWY
THE DEPARTMENT OF REVENUE ) ORDER and OPPORTUNI TY
OF THE STATE OF MONTANA, ) FOR JUD Cl AL REVI EW
)
Respondent . )

The above-entitled appeal was heard telephonically on
Novenber 13, 2001, in accordance with an order of the State
Tax Appeal Board of the State of Mntana (the Board). The
notice of the hearing was duly given as required by | aw.

The taxpayer, Liberty County Hospital and Nursing Hone,
represented by R chard F. Mwog, CPA and chief financial
of ficer, and Brad Robi nson, CEO and adm nistrator, presented
testinmony in support of the appeal. The Departnent of
Revenue (DOR), represented by Appraisal Specialist Virgil
Byford, presented testinony in opposition to the appeal.
Testinony was presented. The duty of this Board is to
determ ne whether the property qualifies for an exenption,
based on a preponderance of the evidence. The Liberty County

Hospi t al and Nursing Honme is the appellant in this



proceedi ng and, therefore, has the burden of proof. Based on
the evidence and testinony, the Board finds that the
deci sion of the Departnent of Revenue is affirned.

STATEMENT OF | SSUE

The issue before this Board is to determne if the
subject property qualifies for tax-exenpt status as a
hospital and charitabl e organi zati on.

FACTUAL BACKGROUND

1. Due, proper and sufficient notice was given of this
matter and the hearing was conducted tel ephonically. Al
parties were afforded opportunity to present evidence, ora
and docunentary.

2. The taxpayer is the owner of the property which is
the subject of this appeal and which is described as
fol |l ows:

The inprovenents |ocated upon Lots 19 and
20, Block 5 of the Gagnon Addition to the
City of Chester, County of Liberty, State
of Montana. (Application nunber 4800201.)

3. On February 15, 2001, the taxpayer applied for an

exenption for the subject property. (Application #4800201.)

4. On June 27, 2001, M. Byford wote to the taxpayer

asking for information concerning the use of the subject

property.



5. On July 10, 2001, M. ©Mwog contacted M. Byford by
t el ephone and provided the information concerning the use of
the property. At that tine, M. Mog indicated that the use
of the subject house on Lots 19 and 20 in Block 5 was to
provi de housing for an adm nistrator or physician working at
the Liberty County Hospital and Nursing Hone. The occupant
of the subject honme is expected to pay rent in the anount of
$350 or $400 a nonth, according to M. Mog.

6. Based on that information, M. Byford issued a
letter, dated July 24, 2001 to the taxpayer denying the
exenption, for the reason that “The property is used as
residential housing for the Adm nistrator of the Hospital or
for housing for visiting doctors. Therefore, it does not
nmeet the use requirenents of 15-6-201 (1) (c) , MCA”

7. On August 20, 2001, the taxpayer appealed the
Departnent of Revenue’'s decision to the State Tax Appeal
Board. An acconpanying letter, outlining the taxpayer’s
position, stated in pertinent part:

The property in question is used as permanent
residential housing for either the Adm nistrator/CEO or
an enployed physician of Liberty County Hospital and
Nur si ng Hone, Inc. (LCHNH).

W understand that while the ownership requirenent
has been nmet, that the use requirenent for exenption is
in question by the Departnment of Revenue (DOR). \W:
further wunderstand that it is due to the DOR s
interpretation of the use requirenents that exenption
for this property was deni ed.

The position of LCHNH is that property which is
either required or absolutely essential to be able to



achi eve an exenpt purpose (providing health services)
shoul d qualify for exenption.

Qur position is based upon the follow ng facts:

1. Survival of LCHNH would be inpossible wthout
a CEO or physici ans.

2. In a town the size of Chester, recruitnent of
persons to fill either the CEO or physician positions
would be wvirtually inpossible unless we had housing
avai | abl e.

3. Omnership of this property must be considered
a part of normal hospital activities, as without it,
hospital activities would not be possible.

4. O her viable housing options are not avail abl e
for this purpose.

The DOR has indicated that this same situation has
been appealed to the STAB before (1991, St. Vincent

Hospital) wth the appeal bei ng denied. After
reviewing the docunentation supplied by the DOR wth
regard to that appeal, we believe that differences
exi st between the St. Vincent property in Billings and
the LCHNH property in Chester. W feel those
differences include, but are not limted to, the fact
that the property 1in Chester is for permanent
residential housing, while the property in Billings was
for tenporary housing. Also, there is a significant

difference between the general availability of either
tenmporary or pernmanent residential housing in Chester
(popul ation 871) versus Billings (popul ation 89, 847).

Finally, it appears to us that the intent of the
| aw should be considered here. W feel that the
| egislature, in both 15-6-201, MCA and 50-5-101, MCA,
by lack of specific exclusion of property of this type
have inferred sone reasonable |evel of latitude on
DOD' s part to determine the actual intent, purpose and
use of specific piece of property on a case by case
basi s. In this case it appears that the property in
guestion, due to the nature and necessity of its use to
achi eve an exenpt purpose, should be granted exenption
according to 15-6-201, MCA

8. This Board issued a letter acknow edging recei pt and
acceptance of the appeal on August 22, 2001.

9. M. Byford filed a response to the August 22, 2001
acceptance letter in a letter dated Septenber 14, 2001,

whi ch outlined the DOR s position, in pertinent part:



The Liberty County Hospital and Nursing Hone,
Inc., applied for property tax exenption for Lots 19
and 20 in Block 5 of the Gagnon Addition to Chester on
an application dated February 15, 2001. The property
consists of a single-famly residence on two city lots
and is wused by the admnistrator or an enployed
physician of the hospital as their residence. The
Li berty County Hospital and Nursing Hone applied for
the property tax exenption as a hospital and charitable
or gani zati on.

In order for hospital property to qualify for an
exenption it must neet the requirements of 15-6-201,
(1) (©, MCA, which states: “property used exclusively
. for nonprofit health care facilities, as defined

in 50-5-101, licensed by the departnment of public
heal t h and human servi ces and organi zed under Title 35,
chapter 2 or 3.7 This nmeans that the property mnust be

directly used for providing healthcare, such as nedical
treatnment, nursing rehabilitative, or preventive care
to any individual. A house wused for residential
pur poses does not neet this requirenent.

In order for property to qualify for an exenption
under the charitable exenption statute, it nust neet
the requirenents of 15-6-201, (1) (e), MCA which
states: “subject to subsection (2), property that is
owned or property that is |leased froma federal, state
or local governnmental entity by institutions of purely
public charity if the property is directly used for
purely public charitable purposes.” In our opinion,
property that is used as a residence for an enpl oyee of
the hospital is not “directly used for purely public
charitabl e purposes.”

Therefore, since the property under appeal, in our
opinion, does not neet the use requirenents of the
property tax exenption statutes, we issued a letter
denying exenption to the property on July 24, 2001.
Based on the above listed information, the Departnent
of Revenue respectfully requests that the State Tax
Appeal Board wuphold our denial of this exenption
request

TAXPAYER S CONTENTI ONS

The taxpayer argued that the usage requirenent of 15-6-
201 (1) (c), MCA, is nmet by the fact that, w thout the use of
the subject property, it would not be able to achieve its

exenpt purpose. It would not be able to recruit a CEO or a



physician if it were not able to offer the subject residence
as enticenent and, w thout that necessary staff, it would be
unable to provide health care to the Chester area.

A rural area, such as Chester, cannot be reasonably
conpared to a larger netropolitan area, such as Billings (in

the Sisters of Charity of Leavenworth Health Services, |Inc.

PT-1990-8, appeal cited by the DOR) in terns of providing
amenities which would attract qualified personnel.

The subject residence, |ocated approximtely two bl ocks
from the hospital, is a doublewide nobile honme on a full
basenent with a two-car garage, on two lots, in the “nicer
part of town.” It was donated to the taxpayer in July of
2000 by Liberty Health Pl anning, Inc. Prior to the donation
to the taxpayer, the house was al so nade available for |ease
to hospital staff by Liberty Health Planning, Inc., a non-
profit organization. The residence is currently rented to a
physician recruited this past sumer for “around $350 or $400
a nonth.” M. Mog testified that the annual property taxes
associated with the property are approximately $1, 100.

In response to questioning by the Board, M. Mdog stated
that the enploynent contract with physicians and/or CEO s
does not contain any provision for a housing allowance. The
occupants are expected to pay rent. M. Mog also stated

that the occupants of the subject house are not required to



be avail able on a 24-hour basis each day. “. . . It wouldn’t
be for any reason other than to have a residence available
for themto get in, get their famly settled, get to work,
and go, not for an availability requirenment. They would stil
have to neet the availability requirenment of a physician on
call, while they were on call, if it was a physician |iving
there, but it wouldn't it wouldn't be for a 24/7 type
situation.”

In response to a question fromthe Board, M. Mog
testified that no formal Iliterature exists describing the
availability of the subject house to prospective enpl oyees.

DOR S CONTENTI ONS

The DOR s position is that this property nust qualify
for exenption under 15-6-201 (1) (c), MCA The applicable
portion of the statute is “property used exclusively for
non-profit health care facilities as defined in 50-5-101,
licensed by the departnent of public health and human
servi ces and organi zed under Title 35, chapter 2 or 3.”

The DOR contends that this statute requires that the
property nmeet a use test in order to qualify for a property
tax exenption. This neans that the property nust be used as
a health care facility in which health care is directly

provided to patients in order to qualify.



This property is wused as residential housing for
workers at the hospital and, therefore, does not neet the
use requirenent.

M. Byford cited cases deened applicable to the present
case: Cruse v. Fischel, 55 Mnt. 258, which held that tax
exenption statutes are to be construed strictly for taxation
and agai nst exenption, and several prior decisions of this

Board, including Sisters of Charity of Leavenworth Health

Services, Inc., PT-1990-8; The Down Home Project, Inc., v.

Depart ment of Revenue, SPT-1991-4; and Roman Catholic Bi shop

of Geat Falls — Billings, SPT-1985-39 and SPT-1985-40.

The Sisters of Charity case involved tw houses owned
by St. Vincent’s Hospital in Billings. These houses were in
close proximty to the hospital and were used for housing
for wvisiting doctors, consul tants, nurses and ot her
t echni ci ans. The DOR denied the request for exenption in
this case because it believed the use of that property did
not neet the use requirenents of 15-6-201 (1) (c), MCA
Thi s Board uphel d the DOR deni al .

The Down Hone Project appeal involved two houses in
M ssoula County which were used for a horticultural, self-
reliance and education denonstration project. The taxpayer
sought exenption as a horticultural society, educational and

purely public charity. The exenption for both horticul tural



societies and educational use are provided for in 15-6-201
(1 (c), MCA. The enployees residing in the hones received a
reduced rent and the houses were used as a denonstration
project on self-reliant 1iving. The DOR argued that this
was not a qualifying use as required by statute because the
houses were wused for residential purposes. This Board
uphel d the DOR deni al .

The Roman Catholic Bishop of Geat Falls- Billings
appeal involved the St. Labre Indian Mssion in Rosebud
Count y. The taxpayer nmade an argunent that 30 residences,
occupi ed by teachers and other staff working at the school,
shoul d be exenpt from property taxes because the residences
were being used for educational purposes, under 15-6-201 (1)
(c), MCA. The taxpayer in this case also nade the argunent
that, absent these houses, the m ssion would have difficulty
in attracting conpetent and qualified personnel for its
staff. The DOR denied the exenption request because it
didn't believe the use of the houses net the educational use
requi renents of 15-6-201 (1) (c), MCA This Board upheld
t he DOR deni al .

In conclusion, the DOR s position is that this property
does not neet the wuse requirenents set forth in the
exenption statute, 15-6-201 (1) (c), MCA, in that the

property nust be used as a health care facility in which



health care is directly provided to patients in order to
qual ify.

This property is wused as residential housing for
workers at the hospital and, therefore, does not neet the
use requirenent.

BOARD DI SCUSSI ON

The Board finds that the DOR acted properly in denying
the request for exenption. This property is wused as
resi denti al housing for workers at the hospital and,
therefore, does not neet the use requirenent of Section 15-
6-201 (1) (c), MCA. The record indicates that the property
is not offered to hospital enployees as part of any
conpensati on package, nor is the occupant of the house
required to be available 24 hours a day, seven days a week
as a condition of enploynent.

This Board found, in Roman Catholic Bishop of G eat

Falls — Billings, SPT-1985-39 and SPT-1985-40, that “The

thirty residential units and one garage rented to teachers
and other staff are not incidental to or necessary for the
operation of the Mssion, nor are they used for educationa
pur poses. Therefore, the Board concludes that they do not

qualify for property tax exenption.” In The Down Hone

Project, Inc., v. Departnent of Revenue, SPT-1991-4, the
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Board found that the primary usage of the “denonstration
homes” was residential and, therefore, the property was not
entitled to property tax exenption under 15-6-201 (1) (c),
MCA.

CONCLUSI ONS OF LAW

1. The State Tax Appeal Board has jurisdiction over
this matter. 815-2-301, MCA

2. 815-6-201, MCA. Exenpt categories. (1) The foll ow ng

categories of property are exenpt from taxation: “. . . (c)
property used exclusively for . . . nonprofit health care
facilities, as defined in 50-5-101, licensed by the

departnent of public health and human services and organi zed
under Title 35, chapter 2 or 3. . .7
3. The appeal of the taxpayer is hereby denied and the
deci sion of the Departnent of Revenue is affirned.
11
11
11
11
11
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11

11



ORDER

I T I'S THEREFORE ORDERED by the State Tax Appeal Board
of the State of Mntana that the subject property shall
remain on the tax rolls of Liberty County by the |ocal
Department of Revenue office at the value determ ned by the
DOR. The appeal of the taxpayer is denied, and the decision
of the DOR denying exenption on the subject property for tax
year 2001 is affirnmed.

Dated this 15th day of Novenber, 200L1.

BY ORDER OF THE
STATE TAX APPEAL BQOARD

( SEAL)

GREGORY A. THORNQUI ST, Chai r man

JERE ANN NELSON, Menber

M CHAEL J. MJULRONEY, Menber

NOTI CE: You are entitled to judicial review of this Oder
in accordance wth Section 15-2-303(2), MCA Judi ci al
review nmay be obtained by filing a petition in district
court within 60 days follow ng the service of this O der.
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CERTI FI CATE OF SERVI CE

The undersigned hereby certifies that on this 15th day
of Novenber, 2001, the foregoing Order of the Board was
served on the parties hereto by depositing a copy thereof in
the U S. Mils, postage prepaid, addressed to the parties as
fol |l ows:

Attn: Richard Mog

Chi ef Financial Oficer

Li berty County Hospital and Nursing Hone, Inc.,
P. O Box 705

Chester, Mntana 59522

Ofice of Legal Affairs
Departnent of Revenue
M tchell Buil ding

Hel ena, Montana 59620

Virgil Byford

Appr ai sal Speci al i st
Depart nent of Revenue
Property Tax Division
Hel ena, Montana 59620

DONNA EUBANK
Par al egal
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