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Masha M. Yevzelman and Lynn S. Linné, Fredrikson & Byron, P.A., represent petitioner Perham Hospital District.
Michelle M. Eldien, Otter Tail County Attorney, and Benjamin G.A. Olson, Assistant County Attorney, represent respondent Otter Tail County.
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Bradford S. Delapena, Judge
[bookmark: co_pp_sp_999_1_1]*1 This consolidated matter came on for trial before The Honorable Bradford S. Delapena, Judge of the Minnesota Tax Court.
 
The issue is whether several parcels of real property owned by petitioner Perham Hospital District and operated as medical clinics are exempt from property tax. We conclude that the parcels are exempt.
 
The court, having heard and considered the evidence adduced at trial and the arguments of counsel, and upon all of the files, records, and proceedings herein, now makes the following:
 
[bookmark: co_anchor_Iaee387e1a0f911ebb392d4e16429][bookmark: co_fnRef_B00012053305776_ID0E5BAC_1]FINDINGS OF FACT1
1. Petitioner Perham Hospital District (“the District”) has sufficient interest in the property to maintain this petition; all statutory and jurisdictional requirements have been fulfilled; and the court has jurisdiction over the subject matter of the action and the parties thereto.
 
2. The District is a governmental entity formed in 1976 as a political subdivision of the State of Minnesota to provide health care to rural communities near Perham, Minnesota. It is a public, nonprofit healthcare organization exempt from federal income taxation under Section 501(c)(3) of the Internal Revenue Code.
 
3. The District is governed by fourteen elected board members (“District Board” or “Board”), who represent the political subdivisions that own it. The Board's responsibilities include promoting businesslike management.
 
4. The District's mission is to promote health and wellness throughout life, to prevent disease, and to improve the health of the community it serves.
 
5. Since its formation, the District has owned and operated a hospital (“Perham Hospital” or the “Hospital”).
 
6. Perham Hospital is a 25-bed critical access hospital that offers patients a broad spectrum of services.
 
7. In 2011, the District acquired the business and assets of three clinics: Perham Clinic, Ottertail Clinic, and New York Mills Clinic (collectively, the “Clinics” or “Clinic Properties”). The District Board decided to acquire and operate the Clinics to serve the needs of Perham Hospital and its community.
 
8. During the years in issue (2014 through 2018), the Hospital and the Perham Clinic shared the Perham Facility, with a street address of 1000 Coney St. W., Perham, Minnesota. The Ottertail Clinic had a street address of 105 Otter Dr., Ottertail, Minnesota. The New York Mills Clinic had a street address of 20 Centennial 84 Dr. W., New York Mills, Minnesota.
 
[bookmark: co_pp_sp_999_2_1]*2 9. The District operated the Hospital—including the Clinics, which now constituted its Clinic Department—under the brand “Perham Health.”
 
10. The Hospital operated the Clinic Department similarly to its remaining departments. Although each department had a physical home base in Perham Health's facilities, each provided services throughout those facilities.
 
11. The Hospital was organized into approximately 20 operational departments. Approximately 13 or 14 departments provided patient care, and only 2 of these—medical/surgical and obstetrics—offered inpatient overnight beds. The remaining clinical departments offered outpatient services only.
 
12. Although the Hospital offered a full continuum of care, inpatient care represented a relatively small part of the Hospital's services.
 
13. The District contracted with Sanford Health for management and staffing services to run its facilities, but retained governance and control over Perham Health.
 
14. The District maintained Professional and Related Services Agreements with Sanford to lease physician and midlevel professional services (nurse practitioner and/or physician assistant services), together with other specified staff services.
 
15. Pursuant to its agreements with Sanford, the District reimbursed Sanford for salary, benefit, and other expenses Sanford incurred in providing management services, physicians, midlevel providers, other leased employees, software, etc. The District also payed Sanford a management fee for other management and administrative services and an access fee to cover Sanford expenses relating to operation of the Perham Health facilities, such as recruiting and retaining employees, IT hardware, software and licensing fees, training and education, consultant time, infection control, compliance, coding, reimbursements, and other overhead expenses.
 
16. Each Sanford entity with which the District contracted was a nonprofit corporation and was exempt from federal income tax under I.R.C. § 501(c)(3) (2018).
 
17. The District operated on a not-for-profit basis during the years in issue.
 
18. District physicians who were employed by Sanford and leased to the District were paid according to a production-based compensation plan based on Work Relative Value Units.
 
19. District physicians were paid similarly to nonprofit-employed physicians around the country and were not conducting private medical practices within District facilities.
 
20. Assuming that hospitals and clinics are properly conceived of as inherently distinct, the District occupied and used the Clinic Properties to improve and run the Perham Hospital during the tax years in issue.
 
21. Operating the Clinics allowed the Hospital to attract and retain both physicians and patients, which helped ensure the Hospital could survive.
 
22. The Clinics allowed the Hospital to improve its overall operations.
 
23. The Clinics improved service delivery and follow-up by furnishing patients with more convenient locations to acquire services.
 
24. Evolution of the healthcare industry and Congress’ passage of the Affordable Care Act (“ACA”) have fundamentally changed what hospitals do.
 
25. The three Clinics the District operated on the Clinic Properties were essential to Perham Hospital's operation as an ACA-compliant hospital.
 
[bookmark: co_pp_sp_999_3_1]*3 26. The District occupied and used the Clinic Properties to improve and run the Hospital because it operated the Clinics as Hospital facilities during the years in issue.
 
27. In that only 2 of the Hospital's 13 or 14 clinical departments (departments that provided patient care) offered inpatient overnight beds, the Clinic Department was typical of the Hospital's remaining clinical departments in offering only outpatient services.
 
28. The District's three Clinics were part of a fully integrated Hospital and were merely arms or agencies of the Hospital exclusively serving the hospital in necessary and essential ways.
 
[bookmark: co_anchor_Iaee842d1a0f911ebb392d4e16429]CONCLUSIONS OF LAW
1. Petitioner submitted sufficient credible evidence to rebut the prima facie validity of each property's classification as of each assessment date.
 
2. The “auxiliary property” doctrine the Minnesota Supreme Court adopted to determine whether non-hospital property is exempt from property tax for purposes of the constitutional Public Hospital Exemption does not apply to the separate and distinct statutory Hospital District Exemption under Minn. Stat. § 447.31, subd. 6 (2020).
 
3. For purposes of the Hospital District Exemption, which turns on whether a district “acquired, owned, leased, controlled, used, or occupied” property, Minn. Stat. § 447.31, subd. 6, to “improve[ ] and run [a] hospital,” Minn. Stat. § 447.33, subd. 1 (2020), it is necessary to inquire what hospitals actually did—and were required to do—given the economic and regulatory structure of the healthcare industry during the tax periods in issue.
 
4. During the tax periods in issue, the District's Clinic Properties were exempt from taxation under the Hospital District Exemption. Minn. Stat. § 447.31, subd. 6.
 
[bookmark: co_anchor_Iaee92d31a0f911ebb392d4e16429]ORDER FOR JUDGMENT
1. The Otter Tail County Assessor's classification of the District's Clinic Properties shall be changed consistent with this opinion.
 
2. Any real estate taxes paid by petitioner for the Clinic Properties in 2015, 2016, 2017, 2018, and 2019 shall be refunded, together with interest from the original date of payment.
 
IT IS SO ORDERED. THIS IS A FINAL ORDER. ENTRY OF JUDGMENT IS STAYED FOR 30 DAYS. LET JUDGMENT BE ENTERED ACCORDINGLY.
 
[bookmark: co_anchor_Iaee9c971a0f911ebb392d4e16429]MEMORANDUM
[bookmark: co_anchor_Iaee9c971a0f911ebb392d4e162]I. Introduction
[bookmark: co_fnRef_B00022053305776_ID0EZAAE_1][bookmark: co_fnRef_B00032053305776_ID0EDBAE_1]The parties dispute the classification of several parcels of real property Perham Hospital District (“the District”) owns and operates as medical clinics. The County classified the clinic properties as commercial.2 The District contends the properties are exempt under three separate provisions:3 (1) the statutory Hospital District Exemption, see Minn. Stat. § 447.31, subd. 6 (2020); (2) the constitutional Public Hospital Exemption; and (3) the constitutional Public Purpose Exemption, see Minn. Const. art. X, § 1.
 
Before trial, we denied two separate motions for summary judgment. Perham Hosp. Dist. v. Cty. of Otter Tail, No. 56-CV-18-1196 et al., 2020 WL 2517002 (Minn. T.C. May 12, 2020) (denying respondent's motion for summary judgment); Perham Hosp. Dist. v. Cty. of Otter Tail, No. 56-CV-18-1196 et al., 2019 WL 3210638 (Minn. T.C. July 10, 2019) (denying petitioner's motion for summary judgment). We now conclude that the District's clinic properties are exempt under the statutory Hospital District Exemption.
 
[bookmark: co_pp_sp_999_4_1]*4 As indicated above, the Public Hospital and Public Purpose Exemptions are constitutionally mandated, Minn. Const. art. X, § 1 (although they are also implemented by statute, Minn. Stat. § 272.02, subds. 4, 8 (2020)). Because we cannot decide whether the clinic properties also satisfy these exemptions without unnecessarily deciding constitutional questions, we decline to address their applicability. See, e.g., Menard, Inc. v. Cty. of Anoka, Nos. 02-CV-15-2043 & 02-CV-16-1997, 2018 WL 1613861, at *4 (Minn. T.C. Mar. 27, 2018) (“[C]ourts avoid constitutional questions when other grounds for resolution are available.”) (citing State v. Bourke, 718 N.W.2d 922, 925-26 (Minn. 2006)); Ridgeview Med. Ctr. v. Cty. of Carver, No. C3-00-590, 2001 WL 1359835, at *4 (Minn. T.C. Oct. 25, 2001) (finding hospital-owned property exempt under the constitutional Public Hospital Exemption and therefore declining to reach whether the facilities also satisfied separate constitutional exemptions); Naeve Health Care Ass'n v. Cty. of Freeborn, No. C6-92-541, 1993 WL 35164, at *5 (Minn. T.C. Feb. 11, 1993) (same).
 
[bookmark: co_anchor_Iaeec1361a0f911ebb392d4e162][bookmark: co_anchor_Iaeec1361a0f911ebb392d4e16429]II. Factual Background
Hospital district property is exempt from taxation if it is “acquired, owned, leased, controlled, used, or occupied by a district for the purposes of sections 447.31 to 447.37 ....” Minn. Stat. § 447.31, subd. 6 (emphasis added). The purposes of sections 447.31 to 447.37 are, in relevant part, “to acquire, improve, and run [a] hospital.” Minn. Stat. § 447.33, subd. 1 (2020); Perham Hosp. Dist., 2019 WL 3210638, at *3-5. District property is therefore exempt if it is “acquired, owned, leased, controlled, used, or occupied” by the District “to acquire, improve, and run” a hospital.
 
[bookmark: co_anchor_Iaeecd6b1a0f911ebb392d4e162][bookmark: co_anchor_Iaeecd6b1a0f911ebb392d4e16429]A. Petitioner Perham Hospital District
[bookmark: co_fnRef_B00042053305776_ID0ELLAE_1][bookmark: co_fnRef_B00052053305776_ID0EVLAE_1][bookmark: co_fnRef_B00062053305776_ID0EAMAE_1]Perham Hospital District is a governmental entity formed in 1976 as a political subdivision of the State of Minnesota to provide health care to rural communities near Perham, Minnesota.4 The District is governed by fourteen elected board members (“District Board” or “Board”), who represent the political subdivisions that own it.5 Since its formation, the District has owned and operated a hospital (“Perham Hospital” or the “Hospital”).6
 
[bookmark: co_fnRef_B00072053305776_ID0EOOAE_1][bookmark: co_fnRef_B00082053305776_ID0E1OAE_1][bookmark: co_fnRef_B00092053305776_ID0EBPAE_1][bookmark: co_fnRef_B00102053305776_ID0ESPAE_1][bookmark: co_fnRef_B00112053305776_ID0E3PAE_1][bookmark: co_fnRef_B00122053305776_ID0EGQAE_1]As a governmental entity, the District is a public, nonprofit healthcare organization exempt from federal income taxation under Section 501(c)(3) of the Internal Revenue Code.7 The District makes decisions with a view to benefiting the public (rather than any private party).8 No part of any net revenue generated by District operations may inure to the benefit of any private individual or entity, and the District has never distributed net revenue to any private party.9 Instead, net revenue (if any) “is invested 100% back into [the District's] facilities.”10 Upon dissolution, all District funds must be distributed among the governmental subdivisions that own it.11 The District's financial statements are prepared in accordance with standards established by the Governmental Accounting Standards Board.12
 
[bookmark: co_pp_sp_999_5_1][bookmark: co_fnRef_B00132053305776_ID0EKUAE_1][bookmark: co_fnRef_B00142053305776_ID0EMVAE_1]*5 The District's mission is “to promote health and wellness throughout life”; it is “committed to being part of the solution to prevent disease and improve the health of the community it serves.”13 To achieve its purposes, the District has the statutory authority to levy taxes. See Minn. Stat. §§ 447.33, subd. 2(7), 447.34 (2020). To pay the property taxes the County levies on the clinics as commercial properties, the District has increased its own tax levy.14
 
[bookmark: co_anchor_Iaef0f561a0f911ebb392d4e162][bookmark: co_anchor_Iaef0f561a0f911ebb392d4e16429]B. Perham Hospital
[bookmark: co_fnRef_B00152053305776_ID0EAYAE_1][bookmark: co_fnRef_B00162053305776_ID0EHYAE_1]Perham Hospital is a 25-bed15 critical access hospital16 that offers patients a broad spectrum of services:
[bookmark: co_fnRef_B00172053305776_ID0E3YAE_1]The hospital is a 25 bed, short-term acute care facility that annually provides care for more than 900 inpatients[,] including Swing bed and [obstetrical], 150 newborns, 6500 emergency room patients, and 40,000 clinic visits. As a community hospital, Perham Health provides and/or coordinates a wide range of services for adults and children, including inpatient, outpatient, swing bed, surgical, obstetrical, newborn, emergency services, diagnostic services, services including occupational health services for area businesses, cardiopulmonary rehabilitation and chiropractic services and primary care clinics.17
[bookmark: co_fnRef_B00182053305776_ID0ELZAE_1][bookmark: co_fnRef_B00192053305776_ID0E3ZAE_1]During the years in issue, inpatient care was a relatively small part of the Hospital's services.18 The Hospital offered a full continuum of care from “the lowest level of care all the way to the most serious level.”19
 
[bookmark: co_anchor_Iaef31841a0f911ebb392d4e162][bookmark: co_anchor_Iaef31841a0f911ebb392d4e16429]C. The District Acquired The Clinics In 2011
[bookmark: co_fnRef_B00202053305776_ID0E54AE_1][bookmark: co_fnRef_B00212053305776_ID0EF5AE_1][bookmark: co_fnRef_B00222053305776_ID0EM5AE_1][bookmark: co_fnRef_B00232053305776_ID0EV5AE_1][bookmark: co_fnRef_B00242053305776_ID0E35AE_1][bookmark: co_fnRef_B00252053305776_ID0EG6AE_1][bookmark: co_fnRef_B00262053305776_ID0EQ6AE_1][bookmark: co_fnRef_B00272053305776_ID0E16AE_1]In 2011, the District acquired the business and assets of three clinics: Perham Clinic,20 Ottertail Clinic,21 and New York Mills Clinic22 (collectively, the “Clinics” or “Clinic Properties”).23 The Clinics had previously been operated by Meritcare, a predecessor of Sanford Health.24 In 2010, Sanford had approached the District because the Clinics were generating losses.25 Both the District and Sanford were also concerned about physician recruitment, which was compromising patient access to Perham Hospital.26 Although it had not previously operated any clinic, the District acquired the business and assets of the Clinics from Sanford.27
 
[bookmark: co_pp_sp_999_6_1][bookmark: co_fnRef_B00282053305776_ID0ETFAG_1][bookmark: co_fnRef_B00292053305776_ID0E4FAG_1]*6 The parties have stipulated that the District Board decided to acquire the Clinics to serve the needs of Perham Hospital and its community.28 The Board determined that ownership and operation of the Clinics was necessary or convenient to running and improving the Hospital.29 Specifically, the Board acquired the Clinics:
[bookmark: co_fnRef_B00302053305776_ID0ETGAG_1]• to improve patient access by ensuring that the Hospital could recruit and retain physicians;30
[bookmark: co_fnRef_B00312053305776_ID0ECHAG_1]• to avoid duplication of services in the community;31
[bookmark: co_fnRef_B00322053305776_ID0ERHAG_1]• to improve continuity of care and add services at the Hospital;32
[bookmark: co_fnRef_B00332053305776_ID0EAIAG_1]• to simplify billing for patients;33
[bookmark: co_fnRef_B00342053305776_ID0EPIAG_1]• to secure referrals from clinic physicians;34 and
[bookmark: co_fnRef_B00352053305776_ID0E6IAG_1]• to maintain local community control of the Hospital.35
[bookmark: co_fnRef_B00362053305776_ID0EOJAG_1]Ms. Alisyn Keil, current Board Chair, testified that the Board's primary concern in acquiring the Clinics was that if the District failed to do so, the Hospital's “doors wouldn't be open.”36
 
[bookmark: co_fnRef_B00372053305776_ID0EWOAG_1][bookmark: co_fnRef_B00382053305776_ID0E4OAG_1][bookmark: co_fnRef_B00392053305776_ID0EHPAG_1][bookmark: co_fnRef_B00402053305776_ID0EUPAG_1][bookmark: co_fnRef_B00412053305776_ID0E5PAG_1]In 2012, the District completed construction of a new hospital facility in Perham (the “Perham Facility”).37 The Perham Clinic was relocated to a space within the Perham Facility, and operates under the Hospital's license.38 During the years in issue, the District operated the Hospital—including the Clinics, which now constituted its Clinic Department—under the brand “Perham Health.”39 Collectively, the Perham Facility, the Ottertail Clinic, and the New York Mills Clinic are referred to as “Perham Health facilities.” Perham Health is not a separate entity from the District, and none of the Clinics is its own entity.40 Perham Health is operated under the District's license.41
 
[bookmark: co_fnRef_B00422053305776_ID0ECTAG_1][bookmark: co_fnRef_B00432053305776_ID0EJTAG_1][bookmark: co_fnRef_B00442053305776_ID0EQTAG_1][bookmark: co_fnRef_B00452053305776_ID0EXTAG_1]The Perham Clinic is open Monday through Friday from 7:30 a.m. to 5:00 p.m. and Saturdays from 9:00 a.m. to 12:00 p.m.42 The Ottertail Clinic is open Mondays and Wednesdays from 8:00 a.m. to 4:30 p.m. and Fridays from 8:00 a.m. to 12:00 p.m.43 The New York Mills Clinic is open Monday through Friday from 8:00 a.m. to 5:00 p.m.44 The Clinics do not offer inpatient care or have a physician who is always on staff or on call.45
 
[bookmark: co_anchor_Iaeff4d41a0f911ebb392d4e162][bookmark: co_anchor_Iaeff4d41a0f911ebb392d4e16429]D. Hospital Organization
[bookmark: co_pp_sp_999_7_1][bookmark: co_fnRef_B00462053305776_ID0ENWAG_1][bookmark: co_fnRef_B00472053305776_ID0EUWAG_1][bookmark: co_fnRef_B00482053305776_ID0E5WAG_1][bookmark: co_fnRef_B00492053305776_ID0EFXAG_1][bookmark: co_fnRef_B00502053305776_ID0EPXAG_1][bookmark: co_fnRef_B00512053305776_ID0EZXAG_1]*7 During the years in issue, the Hospital was organized into approximately 20 operational departments46 including: medical/surgical (including infusion therapy), surgery, emergency, obstetrics, lab, imaging, therapy, Clinic Department, dietary (nutrition services), hospital pharmacy, environmental services (maintenance and housekeeping), administration, finance, human resources, and community relations.47 Approximately 13 or 14 departments provided patient care,48 and only 2 of these—medical/surgical and obstetrics—offered inpatient overnight beds.49 The remaining clinical departments offered outpatient services only.50 Although each department had a physical “home base” in Perham Health's facilities, each provided services “in many different spaces” throughout those facilities.51
 
[bookmark: co_anchor_Iaf014911a0f911ebb392d4e162][bookmark: co_anchor_Iaf014911a0f911ebb392d4e16429]E. Administrative Structure
[bookmark: co_fnRef_B00522053305776_ID0E22AG_1][bookmark: co_fnRef_B00532053305776_ID0EF3AG_1]The District Board's responsibilities include selecting a Chief Executive Officer, setting policies, promoting professional standards, ensuring safe and high quality patient care, promoting businesslike management, and ensuring that no person uses his or her affiliation with the District for personal gain.52 The Board is also responsible for appointing qualified medical staff, who report to the Board.53
 
[bookmark: co_fnRef_B00542053305776_ID0EX4AG_1][bookmark: co_fnRef_B00552053305776_ID0EB5AG_1][bookmark: co_fnRef_B00562053305776_ID0EL5AG_1]“The [District] board recognized in 1985 that healthcare has become a very complicated business and management from an organization focused solely on that business would be beneficial.”54 Accordingly, the District has had management agreements with Sanford or its predecessors since 1985.55 During the years in issue, the District contracted with Sanford for management and staffing services to run its facilities, but retained governance and control over Perham Health.56 Pursuant to Management Services Agreements (“MSAs”) with Sanford:
• the District purchased management services from Sanford, but retained a governance role;
• the District provided direction and exercised authority over management services; and
[bookmark: co_fnRef_B00572053305776_ID0ET6AG_1]• services provided through the MSAs included senior leadership, consulting, education, and training.57
 
[bookmark: co_fnRef_B00582053305776_ID0E3BBG_1][bookmark: co_fnRef_B00592053305776_ID0EGCBG_1][bookmark: co_fnRef_B00602053305776_ID0EQCBG_1]In accordance with the MSAs, Sanford employed a CEO who worked at the District.58 The CEO was approved by, reported to, and was subject to removal by, the District's Board.59 Although the CEO also reported to an Executive Director at Sanford, the CEO and all other senior executives employed by Sanford (e.g., the District's Chief Financial Officer, Director of Nursing, Vice President of Long-Term Care, and Director of Clinic Operations) had a fiduciary obligation to the District:60
[bookmark: co_fnRef_B00612053305776_ID0EIDBG_1]The CEO and the Senior Executives are contractually and legally bound by a fiduciary duty to [the District]. The Senior Executives are bound by conflict of interest policies in which each agree that they represent solely the interests of [the District]. The CEO and the Leadership Team of Perham Health must represent the best interests of [the District].61
[bookmark: co_fnRef_B00622053305776_ID0E4DBG_1][bookmark: co_fnRef_B00632053305776_ID0EHEBG_1]The District also had Affiliation Agreements with Sanford intended to “significantly enhance the access to and quality of health care for persons residing in Perham, Minnesota.”62 These agreements included software use provisions for the Hospital, including the Clinics.63
 
[bookmark: co_pp_sp_999_8_1][bookmark: co_fnRef_B00642053305776_ID0E6HBG_1][bookmark: co_fnRef_B00652053305776_ID0EGIBG_1][bookmark: co_fnRef_B00662053305776_ID0EWIBG_1][bookmark: co_fnRef_B00672053305776_ID0EAJBG_1][bookmark: co_fnRef_B00682053305776_ID0ESJBG_1][bookmark: co_fnRef_B00692053305776_ID0E3JBG_1][bookmark: co_fnRef_B00702053305776_ID0EGKBG_1]*8 Finally, effective April 1, 2011, the District entered into a Professional and Related Services Agreement (“PRSA”) with Sanford64 to lease physician and midlevel professional services (nurse practitioner and/or physician assistant services), together with other specified staff services.65 “The physicians leased from Sanford under the PRSA [we]re credentialed by the [District] Board and form[ed] part of the Medical Staff that reports directly to the [District] Board.”66 A Clinic Director was responsible for all leased staff and reported to the CEO.67 Staff primarily assigned to the Hospital were employed by the District, whereas staff primarily assigned to the Clinics were “employed by Sanford and leased to” the District.68 All leased providers and staff were required to “abide by [District] hospital policies.”69 The District generally adopted Sanford's clinical policies.70
 
[bookmark: co_fnRef_B00712053305776_ID0EAOBG_1][bookmark: co_fnRef_B00722053305776_ID0EHOBG_1][bookmark: co_fnRef_B00732053305776_ID0EOOBG_1]Pursuant to the above agreements, the District reimbursed Sanford for salary, benefit, and other expenses Sanford incurred in providing management services, physicians, midlevel providers, other leased employees, software, etc.71 The District also payed Sanford a management fee for other management and administrative services72 and an access fee to cover Sanford expenses relating to operation of the Perham Health facilities, such as recruiting and retaining employees, IT hardware, software and licensing fees, training and education, consultant time, infection control, compliance, coding, reimbursements, and other overhead expenses.73
 
[bookmark: co_fnRef_B00742053305776_ID0ERQBG_1][bookmark: co_fnRef_B00752053305776_ID0EYQBG_1]Each Sanford entity with which the District contracted was a nonprofit corporation and was exempt from federal income tax under I.R.C. § 501(c)(3).74 Consequently, the entities were organized and operated exclusively for charitable purposes and did not (and could not) distribute net revenue to private parties.75
 
[bookmark: co_fnRef_B00762053305776_ID0EFSBG_1][bookmark: co_fnRef_B00772053305776_ID0ENSBG_1]After the District acquired the business and assets of the Clinics, it integrated the Clinics’ assets into Hospital operations. The Hospital created a Clinic Department,76 which it operated like its remaining departments, and which reported to the same managers (CEO, CFO, and Human Resources Director).77
 
[bookmark: co_anchor_Iaf0a70d1a0f911ebb392d4e162][bookmark: co_anchor_Iaf0a70d1a0f911ebb392d4e16429]F. Branding And Advertising
[bookmark: co_fnRef_B00782053305776_ID0EEUBG_1][bookmark: co_fnRef_B00792053305776_ID0EYUBG_1]The District's logo for Perham Health included Sanford's logo.78 The parties stipulated that the purpose of co-branding was “to communicate to patients that Perham Health ... [was] locally owned but have Sanford's larger clinical resources behind them should the patients need care beyond what [the District was] able to provide.”79
 
[bookmark: co_fnRef_B00802053305776_ID0ECWBG_1][bookmark: co_fnRef_B00812053305776_ID0ETWBG_1]The District maintained a website with information about its services and providers, including biographies.80 Clinic patients could choose their providers, and the parties stipulated that the District included provider biographies on its website “to let patients make informed choices about their providers.”81
 
[bookmark: co_anchor_Iaf0bf771a0f911ebb392d4e162][bookmark: co_anchor_Iaf0bf771a0f911ebb392d4e16429]G. Select Policies
[bookmark: co_pp_sp_999_9_1][bookmark: co_fnRef_B00822053305776_ID0ENYBG_1][bookmark: co_fnRef_B00832053305776_ID0EXYBG_1][bookmark: co_fnRef_B00842053305776_ID0EBZBG_1][bookmark: co_fnRef_B00852053305776_ID0E1ZBG_1][bookmark: co_fnRef_B00862053305776_ID0EE1BG_1]*9 Perham Health facilities treated all patients without regard to protected-class status or ability-to-pay.82 Individual providers could not decline to accept or care for a patient.83 A patient could not be turned away for lack of insurance or inability to pay.84 The District's policy was “to ask patients for their insurance information upon arrival,” and “to collect $75 from all uninsured patients at the time of service.”85 An uninsured patient could not be turned away if he or she was unable to pay the $75.86
 
[bookmark: co_fnRef_B00872053305776_ID0EY3BG_1][bookmark: co_fnRef_B00882053305776_ID0EC4BG_1][bookmark: co_fnRef_B00892053305776_ID0EM4BG_1][bookmark: co_fnRef_B00902053305776_ID0EK5BG_1][bookmark: co_fnRef_B00912053305776_ID0EZ5BG_1][bookmark: co_fnRef_B00922053305776_ID0ED6BG_1]The District offered financial assistance to patients whose annual incomes were at or below 200% of the Federal Poverty Level.87 In addition, it never charged patients full price; instead, all patients received some discount off of gross charges for professional services.88 Discount amounts were determined through negotiations with third-party insurers, government requirements (Medicaid and Medicare programs and Minnesota Mandated discount for uninsured), or the District's financial assistance policy.89 The parties stipulated that when setting prices for professional services, the District sought “to set a fair and reasonable price” and that it “evaluate[d] many factors (e.g., [the District] occasionally conduct[ed] pricing studies, evaluate[d] patient sensitivity, what other health systems charge[d] for professional services, costs associated with providing specific service, etc.).”90 They also agree that the District “may use third-party collection agencies when internal collection attempts are unsuccessful,” and that it writes off unpaid bills or claims for payment as bad debt.”91 Leaving aside patient discounts, the District estimates that it provided nearly $500,000 in free care during the years in issue.92
 
[bookmark: co_anchor_Iaf0f79e1a0f911ebb392d4e162][bookmark: co_anchor_Iaf0f79e1a0f911ebb392d4e16429]III. Burden Of Proof
An assessor's classification of real property is prima facie valid. Minn. Stat. § 271.06, subd. 6 (2020) (“[T]he order of ... the appropriate unit of government in every case shall be prima facie valid.”); Schmieg v. Cty. of Chisago, 740 N.W.2d 770, 773 (Minn. 2007). “[A] prima facie case simply means one that prevails in the absence of evidence invalidating it.” S. Minn. Beet Sugar Coop v. Cty. of Renville, 737 N.W.2d 545, 558 (Minn. 2007) (quoting Tousignant v. St. Louis Cty., 615 N.W.2d 53, 59 (Minn. 2000)). A petitioner has the burden of overcoming prima facie validity. Id.; Schmieg, 740 N.W.2d at 773.
 
[bookmark: co_fnRef_B00932053305776_ID0EFHAI_1][bookmark: co_fnRef_B00942053305776_ID0ERHAI_1][bookmark: co_fnRef_B00952053305776_ID0EYHAI_1]In this case, the District elicited sufficient evidence from Mr. Douglas Walvatne, the Otter Tail County Assessor, to overcome prima facie validity.93 Walvatne testified, for example, that he denied the Hospital District Exemption on the grounds that it applied exclusively to hospitals and that the Clinics (which provide outpatient care) were not hospitals (which provide inpatient care).94 Moreover, Walvatne did not consider critical aspects of other exemptions raised by the District.95
 
[bookmark: co_pp_sp_999_10_1]*10 Having overcome the prima facie validity of the assessor's classification, the District retains the ultimate burden of proof by a preponderance of the evidence to demonstrate that the Clinic Properties are exempt. E.g., Croixdale, Inc. v. Cty. of Washington, 726 N.W.2d 483, 487 (Minn. 2007); see Minn. Energy Res. Corp. v. Comm'r of Revenue, 909 N.W.2d 569, 573 (Minn. 2018). Under Minn. Stat. § 272.01, subd. 1 (2020), all property is presumed taxable, e.g., Croixdale, 726 N.W.2d at 487, and exemptions from property tax are strictly construed, e.g., Am. Ass'n of Cereal Chemists v. Cty. of Dakota, 454 N.W.2d 912, 914 (Minn. 1990).
 
[bookmark: co_anchor_Iaf126011a0f911ebb392d4e162][bookmark: co_anchor_Iaf126011a0f911ebb392d4e16429]IV. Statutory Text And Question Presented
[bookmark: co_fnRef_B00962053305776_ID0EUOAI_1]A hospital district is “a municipal corporation and political subdivision of the state” that may, among other things: (1) “acquire real and personal property as needed”; and (2) “hold, manage, control, sell, convey, or otherwise dispose of the property as its interests require.” Minn. Stat. § 447.31, subd. 6. Under specified circumstances, hospital district property is exempt from taxation: “Real, personal, or mixed properties that are acquired, owned, leased, controlled, used, or occupied by a district for the purposes of sections 447.31 to 447.37 are exempt from taxation by the state or its political subdivisions.” Id.96
 
To determine whether district property is being used for statutory purposes (and is therefore exempt), we must first identify those purposes. As relevant here, we have previously concluded that “the purposes of sections 447.31 to 447.37” are “to acquire, improve, and run [a] hospital.” Perham Hosp. Dist., 2019 WL 3210638, at *3-5; see also Twp. of Ottertail v. Perham Hosp. Dist., 438 N.W.2d 412, 414 (Minn. App. 1989) (similarly concluding that “the purpose of the [Perham] Hospital District ... is ‘to acquire, improve, and run hospital ... facilities ....’ ” (first and second ellipsis added) (citing Minn. Stat. § 447.31, subd. 3; Op. Atty. Gen. 1001–K (May 11, 1978))). By simple substitution, then, district property is exempt if it is “acquired, owned, leased, controlled, used, or occupied” by a district “to acquire, improve, and run” a hospital. This general standard can be somewhat refined in light of the particular facts presented.
 
[bookmark: co_fnRef_B00972053305776_ID0E1UAI_1][bookmark: co_fnRef_B00982053305776_ID0EBVAI_1][bookmark: co_fnRef_B00992053305776_ID0ELVAI_1][bookmark: co_fnRef_B01002053305776_ID0ECWAI_1]Property classification is subject to annual redetermination. See Care Inst., Inc.-Maplewood v. Cty. of Ramsey, 576 N.W.2d 734, 737 (Minn. 1998) (rejecting the taxpayer's claim that collateral estoppel and stare decisis established its entitlement to a present exemption). The District acquired the Clinic Properties in 2011;97 in 2012 it completed construction of the new Perham Facility—which houses both the Hospital and the Perham Clinic.98 The years in issue here (based on assessment dates) are 2014 through 2018.99 The District's acquisition of the Clinic Properties thus occurred approximately three years before our earliest assessment date. In evaluating the Clinic Properties’ correct property tax classification, therefore, analysis must focus on whether—during each year in issue—the District “owned, leased, controlled, used, or occupied” the Clinic Properties to “improve[ ] and run” Perham Hospital.100
 
[bookmark: co_anchor_Iaf16a5d1a0f911ebb392d4e162][bookmark: co_anchor_Iaf16a5d1a0f911ebb392d4e16429]V. The Parties’ Contentions
[bookmark: co_pp_sp_999_11_1][bookmark: co_fnRef_B01012053305776_ID0EL1AI_1][bookmark: co_fnRef_B01022053305776_ID0ES1AI_1][bookmark: co_fnRef_B01032053305776_ID0EF2AI_1][bookmark: co_fnRef_B01042053305776_ID0EY2AI_1][bookmark: co_fnRef_B01052053305776_ID0E62AI_1][bookmark: co_fnRef_B01062053305776_ID0EQ3AI_1]*11 The District argues that its Board “decided that [the District's] ownership and operation of the Clinic Properties was reasonably necessary and convenient to further [the District's] purpose (i.e., acquiring, improving and running the Hospital),”101 and encourages us to defer to that Board determination.102 Even if we do not so defer, the District contends, we should find that it “owned and operated the Clinic Properties in furtherance of its purpose to acquire, improve, and run the Hospital.”103 The District argues that it used the Clinics “to care for patients as Hospital facilities,”104 owing to regulatory requirements for nonprofit hospital operation during the years in issue.105 In the alternative, the District contends: “Even if the Clinic Properties are not considered hospital facilities, [the District] owns and operates them in furtherance of its purpose to acquire, improve, and run the hospital.”106
 
[bookmark: co_fnRef_B01072053305776_ID0EZ6AI_1][bookmark: co_fnRef_B01082053305776_ID0EPABI_1][bookmark: co_fnRef_B01092053305776_ID0EZABI_1][bookmark: co_fnRef_B01102053305776_ID0EABBI_1][bookmark: co_fnRef_B01112053305776_ID0EMCBI_1][bookmark: co_fnRef_B01122053305776_ID0EWCBI_1]The County acknowledges that the Clinics “were acquired, owned, leased, controlled, used, or occupied by Petitioner, a hospital district, during the years at issue.”107 Accordingly, “[t]he only question is whether the clinics were acquired, owned, leased, controlled, used, or occupied ... for a statutorily authorized purpose.”108 The County urges us to focus on actual use of the Clinics during the years in issue,109 and argues that such use does not satisfy the applicable statutory criteria.110 Specifically, the County argues: (1) that “[t]he clinics remain functionally and physically separate and distinct from [the District's] other organizational departments ... which make up the Perham Hospital”; (2) that the Perham Clinic “is separate and severable from the hospital, because it offers different services and is physically located in a separate part of” the Perham Facility; (3) that the other two Clinics “could be operated by a separate entity without disrupting the operations of other organizational departments, except financially”; and (4) that the Clinics “do not contribute to the internal operations or function of the hospital, other than to provide patients and in turn revenue for the hospital.”111 The County's arguments rely heavily upon dictionary definitions of the words “hospital” and “clinic,” and on older precedent distinguishing hospitals from clinics.112
 
[bookmark: co_fnRef_B01132053305776_ID0EYFBI_1][bookmark: co_fnRef_B01142053305776_ID0EGGBI_1][bookmark: co_fnRef_B01152053305776_ID0EXGBI_1][bookmark: co_fnRef_B01162053305776_ID0EIHBI_1][bookmark: co_fnRef_B01172053305776_ID0EZHBI_1]By way of response, the District chides the County for relying on an outdated distinction between “hospitals” and “clinics,”113 and contends that “[w]hether property is actually used as a ‘hospital’ is a question of fact.”114 Under contemporary healthcare industry conditions, the District argues, “the County's reasoning would define a significant percentage of hospital space as something other than ‘hospital’ property.”115 The District likewise urges us to reject the County's “improper attempt to superimpose auxiliary property doctrine principles [from the Public Hospital Exemption] into the [separate and distinct] Hospital District Exemption.”116 Consistent with its focus on contemporary realities in the healthcare industry, the District argues that “[t]he Clinic Properties are used exclusively by Perham Hospital's outpatient departments in furtherance of the Hospital's public mission to promote health and wellness throughout life.”117
 
[bookmark: co_anchor_Iaf1c2411a0f911ebb392d4e162][bookmark: co_anchor_Iaf1c2411a0f911ebb392d4e16429]VI. Preliminary Rulings
[bookmark: co_pp_sp_999_12_1]*12 To ensure that the court's principal analysis can proceed without distracting asides, we resolve here several issues raised by the parties’ arguments.
 
[bookmark: co_anchor_Iaf1c7231a0f911ebb392d4e162][bookmark: co_anchor_Iaf1c7231a0f911ebb392d4e16429]A. Scope Of Decision
[bookmark: co_fnRef_B01182053305776_ID0EKNBI_1][bookmark: co_fnRef_B01192053305776_ID0E2NBI_1]It is important to state expressly that this court is not reviewing the District Board's decision that operating the Clinics is essential to the viability of Perham Hospital, for such review would plainly exceed the court's limited jurisdiction. See Minn. Stat. § 271.01, subd. 5 (2020) (“The Tax Court shall have no jurisdiction in any case that does not arise under the tax laws of the state ....”). Put another way, we determine de novo whether the District used the Clinic Properties to improve and run the Hospital for purposes of a property tax exemption, see Minn. Stat. § 271.06, subd. 6 (tax court shall determine “every appeal de novo”), rather than reviewing (deferentially or otherwise) any decision the District Board made pursuant to its powers under Minnesota Statutes sections 447.31-.37 (2020). In any event, the County has stipulated that the District enjoyed the authority (1) to acquire the Clinics in 2011, and (2) to operate them during the years in issue.118 In addition, the County has acknowledged that the Clinics “were acquired, owned, leased, controlled, used, or occupied by Petitioner, a hospital district, during the years at issue.”119 The court's analysis will therefore focus exclusively on the District's actual use of the Clinic Properties.
 
The District's circa 2011 determination that acquisition of the Clinics was necessary to the continued existence of Perham Hospital is not irrelevant to proper analysis for it circumstantially bears on the District's contention that it used the Clinics to improve and run the Hospital. But primary focus on the District's actual use of the Clinic Properties during each year in issue is justified because property acquired for an exempt purpose can lose exemption if it is not ultimately used for such a purpose. See, e.g., Metro. Sports Facilities Comm'n v. Cty. of Hennepin, 561 N.W.2d 513, 515 (Minn. 1997) (noting that under a comparable statutory scheme “the tax exemption is lost if the property at issue is leased for development or for purposes inconsistent with those authorized by the Commission's enabling legislation”).
 
[bookmark: co_anchor_Iaf1e6e01a0f911ebb392d4e162][bookmark: co_anchor_Iaf1e6e01a0f911ebb392d4e16429]B. “Auxiliary Property” Doctrine Not Applicable
[bookmark: co_fnRef_B01202053305776_ID0ECRBI_1]The County contends that the Hospital District Exemption applies to “property used as a hospital” and to “auxiliary properties with a sufficient connection to a hospital.”120 The Minnesota Supreme Court adopted the “auxiliary property” doctrine to assist in determining whether hospital-related clinics satisfy the separate and distinct constitutional Public Hospital Exemption. See Lake View Mem'l Hosp., Inc. v. Cty. of Lake, No. 38-CV-14-443, 2018 WL 893925, at *2-5 (Minn. T.C. Feb. 7, 2018) (detailing how—for purposes of the Public Hospital Exemption—the auxiliary property doctrine has been applied to hospital property in general, and to hospital clinics in particular). The County thus asks us to import into the statutory Hospital District Exemption a doctrine the supreme court adopted for purposes of the constitutional Public Hospital Exemption.
 
[bookmark: co_pp_sp_999_13_1][bookmark: co_fnRef_B01212053305776_ID0EDUBI_1][bookmark: co_fnRef_B01222053305776_ID0EXUBI_1][bookmark: co_fnRef_B01232053305776_ID0EIVBI_1]*13 The District responds that “the County's proposal to superimpose the auxiliary property doctrine is unsupported and contrary to the [Hospital District Exemption] statute's plain language.”121 Were the court to apply the doctrine, the District contends, it would “disregard the letter of the law and ... play the role of the Legislature.”122 The District thus asks us to “reject the County's improper attempt to superimpose auxiliary property doctrine principles into the Hospital District Exemption.”123
 
The Hospital District Exemption is a purely statutory exemption created in 1959. See Act of Apr. 24, 1959, ch. 570, §§ 1-8, 1959 Minn. Laws 901-10. From the outset, the statutory test for property tax exemption under the Hospital District Exemption has been use of the property for authorized statutory purposes. Compare Act of Apr. 24, 1959, ch. 570, § 1, subd. 6, 1959 Minn. Laws 901, 903 (providing exemption for properties used “for the purposes of this act”), with Minn. Stat. § 447.31, subd. 6 (2020) (providing exemption for properties used “for the purposes of sections 447.31 to 447.37”).
 
The Minnesota Supreme Court first applied the auxiliary property doctrine to the Public Hospital Exemption in 1962, three years after the Legislature created the Hospital District Exemption. See City of Springfield v. Comm'r of Revenue, 380 N.W.2d 802, 805-06 (Minn. 1986) (indicating that the court first applied the auxiliary property doctrine to hospital-owned property in State v. Fairview Hospital Ass'n, 262 Minn. 184, 114 N.W.2d 568 (1962)). Consequently, there is no historical basis to infer that the Legislature intended the auxiliary property doctrine to apply to the Hospital District Exemption. Nor is there any basis in the language of the exemption itself. See Minn. Stat. § 645.16 (2020) (“When the words of a law in their application to an existing situation are clear and free from all ambiguity, the letter of the law shall not be disregarded under the pretext of pursuing the spirit.”). We therefore conclude that the auxiliary property doctrine does not apply to the Hospital District Exemption.
 
[bookmark: co_anchor_Iaf21f071a0f911ebb392d4e162][bookmark: co_anchor_Iaf21f071a0f911ebb392d4e16429]C. Nonprofit Operation
[bookmark: co_fnRef_B01242053305776_ID0EF3BI_1]In prior exemption cases, courts have focused on whether property is operated on a not-for-profit basis (rather than for private gain). E.g., State v. Browning, 192 Minn. 25, 28-29, 255 N.W. 254, 255-56 (1934) (explaining that to qualify for the Public Hospital Exemption a hospital, among other things, must be “operated for the benefit of the public in contradistinction to being operated for the benefit of a private individual, corporation, or group of individuals”). Courts have also analyzed physician compensation to determine whether clinic property was operated on a not-for-profit basis.124 E.g., Chisago Health Servs. v. Comm'r of Revenue, 462 N.W.2d 386, 390 (Minn. 1990) (evaluating physician compensation under the Public Hospital Exemption); City of Springfield, 380 N.W.2d at 804-05 (evaluating physician compensation and fee structure under the Public Purpose Exemption).
 
[bookmark: co_anchor_Iaf22dad1a0f911ebb392d4e16429]1. Businesslike Operation Producing Net Revenue
[bookmark: co_fnRef_B01252053305776_ID0EP5BI_1]The County asserts that “[t]here is a substantial question as to whether [the District], its hospital, or its clinics operate on a not-for-profit basis, largely because [the District's] decision making and operations closely resemble that of a private for-profit corporation.”125 The County argues that the following District “business practices” taken “as a whole” indicate for-profit operation:
[bookmark: co_pp_sp_999_14_1]*14 • Strategically cobranding its service line to attract patients;
• Advertising the physicians that work at the facilities and the services or specialty care they provide;
• Allowing patients to choose their providers;
• Encouraging patients to establish an ongoing relationship with a primary care provider;
• Setting prices for its services and considering what competitors charge when doing so;
• Collecting bills or claims for payment by making internal attempts or by using collection agencies;
• Writing off unpaid bills or claims for payment; and
[bookmark: co_fnRef_B01262053305776_ID0EIBCI_1]• Having a surplus of revenue over expenses in fiscal years 2013 through 2018.126
[bookmark: co_fnRef_B01272053305776_ID0EXBCI_1]The County also insinuates that the District operated on a for-profit basis because of its relationship with Sanford.127 These contentions are without merit.
 
[bookmark: co_fnRef_B01282053305776_ID0EHECI_1][bookmark: co_fnRef_B01292053305776_ID0ERECI_1][bookmark: co_fnRef_B01302053305776_ID0EAFCI_1][bookmark: co_fnRef_B01312053305776_ID0EHFCI_1][bookmark: co_fnRef_B01322053305776_ID0ERFCI_1]First, the County stipulated that the District is a public, nonprofit health care organization exempt from federal income taxation under Section 501(c)(3) of the Internal Revenue Code.128 The County further stipulated: (1) that no part of any net revenue generated by District operations may inure to the benefit of any private party;129 (2) that net revenue (if any) “is invested 100% back into [the District's] facilities”;130 and (3) that upon dissolution, all District funds must be distributed among the governmental subdivisions that own it.131 Trial testimony indicates that the IRS has never challenged the District's 501(c)(3) status.132 Particularly in the absence of any evidence that the District operates on a for-profit basis, the County's stipulation that the District is a non-profit healthcare organization is binding. See KCP Hastings, LLC v. Cty. of Dakota, 931 N.W.2d 773, 784 (Minn. 2019) (“As long as a stipulation remains in effect it is binding not only on the parties, but on both the trial and appellate court.” (quoting Lappinen v. Union Ore Co., 224 Minn. 395, 407, 29 N.W.2d 8, 17 (1947))).
 
[bookmark: co_fnRef_B01332053305776_ID0E3KCI_1][bookmark: co_fnRef_B01342053305776_ID0EDLCI_1]Second, the County stipulated that “[e]ach of the Sanford entities with which [the District] entered into contracts are nonprofit corporations and are exempt from federal income tax under I.R.C. § 501(c)(3)”133 and, accordingly, that none could be operated for private gain.134 We therefore fail to understand the County's insinuation that the District's dealings with Sanford nonprofits somehow indicates for-profit operation.
 
Third, the statutory regime authorizing the creation and operation of hospital districts affords them the authority to do several of the things about which the County complains. A district possesses “the [general] powers necessary and convenient to acquire, improve, and run the hospital ... as the hospital board finds expedient,” and to “take any action reasonably necessary or convenient to further the purpose for which the district exists.” Minn. Stat. § 447.33, subd. 1 (2020). A district also enjoys the specific power: (1) to “have reports, plans, studies, and recommendations prepared”; (2) to “adopt ... rules for the operation and administration of the hospital ... under its control”; (3) to “impose ... and collect[ ] charges for services and facilities provided and made available by it”; (4) to “sell or lease its facilities or equipment as it finds expedient”; and (5) to “have its accounts, books, vouchers, and funds audited by competent public accountants.” Id., subd. 2(2), (5)-(6), (10)-(11). The statutory regime plainly contemplates that districts will responsibly manage hospital operations by, for example, setting reasonable prices for services and collecting unpaid bills in appropriate instances. The “perpetual succession” afforded to hospital districts, see Minn. Stat. § 447.31, subd. 6, would be pointless if districts could not accrue the funds necessary to remain in existence.
 
[bookmark: co_pp_sp_999_15_1][bookmark: co_fnRef_B01352053305776_ID0ETQCI_1][bookmark: co_fnRef_B01362053305776_ID0EERCI_1]*15 The County's misplaced notion that the District operates on a for-profit basis stems from its erroneous assumptions that nonprofits (1) may not operate in a businesslike manner, and (2) may not legitimately accrue net revenue. Both misconceptions appear to have originated with the county assessor.135 The first misconception is puzzling because the County stipulated that the District Board's responsibilities include “promoting businesslike management of financial affairs,”136 and cites no authority that nonprofits may not operate in a businesslike manner.
 
The County's second misconception is troubling because it is contrary to settled precedent. The Minnesota Supreme Court long ago clarified the relationship between nonprofit operation, on the one hand, and the generation of net revenue, on the other:
The test is whether or not the [nonprofit corporation's] members received any dividends or other pecuniary remuneration. Thus, the making of a profit by the corporation is of no consequence, it being essential that shareholders or members receive no profit. A Wisconsin decision aptly describes the test:
The fact that (taxpayer's) income exceeds its disbursements does not necessarily destroy its nonprofit character. Whether dividends or other pecuniary benefits are contemplated to be paid to its members is generally the test to be applied to determine whether a given corporation is organized for profit.
State v. N. Star Rsch. & Dev. Inst., 294 Minn. 56, 71, 200 N.W.2d 410, 420 (1972) (internal quotation marks and citations omitted); see also Mayo Found. v. Comm'r of Revenue, 306 Minn. 25, 37, 236 N.W.2d 767, 773-74 (1975) (noting that “the Mayo Foundation experienced an increase in net worth ... of approximately 4 to 6 percent per year,” but finding “no indication that medical charges were established with a view toward generating a profit” and therefore concluding that “the modest increase in the Foundation's net worth appears consistent with its goals of providing high-quality medical care and advancing medical education and research”).
 
In Croixdale, Inc. v. County of Washington, 726 N.W.2d 483 (Minn. 2007), the supreme court ruled that the nonprofit operation requirement for institutions of purely public charity “examines whether the income received as a whole, including donations, produces a profit for the institution” and “is not intended to discourage charitable institutions from engaging in financial planning with an eye toward long-term viability.” Id. at 490. The court clarified that “long-term financial planning, which could result in a modest increase in net worth, is different from producing a profit.” Id. The tax court has applied these precedents. See, e.g., Living Word Bible Camp v. Cty. of Itasca, Nos. 31-CV-09-1514 & 31-CV-10-884, 2013 WL 5733573, at *13 (Minn. T.C. Oct. 16, 2013) (finding that a camp organization satisfied the nonprofit requirement in part because “although its income from donations and registration fees produced a ‘profit’ ..., the organization had a clear need to accrue funds to commence construction of its camp once necessary government approvals were obtained”); Dental Home Care, Inc. v. Comm'r of Revenue, No. 2235, 1978 WL 1009, at *7-8 (Minn. T.C. May 15, 1978) (finding nonprofit operation and commenting: “This test does not mean that a non-profit entity is prohibited from realizing net income. Most hospitals, nursing homes and charities in general do generate net income. What it means simply is that no person should realize a profit from the activities in excess of reasonable compensation for services rendered.”).
 
[bookmark: co_pp_sp_999_16_1][bookmark: co_fnRef_B01372053305776_ID0EG2CI_1][bookmark: co_fnRef_B01382053305776_ID0EQ2CI_1]*16 In light of this clear and consistent precedent indicating that nonprofit operation turns on the disposition of net revenue—rather than on its mere accrual—there is no merit to the County's contention that the District functioned on a for-profit basis because it had a surplus of revenue over expenses.137 Again, the County stipulated that any net revenue generated by District operation is not distributed to private persons or entities.138
 
[bookmark: co_anchor_Iaf2c77c1a0f911ebb392d4e16429]2. Physician Pay
[bookmark: co_fnRef_B01392053305776_ID0EG4CI_1][bookmark: co_fnRef_B01402053305776_ID0EY4CI_1][bookmark: co_fnRef_B01412053305776_ID0EI5CI_1]Regarding physician pay, the District offered the expert report and testimony of Mr. Joshua Halverson.139 Rather than submitting its own expert report, the County stipulated: (1) that “[a]ll physicians who provided professional services at the Hospital and the Clinics were compensated in the manner described in [Halverson's report]”;140 and (2) that it “agree[s] with the opinions and conclusions contained [in that report].”141
 
[bookmark: co_fnRef_B01422053305776_ID0ECADI_1][bookmark: co_fnRef_B01432053305776_ID0EOADI_1][bookmark: co_fnRef_B01442053305776_ID0E3ADI_1][bookmark: co_fnRef_B01452053305776_ID0ENBDI_1][bookmark: co_fnRef_B01462053305776_ID0EUBDI_1][bookmark: co_fnRef_B01472053305776_ID0EACDI_1][bookmark: co_fnRef_B01482053305776_ID0ESCDI_1][bookmark: co_fnRef_B01492053305776_ID0EZCDI_1]District physicians are employed by Sanford and leased to the District.142 Sanford uses a production-based compensation plan based on Work Relative Value Units (“WRVUs”).143 A WRVU “is a measure of work effort expended for services rendered by a physician.”144 Mr. Halverson testified that Sanford's compensation model “is very similar to compensation plans used by many hospitals and health systems that employ physicians”145 and is the most common way nonprofit healthcare organizations compensate physician employees.146 He emphasized that Sanford's compensation plan is payor neutral; that it is not dependent on patient charges or collections, or on third-party payors.147 This is “a key aspect for most not-for-profit health system[s’] mission[s],”148 Halverson explained, because employee physicians at nonprofit health systems typically must render professional services regardless of insurance coverage, reimbursement levels, or ability to collect.149
 
[bookmark: co_pp_sp_999_17_1][bookmark: co_fnRef_B01502053305776_ID0ELLDI_1][bookmark: co_fnRef_B01512053305776_ID0EVLDI_1]*17 Mr. Halverson testified that none of Sanford's physicians were engaged in “private practice” at Sanford or the District.150 He also testified that it is very rare for physicians in private practice to be compensated using Sanford's model.151 Halverson ultimately concluded:
[bookmark: co_fnRef_B01522053305776_ID0EPMDI_1]Sanford Health physicians who work at Perham Hospital District's hospital and clinics are paid on a production-based compensation model established by Sanford Health and are paid similarly to nonprofit-employed physicians around the country. While physicians in private practice were historically and continue to be compensated based on economic surplus and/or practice revenues, employed physicians are predominately paid based on productivity, which is intentionally disconnected from practice economics.152
[bookmark: co_fnRef_B01532053305776_ID0EFNDI_1][bookmark: co_fnRef_B01542053305776_ID0EMNDI_1]Despite having stipulated that it “agree[s] with the opinions and conclusions contained in the [Halverson report],”153 the County nevertheless argues there are “non-public aspects” to the way Sanford physicians are paid.154 We cannot agree.
 
[bookmark: co_fnRef_B01552053305776_ID0EYRDI_1][bookmark: co_fnRef_B01562053305776_ID0E6RDI_1]Although the supreme court concluded in Chisago Health Services v. Commissioner of Revenue that the productivity-based compensation present in that case indicated a “nonpublic aspect” to a clinic's operations, 462 N.W.2d at 390, the evidence in this case is to the contrary. See First Trust Co. of St. Paul v. McLean, 254 Minn. 75, 81, 93 N.W.2d 517, 521 (1958) (holding that a trial court must decide a case considering “only the evidence presented at the trial”). Although District physician compensated is based on productivity, Mr. Halverson's undisputed expert testimony was: (1) that District physicians were “paid similarly to nonprofit-employed physicians around the country”;155 and (2) that District physicians were not conducting private medical practices within District facilities.156
 
[bookmark: co_fnRef_B01572053305776_ID0ELTDI_1][bookmark: co_fnRef_B01582053305776_ID0EGVDI_1][bookmark: co_fnRef_B01592053305776_ID0ENVDI_1][bookmark: co_fnRef_B01602053305776_ID0EUVDI_1][bookmark: co_fnRef_B01612053305776_ID0E2VDI_1][bookmark: co_fnRef_B01622053305776_ID0EFWDI_1]We also reject the insinuation that the District's competitive physician pay structure suggests a for-profit operation rather than good management practices.157 See Mayo Found., 306 Minn. at 30, 37, 236 N.W.2d at 770, 773-74 (noting that organization's “medical and surgical fees are established in light of various factors, including prevailing levels of fees established by other medical centers and by individual practitioners in the area,” but nevertheless concluding that organization functioned on a nonprofit basis because there was “no indication that medical charges were established with a view toward generating a profit”); Dental Home Care, 1978 WL 1009, at *8 (holding that nonprofit operation requires only that “no person should realize a profit from the activities in excess of reasonable compensation for services rendered”). The evidence indicates that Sanford's compensation system was designed to attract and retain physicians by rewarding work effort;158 providing market-level compensation;159 offering tailored practices;160 and allowing for flexible and part-time work arrangements.161 The compensation system also improved patient access to physicians and delivery of care, particularly for elderly, chronically ill, or complex patients needing longer visits.162
 
[bookmark: co_anchor_Iaf357871a0f911ebb392d4e162][bookmark: co_anchor_Iaf357871a0f911ebb392d4e16429]D. Applicable Meaning Of “Hospital”
[bookmark: co_pp_sp_999_18_1][bookmark: co_fnRef_B01632053305776_ID0EM1DI_1][bookmark: co_fnRef_B01642053305776_ID0EC2DI_1]*18 Given the parties’ dispute, the question presented—whether the District occupied and used the Clinic Properties to improve and run the Hospital—is somewhat problematic, in that its very formulation presupposes that hospitals and clinics are inherently distinct. The County argues that dictionaries preserve a clear semantic distinction between the two terms.163 The District, however, presented evidence that—at least as actually operated by the Perham Hospital District during the years in issue—any distinction between the Clinics and the Perham Hospital is merely semantic. Indeed, the District argues that “the clinic properties are hospital facilities.”164 We first set forth in more detail the parties’ arguments on this point, then resolve their dispute.
 
[bookmark: co_fnRef_B01652053305776_ID0EQ3DI_1][bookmark: co_fnRef_B01662053305776_ID0EA4DI_1]The District argues that the notion of what a hospital is must be understood in light of the current economic and regulatory structure of the healthcare industry.165 “[G]iven the changes in healthcare and what a hospital is, the federal government, the Hospital's accrediting body [the Joint Commission], and [the District] all view and treat the Clinic Properties as hospital facilities.”166
 
[bookmark: co_fnRef_B01672053305776_ID0EK5DI_1][bookmark: co_fnRef_B01682053305776_ID0E55DI_1][bookmark: co_fnRef_B01692053305776_ID0EI6DI_1][bookmark: co_fnRef_B01702053305776_ID0ESAAK_1][bookmark: co_fnRef_B01712053305776_ID0EDBAK_1]The County, in contrast, turns to lexical meaning:167 “As can be seen, modern dictionary definitions continue to distinguish hospitals and clinics based on the level of care those facilities provide. The definitions of the term ‘clinic’ focus on outpatient care. At least one definition of the term ‘hospital’ focuses on inpatient and emergency care.”168 The County adds that in previous cases, this court has likewise distinguished between hospitals and clinics based on the level of care each typically provided.169 Applying its favored definitions, the County argues that the clinic spaces: (1) “do not ‘perform the functions of the hospital’ ”; (2) “are limited in both hours of operation and scope of services when compared to a hospital”; and (3) “were not capable of obtaining a license to operate as a stand-alone hospital during the years at issue.”170 In sum, “[n]one of the clinics provide a level of care associated with that of a hospital.”171
 
[bookmark: co_fnRef_B01722053305776_ID0ESEAK_1][bookmark: co_fnRef_B01732053305776_ID0EDFAK_1][bookmark: co_fnRef_B01742053305776_ID0E6FAK_1][bookmark: co_fnRef_B01752053305776_ID0ENGAK_1][bookmark: co_fnRef_B01762053305776_ID0EUGAK_1][bookmark: co_fnRef_B01772053305776_ID0E5GAK_1][bookmark: co_fnRef_B01782053305776_ID0EPHAK_1]The District rejoins that “dictionary definitions are poor proxies to understanding the complex healthcare industry and, in any event, support that properties identified as clinics may be hospital facilities.”172 It further argues that the “case law cited by the County in support of drawing arbitrary lines between hospitals and clinics is outdated and distinguishable.”173 The County, in turn, “concedes there have been changes in the nature and the delivery of healthcare in the past 30 to 40 years,” but nevertheless argues that the District “has failed to cite an objective dictionary or legal definition of the term ‘hospital.’ ”174 The County thus accuses the District of relying “entirely on its own subjective definition,”175 which the County asserts is “overbroad and unworkable.”176 In the County's view, this case turns largely on the applicable meaning of the term “hospital.”177 Indeed, the County comments: “If hospitals provide primarily outpatient care, and the clinics are therefore considered to be hospitals, [the District] will have established its entitlement to exemption.”178
 
[bookmark: co_pp_sp_999_19_1]*19 We conclude that pertinent authority supports the District's empirical approach to determining what hospitals do and, thus, whether a district occupies and uses non-hospital property to improve and run its hospital. Minn. Stat. §§ 447.31, subd. 6, 447.33, subd. 1. In City of Springfield v. Commissioner of Revenue, 380 N.W.2d 802 (Minn. 1986), the Minnesota Supreme Court commented—without elaboration: “Clinics serve a slightly different purpose in the health service industry than the purpose served by hospitals.” Id. at 806. The court thus looked to a healthcare facility's actual function—rather than to a dictionary—to understand that facility's character. Springfield involved a clinic exemption claim for the 1982 assessment, id. at 803, in which the petitioner acknowledged that the clinic was “not in itself a public hospital,” id. at 805.
 
[bookmark: co_fnRef_B01792053305776_ID0EXOAK_1][bookmark: co_fnRef_B01802053305776_ID0EAPAK_1]In 1983, Congress adopted the Diagnosis-Related Group (DRG) system,179 under which hospitals are reimbursed a set amount based on patient diagnosis (rather than being paid for the time a patient spent in the hospital, as previously).180 In Chisago Health Services v. Commissioner of Revenue, No. 4999 et al., 1990 WL 18156 (Minn. T.C. Feb. 12, 1990) (hereinafter “CHS”), this court—addressing clinic exemption claims for assessment years 1987 and 1988—acknowledged the practical impact of these “[s]ignificant changes in the system used by the government to reimburse health care providers.” Id. at *2.
From 1982 through 1986, the average length of stay in the Hospital declined by 41 percent, from 6.4 days to 3.8 days, and the number of admissions to the Hospital declined by 20 percent. As a consequence, the total number of Hospital patient days declined by 52 percent. These declines were attributable in important part to the changes in the Medicare and Medicaid reimbursement systems ....
Id. at *3. The court further observed that “[f]rom 1982 through 1986, the Hospital's revenues from outpatient services increased, both absolutely and as a proportion of the total revenues. Outpatient revenue grew from 15 to 45 percent of total revenues from 1982 to the time of the hearing” in October 1988. Id. at *1, *3.
 
In denying the requested exemptions, the tax court noted CHS's failure to “establish the [disputed clinic] facilities as part of a ‘fully integrated health care system,’ ” id. at *12, and quoted the Springfield Court's comment “that the municipal clinic [denied an exemption in that case] did not constitute an association that was ‘merely [an] arm or agency of the member hospitals exclusively serving the hospitals in necessary and essential ways,’ ” id. (quoting City of Springfield, 380 N.W.2d at 806).
 
The Supreme Court affirmed the exemption denials, but in response to CHS's complaint that the lower court “erred in treating the Hospital as only an inpatient facility,” commented: “This argument, of course, questions exactly what it is that hospitals do, and the question arises at a time when the old distinctions between hospitals and doctors’ clinics are being blurred and their respective services tend somewhat to overlap.” CHS, 462 N.W.2d at 390 (emphasis added). Thus, over 30 years ago, the Minnesota Supreme Court rejected any sharp, semantic distinction between hospitals and clinics in favor of inquiring “what it is that hospitals do.” Id.
 
Three years later, this court made the following finding in a matter involving physical therapy and psychiatric services provided at two facilities geographically remote from the hospital with which they were associated:
The delivery of hospital services has changed over the years. The same hospital services that were delivered in the hospital in the past are now delivered with fewer patient days, with same day service, or on an outpatient basis. In the past, patients completed most of their physical therapy while in the hospital. Today, patients are discharged as soon as they are ambulatory and do most of their physical therapy on an outpatient basis.
[bookmark: co_pp_sp_999_20_1]*20 Naeve, 1993 WL 35164, at *2. The court noted, moreover, that “[i]n order to function, the hospital must have at least one psychiatrist.” Id. at *4.
 
These passages make clear that when determining whether hospital-owned property was exempt under the Public Hospital Exemption, the tax court examined how the contemporary economic and regulatory structure of the healthcare industry affected the services hospitals provided and the manner in which they delivered those services. The court ultimately concluded that because the two detached facilities were “devoted to medical care, and [we]re reasonably necessary for the hospital to function, they qualif[ied] as a public hospital.” Id.; see also Ridgeview Med. Ctr., 2001 WL 1359835, at *2-3 (similarly focusing on “the function of a public hospital” and finding that a disputed clinic was “devoted to what a public hospital does and [was] in furtherance of the purposes of a public hospital”).
 
Applicable precedent indicates that when analyzing clinic exemption claims under the Public Hospital Exemption, courts have focused on “what is it that hospitals do,” CHS, 462 N.W.2d at 390, rather than on dictionary definitions. Indeed, the supreme court reinforced this empirical approach by clarifying that when determining whether auxiliary property is “necessary” to the accomplishment of public hospital purposes, “[t]he term necessity is to be given a reasonable, natural, and practical interpretation in the light of modern conditions.” Id. at 389 (emphasis added) (internal quotation marks and citations omitted).
 
[bookmark: co_fnRef_B01812053305776_ID0EA5AK_1]For purposes of the Hospital District Exemption, the critical question is whether a district occupied and used (non-hospital) property to improve and run its hospital. Minn. Stat. §§ 447.31, subd. 6, 447.33, subd. 1. To address this question, it is plainly necessary to understand what hospitals actually did—and were required to do—during the tax periods in issue. We now turn to that empirical question.181
 
[bookmark: co_anchor_Iaf40ea21a0f911ebb392d4e162][bookmark: co_anchor_Iaf40ea21a0f911ebb392d4e16429]VII. Pertinent Historical Context
[bookmark: co_fnRef_B01822053305776_ID0EEABK_1][bookmark: co_fnRef_B01832053305776_ID0EOABK_1][bookmark: co_fnRef_B01842053305776_ID0E3ABK_1][bookmark: co_fnRef_B01852053305776_ID0EGBBK_1]The healthcare industry has changed dramatically over the past 30 years.182 Mr. Charles Hofius, the District's CEO,183 explained that hospitals formerly focused on inpatient care: “We used to sit and wait for sick patients, that is what hospitals did, we waited until the[y] came in the ER, we waited until they came into the hospital and we treated sick patients.”184 In the 1980s, approximately 85% of Perham Hospital's square footage was devoted to inpatient overnight care, with the remaining space devoted to the emergency room and outpatient services.185
 
[bookmark: co_pp_sp_999_21_1][bookmark: co_fnRef_B01862053305776_ID0EQDBK_1][bookmark: co_fnRef_B01872053305776_ID0EIEBK_1][bookmark: co_fnRef_B01882053305776_ID0EREBK_1][bookmark: co_fnRef_B01892053305776_ID0E2EBK_1]*21 In 1983, however, Congress adopted the Diagnosis-Related Group (DRG) system, which changed how hospitals were reimbursed for services and, consequently, how they operated.186 Social Security Amendments of 1983, Pub. L. No. 98-21, § 601(e), 97 Stat. 65, 152-62 (mandating DRG system for Medicare reimbursement). Previously, Medicare paid hospitals based on retrospective reimbursement (viz., length of stay).187 The DRG system, in contrast, implemented prospective reimbursement based on diagnosis, thereby disincentivizing long patient stays.188 Hospitals thus began to shift their focus from inpatient to outpatient care.189 See CHS, 1990 WL 18156, at *3.
 
[bookmark: co_fnRef_B01902053305776_ID0EFIBK_1][bookmark: co_fnRef_B01912053305776_ID0EUJBK_1][bookmark: co_fnRef_B01922053305776_ID0EFLBK_1]This shift was reinforced and accelerated in 2010 with passage of the Patient Protection and Affordable Care Act (“ACA”).190 See generally Patient Protection and Affordable Care Act, Pub. L. No. 111-148, 124 Stat. 119 (2010). To maintain non-profit 501(c)(3) status, for instance, each of a hospital organization's facilities now must complete a Community Health Needs Assessment every three years and adopt an implementation strategy to meet needs identified in the assessment.191 I.R.C. § 501(r)(1)(A), (r)(3)(A)(i)-(ii) (2018); Treas. Reg. § 1.501(r)-3(a)(1)-(2) (2020); see also Treas. Reg. § 1.501(r)-1(b)(18) (2020) (defining “hospital organization” as an organization recognized as a 501(c)(3) that operates one or more hospital facilities).192 As part of the assessment, “a hospital facility must identify significant health needs of the community, prioritize those health needs, and identify resources ... potentially available to address those needs.” Treas. Reg. § 1.501(r)-3(b)(4) (2020). Health “needs may include, for example, the need to address financial and other barriers to accessing care, to prevent illness, to ensure adequate nutrition, or to address social, behavioral, and environmental factors that influence health in the community.” Id. For each significant health need identified that a hospital facility plans to address, it must explain the actions it will take, identify the resources it plans to commit, and describe any planned collaboration between it and other facilities or organizations. Treas. Reg. § 501(r)-3(c)(1)(i), (3)(c)(2) (2020). For each significant need identified but not addressed, the facility must explain why it is not addressed (by citing, for example, a lack of available resources). Treas. Reg. § 501(r)-3(c)(1)(ii), (3)(c)(3).
 
[bookmark: co_pp_sp_999_22_1][bookmark: co_fnRef_B01932053305776_ID0EVSBK_1][bookmark: co_fnRef_B01942053305776_ID0E3SBK_1]*22 Perham Health prepared Community Health Needs Assessments in 2012-13193 and in 2016.194 Mr. Hofius testified:
[bookmark: co_fnRef_B01952053305776_ID0EYTBK_1]Now we are required to look at the health of the community and keep people healthy, so our focus tends to be initially on how do we keep people healthy, how do we prevent them from getting sick. It's not only a good idea, it's now a requirement of hospitals and we have to report that out at least every three years....195
[bookmark: co_fnRef_B01962053305776_ID0EXUBK_1][bookmark: co_fnRef_B01972053305776_ID0E5UBK_1]Hofius explained that rather than focusing primarily on inpatient care, hospitals must now provide a “full continuum of care”; they must “take care of people from the lowest level” (e.g., community education, preventative services, immunizations) to “the most critical” (e.g., inpatient stays, serious surgeries, trauma).196 Hofius testified that, as a result of the industry changes summarized above, Perham Hospital now devotes only 15% of its space to inpatient overnight care, with the remaining 85% devoted to outpatient or ambulatory services.197
 
[bookmark: co_anchor_Iaf47c7f1a0f911ebb392d4e162][bookmark: co_anchor_Iaf47c7f1a0f911ebb392d4e16429]VIII. Analysis
We find that the District occupied and used the Clinic Properties to improve and run Perham Hospital during the years in issue.
 
[bookmark: co_anchor_Iaf481611a0f911ebb392d4e162][bookmark: co_anchor_Iaf481611a0f911ebb392d4e16429]A. The Clinics Conceived As Discrete Entities
Even if hospitals and clinics are properly conceived of as inherently distinct (per the County), we would find that the District occupied and used the Clinic Properties to improve and run the Perham Hospital during the tax years in issue.
 
[bookmark: co_anchor_Iaf486431a0f911ebb392d4e16429]1. Attract Physicians And Patients
[bookmark: co_fnRef_B01982053305776_ID0ETZBK_1][bookmark: co_fnRef_B01992053305776_ID0E4ZBK_1][bookmark: co_fnRef_B02002053305776_ID0EE1BK_1]Hospitals need physicians to provide services and to attract patients.198 The federal Department of Health and Human Services has designated Perham a “medically underserved area”199 because there are not enough local providers to serve the population's medical needs.200 The Clinic Department was essential to the Hospital's ability to attract and retain the physicians who provide patient care and services, and to attract patients.
 
[bookmark: co_fnRef_B02012053305776_ID0E33BK_1][bookmark: co_fnRef_B02022053305776_ID0EN4BK_1][bookmark: co_fnRef_B02032053305776_ID0EX4BK_1][bookmark: co_fnRef_B02042053305776_ID0EB5BK_1][bookmark: co_fnRef_B02052053305776_ID0EL5BK_1]Before the District acquired the Clinics in 2011, it had difficulty recruiting doctors: “There was not enough physicians to care for the number of patients that we had.... There was not enough physicians to cover a fair amount of call.”201 A physician shortage meant that the Hospital “went three to four years with really bad patient access.”202 Mr. Hofius explained that Perham Hospital was simply not big enough to employ “hospitalists”—that is, doctors who work exclusively in an in-patient setting.203 The District Board feared that if it did not acquire the Clinics, the Hospital's “doors wouldn't be open.”204 Sanford, the Clinics’ former owner and operator, agreed that the Clinics and Hospital must be combined to survive.205
 
[bookmark: co_pp_sp_999_23_1][bookmark: co_fnRef_B02062053305776_ID0ESBCK_1][bookmark: co_fnRef_B02072053305776_ID0E5BCK_1][bookmark: co_fnRef_B02082053305776_ID0EPCCK_1][bookmark: co_fnRef_B02092053305776_ID0EZCCK_1]*23 Acquiring the Clinics provided the anticipated remedy. Operating the Clinics from the Clinic Properties enabled the Hospital to attract physicians by “home bas[ing]” them in a new Clinic Department.206 Whereas the Hospital could not afford to pay “hospitalists,” physicians working in a clinic setting can build revenue-generating practices in which each patient develops a relationship with the physician as a primary care provider (PCP).207 “[M]ore than 95 percent of everything we do requires a physician referral and a physician order to do it. So without physicians, we don't have a hospital.”208 Mr. Hofius explained that the District has a compensation program designed specifically to assist recently hired physicians to build their practices.209
 
[bookmark: co_fnRef_B02102053305776_ID0EIGCK_1][bookmark: co_fnRef_B02112053305776_ID0EUGCK_1][bookmark: co_fnRef_B02122053305776_ID0E5GCK_1][bookmark: co_fnRef_B02132053305776_ID0EIHCK_1]Physicians providing services in the clinic setting in turn attract patients, who physicians not only treat, but also frequently refer to other Hospital departments. The parties stipulated that patients enter the Perham Hospital through two avenues only: the emergency department or a physician referral.210 Accordingly, unless entering through the ER, a patient must have a provider referral for services such as imaging, lab, surgery, blood infusions, and physical therapy.211 Patients cannot receive these services without a clinic referral.212 The parties stipulated:213
[The District's] records reflect that the following numbers of patients were referred to the acute Hospital, which includes inpatient and observation, directly from the Clinics (i.e. a patient left a Clinic to be directly admitted to a hospital bed for inpatient or observation care):
 
	Jones, Darryll 3/11/2023
For Educational Use Only
	

	Perham Hospital District v. County of Otter Tail, 2021 WL 1099500 (2021)
	

	


 
	Jones, Darryll 3/11/2023
For Educational Use Only
	

	Perham Hospital District v. County of Otter Tail, 2021 WL 1099500 (2021)
	

	


 

	[image: Westlaw Logo] © 2023 Thomson Reuters. No claim to original U.S. Government Works.
	


	[image: Westlaw Logo] © 2023 Thomson Reuters. No claim to original U.S. Government Works.
	


	Year
 
	Inpatient
 
	Outpatient
 
	Total
 

	2014
 
	140
 
	78
 
	218
 

	2015
 
	154
 
	94
 
	248
 

	2016
 
	148
 
	102
 
	250
 

	2017
 
	94
 
	97
 
	191
 

	2018
 
	138
 
	103
 
	241
 

	TOTAL:
 
	1,148
 



[bookmark: co_fnRef_B02142053305776_ID0EKRCK_1][bookmark: co_fnRef_B02152053305776_ID0EURCK_1][bookmark: co_fnRef_B02162053305776_ID0E5RCK_1]“Hospital referrals from non-Perham Health facilities are possible and permissible.”214 Mr. Hofius testified, however, that based on 2019 figures, 76% of all patient “encounters” in the Hospital (excluding encounters in the Clinics themselves) originated from Clinic referrals; 7% of encounters were based on outside referrals; and there was no identified referral source for the remaining 17% of encounters.215 Hofius said that if the 17% of unknown referrals mirrored the ratio of knowns, then approximately 90% of Hospital encounters originated from Clinic referrals.216
 
[bookmark: co_pp_sp_999_24_1][bookmark: co_fnRef_B02172053305776_ID0ECVCK_1]*24 Operating the Clinics during the years in issue allowed the Hospital to attract and retain both physicians and patients, which helped ensure the Hospital could survive.217
 
[bookmark: co_anchor_Iaf51da11a0f911ebb392d4e16429]2. Improve Overall Operations
[bookmark: co_fnRef_B02182053305776_ID0EVWCK_1][bookmark: co_fnRef_B02192053305776_ID0EJXCK_1][bookmark: co_fnRef_B02202053305776_ID0ETXCK_1][bookmark: co_fnRef_B02212053305776_ID0E4XCK_1]The Clinics allowed the Hospital to improve its overall operations. The physicians “home based” in the Clinics were now available as resources (rather than hospitalists) to staff other Hospital departments, thereby allowing the Hospital to provide important services and to add new services.218 Mr. Hofius testified that “we are just so integrated with the clinic that it's vital. To be able to provide the rest of continuum [of care], we need them there.”219 Moreover, the presence of primary care providers at the Hospital improved patient care because a PCP considers a patient's overall treatment.220 No matter where in the Hospital a patient was receiving care, the patient was also under the guiding hand of their PCP.221
 
[bookmark: co_anchor_Iaf531291a0f911ebb392d4e16429]3. Improve Service Delivery And Patient Follow-up
[bookmark: co_fnRef_B02222053305776_ID0ER1CK_1][bookmark: co_fnRef_B02232053305776_ID0E21CK_1][bookmark: co_fnRef_B02242053305776_ID0ES2CK_1]The Clinics improved service delivery and follow-up by furnishing patients with more convenient locations to acquire services.222 Mr. Hofius explained, for example, that some patients who live near the New York Mills or Otter Tail Clinics might skip follow-up care (such as blood draws) if they could not obtain that care nearby.223 In addition, “surgeons come over here. Because it's closer access to the patients. Rather than all these patients drive, you know, 12, 13, 14 miles a day, or longer depending where they live, we have one person that drives over here and sees them.”224
 
[bookmark: co_anchor_Iaf542401a0f911ebb392d4e16429]4. Furnish Space For Other Hospital Departments
[bookmark: co_fnRef_B02252053305776_ID0EZ4CK_1][bookmark: co_fnRef_B02262053305776_ID0EK5CK_1][bookmark: co_fnRef_B02272053305776_ID0E15CK_1][bookmark: co_fnRef_B02282053305776_ID0EL6CK_1][bookmark: co_fnRef_B02292053305776_ID0EV6CK_1]The District points to other ways that operating the Clinics assisted the District to improve and run the Hospital. Hospital departments other than the Clinic Department used space within the Clinic Properties on a daily basis.225 Referring to space in the Perham Clinic, Mr. Hofius testified, for example: “[P]harmacy does medication management in here, respiratory therapy sees their outpatient clinic patients in here, the dietician actually offices in here, although she is part of the dietary department, and she sees all of her [walk in] outpatients in this area.”226 “[A]nesthesia also comes over here to do a difficult IV draw and that kind of thing too.”227 Hofius added that although the Perham Clinic's waiting area was used primarily for its own patients, “we use it for overflow for other departments.”228 Many administrative staff providing services throughout Perham Health are housed in the Perham Clinic.229
 
[bookmark: co_fnRef_B02302053305776_ID0EJCDK_1][bookmark: co_fnRef_B02312053305776_ID0ETCDK_1][bookmark: co_fnRef_B02322053305776_ID0EEDDK_1][bookmark: co_fnRef_B02332053305776_ID0EXDDK_1]Any provider who works at Perham Health may use Clinic spaces, including those at the New York Mills and Otter Tail Clinics.230 The New York Mills Clinic was used, for example, by the therapy, laboratory, imaging, surgery, and obstetrics departments.231 When providers from other hospital departments traveled to the New York Mills Clinic, “[t]hey just use what is here and available, and so they all share equipment.”232 With respect to the Otter Tail Clinic, Mr. Hofius estimated that “3/4 of all of its use is departments other than the [C]linic [Department].”233
 
[bookmark: co_pp_sp_999_25_1]*25 For the foregoing reasons, we find that the District occupied and used the Clinic Properties to improve and run the Perham Hospital during the tax years in issue.
 
[bookmark: co_anchor_Iaf570a31a0f911ebb392d4e162][bookmark: co_anchor_Iaf570a31a0f911ebb392d4e16429]B. The Clinics As Integral Departments Of An ACA-Compliant Hospital
As the foregoing section demonstrates, it does no violence to English usage to declare that the Hospital occupied and used the Clinics to improve and run the Hospital. Given the evidence presented, nevertheless, it is more accurate to say that the Hospital operated the Clinics as Hospital facilities.
 
[bookmark: co_anchor_Iaf575851a0f911ebb392d4e16429]1. Operation And Provision Of Care
[bookmark: co_fnRef_B02342053305776_ID0EWHDK_1][bookmark: co_fnRef_B02352053305776_ID0E4HDK_1][bookmark: co_fnRef_B02362053305776_ID0EOIDK_1][bookmark: co_fnRef_B02372053305776_ID0EBJDK_1][bookmark: co_fnRef_B02382053305776_ID0EIJDK_1]After the District acquired the business and assets of the Clinics, it created a Clinic Department comprising all three Clinics,234 which it operated like its remaining departments, and which reported to the same managers.235 The parties stipulated: “For the Hospital and Clinics, Perham Health has a single financial system, billing system, phone system, patient scheduling system, employee scheduling system, computer network, intranet and SharePoint, incident reporting system, security system, and electronic patient record and retrieval system.”236 “All Perham Health Facilities (Hospital and Clinics) share common staff, including management, physicians, and Advanced Practice Providers (“APPs”).”237 In addition, many non-provider staff members work at and for all Perham Health Facilities.238
 
[bookmark: co_fnRef_B02392053305776_ID0E5LDK_1][bookmark: co_fnRef_B02402053305776_ID0EIMDK_1][bookmark: co_fnRef_B02412053305776_ID0ESMDK_1]During the years in issue, approximately 13 or 14 of the Hospital's 20 overall departments were clinical departments that provided patient care.239 Only 2 of these 13 or 14 departments—medical/surgical and obstetrics—offered inpatient overnight beds.240 The remaining clinical departments offered outpatient services only.241 The Clinic Department was therefore typical of most of the Hospital's clinical departments in offering only outpatient services.
 
[bookmark: co_fnRef_B02422053305776_ID0EQODK_1][bookmark: co_fnRef_B02432053305776_ID0E1ODK_1][bookmark: co_fnRef_B02442053305776_ID0ERPDK_1]The Clinic Department was physically based in the Clinic Properties, but operated in physical spaces both within and without the Clinic Properties.242 Other Hospital departments likewise used space and operated both within and without the Clinic Properties, including to provide patient care.243 Mr. Hofius testified that before commencement of the proceedings that have culminated in this decision, the District “didn't draw all these clinic-hospital lines. This is Perham Health, this is the Hospital District, we care for people in our building and we didn't worry about which wall happened to divide which wall. This is just how we care for people here.”244
 
[bookmark: co_anchor_Iaf5a8ca1a0f911ebb392d4e16429]2. Economic And Regulatory Structure Of Healthcare Industry
Developments in the healthcare industry have fundamentally changed the nature of what hospitals do and, consequently, what it means to run a hospital. The evidence presented demonstrates that the three Clinics the District operated on the Clinic Properties were essential to Perham Hospital's operation as an ACA-compliant hospital. In order to comply with federal requirements, in other words, the Hospital needed the Clinics (or some department—however denominated—providing services such as the Clinics provided). In the present case at least, any distinction between “the Hospital” and “the Clinics” simply ignores realities on the ground. The District occupied and used the Clinic Properties to improve and run the Hospital because it operated the Clinics as Hospital facilities.
 
[bookmark: co_pp_sp_999_26_1][bookmark: co_fnRef_B02452053305776_ID0EVSDK_1][bookmark: co_fnRef_B02462053305776_ID0EGTDK_1]*26 Mr. Hofius testified that a hospital's essential mission has continued to evolve from caring for the ill to providing a broad continuum of care.245 Even 23 years ago, Hofius noted, “we didn't have speech therapy, cardiac rehab, respiratory therapy, dietician[s], many of the radiology modalities that we have, many of the different clinic specialties that we have.”246
 
By enacting the ACA in 2010, Congress further institutionalized the shift in what a hospital is by requiring nonprofit hospitals to identify community health needs, to adopt strategies for addressing those needs, and to focus on outpatient and preventative care (in addition to providing inpatient and emergency care). I.R.C. § 501(r)(1)(A), (r)(3)(A)(i)-(ii); Treas. Reg. § 1.501(r)-3(a)(1)-(2); see Treas. Reg. § 1.501(r)-3(b)(4).
 
[bookmark: co_fnRef_B02472053305776_ID0EEXDK_1]Perham Health's 2013 Community Health Needs Assessment noted that “[t]he purpose of [the ACA-required assessment] is to develop a comprehensive view of the population's health and the prevalence of disease and health issues within the community.”247 Perham Health identified the following factors and needs:
[A]s a rural hospital ... Perham Health serves a significantly high percentage of elderly. 67% of the hospital admissions (excluding OB and newborns) for Fiscal Year 2011 were ages 65 years old and above, with the greatest majority - 86%, older than seventy years of age. Management of chronic diseases becomes more challenging for the elderly; as is clearly reflected in the hospital admission primary diagnoses data for Perham Health. Heart disease, chronic obstructive pulmonary disease, stroke and pneumonia are the primary diagnoses within this age group necessitating hospitalization at Perham Health in 2012.
[bookmark: co_fnRef_B02482053305776_ID0EGZDK_1]... [Chronic] diseases often are preventable and frequently manageable through early detection, improved diet, exercise and treatment. Perham Health is committed to being part of the solution to prevent disease and improve the health of the community we serve.248
[bookmark: co_fnRef_B02492053305776_ID0E4ZDK_1]The 2013 Needs Assessment determined that the following “health needs would be addressed within a corresponding action plan/implementation strategy”:249
• Obesity and implications to other chronic health conditions;
• Fragmented or minimal rural mental health services; and
[bookmark: co_fnRef_B02502053305776_ID0EH2DK_1]• Access to specialized health care services.250
[bookmark: co_fnRef_B02512053305776_ID0EZ3DK_1]The 2013 study declared that “[t]he implementation strategy developed from this Community Health Needs Assessment is aligned with the mission, values, vision and strategy for Perham Health.”251
 
[bookmark: co_fnRef_B02522053305776_ID0EN6DK_1][bookmark: co_fnRef_B02532053305776_ID0E46DK_1][bookmark: co_fnRef_B02542053305776_ID0EHAEK_1][bookmark: co_fnRef_B02552053305776_ID0E4AEK_1]The 2016 Needs Assessment indicates that preventative care in the Clinic Department enhanced the Hospital's ability to address the particular community healthcare needs identified in that report.252 In 2016, for example, Perham Health again identified obesity as a major concern.253 It thus established the twin goals of encouraging healthy lifestyles and decreasing obesity-related illnesses.254 Action items included implementing evidence-based diabetes screening, facilitating improved patient access, and providing prediabetes classes and education.255
 
[bookmark: co_pp_sp_999_27_1][bookmark: co_fnRef_B02562053305776_ID0EJDEK_1][bookmark: co_fnRef_B02572053305776_ID0ETDEK_1][bookmark: co_fnRef_B02582053305776_ID0EDEEK_1]*27 The parties stipulated that the Perham and New York Mills Clinics offered diabetic education and RN health coaches, and that all three Clinics offered routine physicals, nutrition guidance, and weight management.256 In addition, Mr. Hofius testified that Perham Hospital's implementation plan required the involvement of the Clinic Department's healthcare providers, nursing staff, clinic management, and health coaches.257 Implementation also required use of space in the Clinic Properties to perform, for example, diabetes screening and prediabetes education, as well as to offer better patient access by having more convenient locations.258
 
[bookmark: co_fnRef_B02592053305776_ID0EVHEK_1]Evolution of the healthcare industry and Congress’ passage of the ACA have fundamentally changed “what it is that hospitals do.” CHS, 462 N.W.2d at 390. Most importantly, facilities like Perham Hospital—which have undertaken to address identified community healthcare needs—now operate departments offering services that may formerly have been associated with clinics. In addition, as this court noted in Naeve, services formerly provided by hospitals are increasingly furnished through non-hospital facilities. 1993 WL 35164, at *2. When asked whether the Clinics were necessary to accomplishing the Hospital's purposes, Mr. Hofius responded: “Yes, we need all of the people and the providers to be able to provide the services ....”259 Cf. Naeve, 1993 WL 35164, at *4 (finding for purposes of the Public Hospital Exemption that non-hospital properties were “reasonably necessary for the hospital to function”). Labeling as “clinics,” facilities providing what for Perham Hospital (at least) have become hospital services does not alter the reality that those facilities are providing hospital services.
 
[bookmark: co_fnRef_B02602053305776_ID0EMJEK_1][bookmark: co_fnRef_B02612053305776_ID0EWJEK_1][bookmark: co_fnRef_B02622053305776_ID0EAKEK_1][bookmark: co_fnRef_B02632053305776_ID0EKKEK_1]Regulatory activity provides further evidence that the Clinic Department was properly considered part of the Hospital. When the Joint Commission, the District's accrediting body, surveys the Hospital, it reviews all Perham Health facilities, including the Clinic Properties.260 In addition, the Centers for Medicare and Medicaid Services (“CMS”) determined in 2012 that Perham Clinic is “a component of” Perham Hospital and, consequently, granted Perham Clinic provider-based status, a designation allowing that Clinic to be treated as a hospital department and to share overhead costs for Medicare reimbursement purposes.261 CMS thus concluded that the Clinic Department's clinical services and those of the Hospital were “integrated” in accordance with several specified CMS criteria.262 Having granted Perham Clinic provider-based status, CMS treats Perham Clinic as a department of the Hospital.263
 
[bookmark: co_fnRef_B02642053305776_ID0EHNEK_1][bookmark: co_fnRef_B02652053305776_ID0ERNEK_1]Mr. Hofius testified that the New York Mills and Otter Tail Clinics did not share this “provider-based” designation because “we bought them about three months too late. The law had just changed that you had to be within 2,000 feet of the hospital to be provider based. Up until then hospital-owned clinics in general were provider-based.”264 Hofius noted, nevertheless, that day-to-day operations at these other Clinics were no different than those at the Perham Clinic,265 thereby indicating that their functional role viz-a-viz the Hospital was not different.
 
[bookmark: co_anchor_Iaf6477b1a0f911ebb392d4e162][bookmark: co_anchor_Iaf6477b1a0f911ebb392d4e16429]C. Conclusion
[bookmark: co_pp_sp_999_28_1][bookmark: co_fnRef_B02662053305776_ID0EUPEK_1][bookmark: co_fnRef_B02672053305776_ID0ERREK_1]*28 The District argues: “There is only one purpose of Perham Health—to care for people and to provide health and wellness throughout life. There is no separate purpose for the Clinic Department or the Clinic Properties.”266 We agree and accordingly find that the District's three Clinics were “part of a fully integrated [hospital]”; CHS, 1990 WL 18156, at *12 (internal quotation marks omitted), and that the Clinics were “merely arms or agencies of the [Hospital] exclusively serving the hospital[ ] in necessary and essential ways,” Springfield, 380 N.W.2d at 806 (quoting Cmty. Hosp. Linen Servs., Inc. v. Comm'r of Taxation, 309 Minn. 447, 456, 245 N.W.2d 190, 195 (1976)). We agree with the District that it operated the Clinics as hospital facilities,267 and in any event find that the Hospital “owned, ... used, or occupied” the Clinic Properties to “improve[ ] and run” Perham Hospital. Minn. Stat. §§ 447.31, subd. 6, 447.33, subd. 1. Consequently, we conclude that the Clinic Properties were exempt from taxation under the Hospital District Exemption during the tax years in issue. Minn. Stat. § 447.31, subd. 6.
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