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January 8, 2006

The Honorable Rick Perry
Governor, State of Texas
State Capitol

Austin, TX 78701

Dear Governor Perry:

Along with the fourteen other members of the Texas Task Force on Appraisal Reform, [
am pleased to present our final report.

When you established the Task Force, you charged us with seeking reforms that would
bring greater faimess to the property tax appraisal system. We conducted eleven public
hearings across the state and received testimony from several hundred home and business
owners who have been significantly impacted by rapidly increasing property appraisals
along with public officials and community leaders.

We considered a wide range of options addressing the complex issue of appraisal reform.
We present the recommendations enclosed in this report as the most useful in terms of
immediately addressing the problems within the current system.

We took our charge seriously and believe you will find that we fulfilled the mission you
assigned us. We remain committed to working with you and the legislature to ensure that
the needed reforms are made to provide the citizens of this state with much-needed relief
from the burden of skyrocketing property taxes.

We are grateful to you for the opportunity to serve our state. We share your desire to
improve the future for all Texans and thank you for your continued leadership.

Sincerely,

Tom Pauken
Chairman, Texas Task Force on Appraisal Reform
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Membership of the Task Force

The Texas Task Force on Appraisal Reform ("Task Force") is
hereby created. The Task Force shall examine relevant issues and
make recommendations for changes to the appraisal process used
to raise property tax revenue for local government services.

- Governor Perry’s Executive Order RP60, August 21, 2006

Thomas W. Pauken of Dallas is president of TWP, Inc. He is a member of the State Bar
of Texas and serves on the board of trustees of the Intercollegiate Studies Institute.
Pauken is a member of the Knights of Columbus and a life member of the Veterans of
Foreign Wars. He formerly served on the National Advisory Council on Vocational
Education and the Commercial Space Transportation Advisory Committee of the U.S.
Department of Transportation. Pauken served on the White House staff under President
Reagan and as Reagan's Director of Action, an independent agency designed to
encourage volunteerism. Action is the predecessor agency to today's Americorp. He also
has been vice president and corporate counsel of a Dallas-based venture-capital company
and on the board of various public and private companies. A graduate of Georgetown
University, Pauken received a law degree from Southern Methodist University School of
Law. -

Gary O. Boren of Lubbock is the vice president of G. Boren Services, Inc., where he
previously served as a general manager. Boren is a city councilmember of District 3, the
City of Lubbock. He is a member of the Texas Work Source Board and is the advisory
board director of the American Bank of Commerce. Boren has previously served as
president, vice president and member of the board of trustees of the Lubbock Independent
School District and as chairman of the Lubbock Chamber of Commerce. He is a member
of various organizations at Texas Tech University, including the Chancellor's Council,
the Red Raider Club and the Society of the Spur. Boren received a bachelor's degree from
Texas Tech University.

L. Curtis Culwell of Garland is the superintendent of the Garland Independent School
District. He formerly served as president and vice president of the Texas School Alliance,
and is a former member of the National Association of Secondary School Principals.
Culwell also previously served on the board of directors of the Texas Principals
Leadership Initiative and the Texas Academic Decathlon. He is a member of the
American Association of School Administrators and the University Interscholastic
League Legislative Council. He previously served as chairman of the March of Dimes
Walk America and as a board member of the Lubbock Chamber of Commerce, the
United Way of Lubbock, the Foundation of Excellence and the Lubbock Regional Arts
Association. He received his bachelor's degree from Sam Houston State University and
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both his master's and doctorate degrees in educational administration from Texas A&M
University -Commerce.

Robert A. Eckels serves as the Harris County Judge. He also serves as director of the
county's Office of Homeland Security and Emergency Management. A former state
representative, Eckels is a member of the State Bar of Texas and chairman of the Harris
County Juvenile Board and the National Association of Counties. He also served as
president of the County Judges and Commissioners Association of Texas and serves on
an advisory committee to President Bush's Homeland Security Council. He is past
president of the County Executives of America. A graduate of the University of Houston,
Eckels received a law degree from the South Texas College of Law.

John David Franz is the mayor of the City of Hidalgo and is an attorney in private
practice. Franz is a former director and past president of the Lower Rio Grande Valley
Development Council, and serves as a member of the urban county advisory board of
Hidalgo County and as an ex-officio member of the Hidalgo-McAllen-Reynosa
International Bridge Board. He is also a member of the Texas Trial Lawyers Association.
A graduate of Pan American University, Franz received a law degree from the University
of Texas School of Law.

John R. (Bob) Garrett of Tyler is the president of Fair Management, L.C., and Fair Oil
Company of Texas, Inc. He serves as a board member and treasurer of the Tyler
Economic Development Council, as a board member of the Tyler Area Chamber of
Commerce and is on the steering committee of the Tyler 21 Comprehensive City Plan.
Garrett is the Texas representative to the National Association of Home Builders
executive committee and is a past president of the Texas Association of Builders and the
Tyler Area Builders Association. A graduate of Stephen F. Austin State University, he
received a master of business administration degree from the University of Texas at
Tyler.

Robert E. (Bob) Garrett of Amarillo is owner and broker of Coldwell Banker First
Equity Realtors. He serves on the board of directors of the Amarillo Chamber of
Commerce and is chairman of the appraisal district procedures task force of the Texas
Association of Realtors, and the National Association of Realtors State and Municipal
Government Spending and Taxation Committee. Garrett is a board member of the West
Texas A&M University Foundation and is a former board member of the Potter County
Appraisal Review Board. He received a bachelor's degree in business administration from
West Texas A&M University.

John E. Nichols of Freeport is the director of U.S., state and local tax for the Dow
Chemical Company. He formerly served as an appraiser for the firm of Kennedy -
Holtkamp, Inc., and has worked as a petroleum engineer for Dowell Schlumberger, Inc.
Nichols is a member of the tax advisory group of the Texas Comptroller of Public
Accounts, the Commitiee on State Taxation, and the Institute for Professionals in
Taxation and the National Tax Association. He is also a member of the Taxpayers and
Research Association, the Tax Executives Institute and the International Association of
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. Assessing Officers. He is a published writer in the Journal of Property Tax Management
and has received the Institute for Professionals in Taxation's literary award. Nichols
received a bachelor's and master's degree in petroleum engineering, and a master's degree
in land economics and real estate from Texas A&M University.

Rolande B. Pablos of San Antonio is an attorney in private practice. He serves on the
board of directors of the Nueces River Authority and the Free Trade Alliance. Pablos
serves as a member of the Greater San Antonio Chamber of Commerce public affairs
steering committee, the board of directors’ executive committee of the San Antonio
Hispanic Chamber of Commerce and the advisory council to the University of Texas at
San Antonio College of Business. He is also president of Texans for Taxpayer Relief.
From 2002 to 2004, he was a member of the board of directors of the Greater San
Antonio Chamber of Commerce. A graduate of St. Mary's University, Pablos received a
master's degree from the University of Texas at San Antonio and the University of
Houston. He received his law degree from St. Mary's University School of Law.

Brooke Leslie Rollins of Fort Worth is president and CEO of the Texas Public Policy
Foundation. She serves as director of Texas Lyceum and is a member of the State Bar of
Texas, the Texas Women's Alliance and the Dallas A&M Club. Rollins previously served
as Gov. Perry's deputy general counsel and ethics advisor, and later as his policy director.
She spent several years as a litigator with Hughes & Luce, L.L.P., in Dallas, and also
completed a federal judicial clerkship with the Honorable Barbara M.G. Lynn, a U.S.
Federal District Judge in the Northern District of Texas. Rollins graduated cum laude
from Texas A&M University and received a law degree from the University of Texas
School of Law

Timeothy P. Roth of El Paso is a professor of economics at the University of Texas at El
Paso. He is also chairman of the Department of Economics and Finance and is a member
of various committees at the university. Roth is a member of the American and Western
Economic Associations, the American Statistical Association and the National
Association of Scholars. He is a public member of the Texas Sunset Advisory
Commission. Roth also serves as a member of the Mathematical Association of America
and the International Atlantic Economic Society. He received a bachelor's degree in
economics from Albright College, a master's degree in economics from the State
University of New York at Binghamton and a doctorate degree in economics from Texas
A&M University.

Calvin W. Stephens of Dallas is president and chairman of SSP Consulting, L.C.
Stephens is a board member of the Metropolitan YMCA of Dallas, the Southern
Methodist University Cox School of Business, the Cotton Bowl Athletic Association and
the University of North Texas College of Business Administration. He is a board member
and past chairman of the Southern Dallas Development Corporation, and a member of the
Leadership Dallas Alumni Association. He served in the U.S. Air Force for three years
before being honorably discharged. Stephens received a bachelor's degree in marketing
from the University of Houston and a master's degree in business administration from
Southern Methodist University.
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Michael S. Stevens of Houston is the chairman of Michael Stevens Interests, Inc., a real
estate development and management company. He serves on the board of directors and
executive committee of the Greater Houston Partnership and the Governor's Business
Council. Stevens serves on the board of trustees of the Baylor College of Medicine,
where he also serves as chairman of the building and interiors committee. He is chairman
of the Transportation Task Force of the Governor's Business Council and serves on the
board of directors of the Memorial Hermann Foundation and the Urban Center Advisory
Board of the Brookings Institute. He formerly served as the finance vice-chairman of the
Harris County-Houston Sports Authority and chairman of the Houston Housing Finance
Corporation. Stevens served in the United States Marine Corps and received his
bachelor's degree in business administration from the University of Houston.

Gerald "Buddy" Winn of Bryan is the Brazos County tax assessor/collector and chief
appraiser. He is a member of the Tax Assessor Collectors Association of Texas and the
Texas Association of Appraisal Districts. Winn serves as a board member of the
Workman's Compensation Fund of the Texas Association of Counties. He served on the
State Property Tax Board and the Texas Association of Assessing Officers. Winn is a
registered Texas assessor, professional appraiser and tax collector, and a certified tax
administrator.

Avis Wukasch of Georgetown is a realtor with Keller Williams Williamson County
Market Center. She is chairman-elect and former secretary treasurer of the Texas
Association of Realtors (TAR). Wukasch has served on various committees of the TAR.
She also served on the Women's Council of Realtors as local chapter president, Texas
district vice president and national governor for the Houston district. A graduate of the
University of Texas, Wukasch received her real estate salesman's license and broker's
license from the Institute of Real Estate. Wukasch is certified to teach mandatory
continuing education for Texas real estate licensees and also pre-licensing classes for
future Texas real estate licensees on agency, marketing, law and contracts,

Staff Biographies

Mike Morrissey is Governor Rick Perry’s Director of Budget, Planning and Policy. He
is responsible for development and direct implementation of Texas State budget and
policy initiatives. Mike ensures coordination of policy with state budget and directs long
range planning for the Governor’s Office.

Prior to his current position, Mike worked for Lt. Governor Bill Ratliff as the Director of
Fiscal Policy, Lt. Governor Rick Perry as Budget Director, and Lt. Governor Bob

Bullock as Budget Director and Special Assistant. In this capacity he served as the Lt.
Governor Representative for fiscal affairs and worked with the Governor’s Office,
Speaker of the House, Legislative Budget Board members, legislators and legistative staff
and state agency/institution management in development, passage, implementation, and
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monitoring of Texas” $142 billion biennial budget. From 1986-1994 he worked at the
Legislative Budget Board serving the role of Legal Counsel/Budget Examiner.

Mike hoids a Bachelor’s Degree in Economics from the University of Oklahoma, and
earned his Law Degree at the University of Arkansas. He is licensed to practice law in
Texas.

Ann Erben’s Government experience includes serving as Special Assistant for the
Comptroller of Public Accounts, Chief of Staff State for Senator Drew Nixon (R-
Carthage) as well as various positions in the two administrations of Governor William P.
Clements, Jr.

She has served as Chairman of the Texas Women's Commission, Texas Sesquicentennial
Commission and the Texas Lyceum Association.

Tonya Baer is a Senior Revenue Analyst with the Governor’s Office. She is responsible
for providing tax policy and revenue analysis support to the Governor’s Office.

Prior to her current position, Tonya worked as an administrative law attorney in the
Public Utility Commission Advising and Docket Management Section. Prior to her work
at the Commission, she was a Governor’s Advisor in the Budget, Planning and Policy
Division of the Governor’s Office. Tonya was responsible for advising the Governor on
budget and policy issues and acting as liaison between the Office of the Governor and
other agencies on matters concerning policy and budget. After graduating law school in
2000, Tonya began her career as a budget analyst with the Legislative Budget Board.

Tonya graduated with a Bachelor’s Degree in Business Administration and later earned
her Law Degree from the University of South Dakota. She is licensed to practice law in
Texas.

Edward Check holds an undergraduate degree from University of Texas at Arlington in
humanities and a master’s degree from Texas Woman’s University in health care
administration. His employment in state government includes service as a legislative aide
in the Senate, an analyst at the Comptroller’s office, a legislative liaison at the Texas
Residential Construction Commission, and an analyst at the Texas Workforce Investment
Council, and is currently a planner with the Texas Workforce Commission.

Jackie King is a 2006 graduate of Texas State University-San Marcos. She graduated
cum laude with a Batchelor’s of Business Administration Degree in Economics from
McCoy’s College of Business. The majority of her coursework focused on Macro and
International Economics. Jackie began working for the Governor’s Budget, Planning, and
Policy Division in 2006.
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Task Force on Appraisal Reform’s Work

The Task Force should seek, consider, and evaluate expert and
public testimony on the overall appraisal process as it relates to
each of the broad stages of the property tax system: valuing the
taxable property; protesting the values; adopting the tax rates; and
collecting the taxes ensuring all property is valued in an equal and
uniform manner,

-Governor Perry’s Executive Order RP60, August 21, 2006

On August 21, 2006 Governor Perry announced the creation of the Task Force on
Appraisal Reform. During a meeting at the Capitol, Governor Perry charged the group
with providing tax reform and property tax relief in order to provide long-tern economic
growth and ensuring a stable, long-term source of revenue for essential government

services.

Hearings

Public Hearings began in September and conchuded in November. Hundreds of citizens
testified during the 3 month period and many more provided written statements and

material.

Date of Hearing
September 21, 2006
September 22, 2006
October 4, 2006
October 5, 2006
October 18, 2006
October 19, 2006
November 9, 2006
November 10, 2006
November 15, 2006
November 16, 2006
November 21, 2006
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City
Lubbock
Amarillo
Tyler
Lufkin
Harlingen
Corpus Christi
El Paso

San Antonio
Houston
Dallas
Austin




The Task Force heard recurring themes in all the public testimony. Texans were both
well-educated and passionate in their views on appraisal reforms. Common themes
included: :

Unfair Appraisal Review Boards.

111 treatment by appraisal districts.

Pressure to increase values.

Revenue Caps and Rollback Elections

Unfunded State Mandates.

Sales Price Disclosure.

Half Cent Local Option Sales Tax dedicated to property tax relief.

The Task Force agrees that all of these concerns are serious issues that need to be
addressed. Some of these issues may be addressed through legislative action while others
require personnel training and education. Further the creation of a 4 cent local option
sales tax dedicated to property tax relief requires a constitutional amendment.



Executive Summary

The recently passed school finance reform legislation was designed to reduce our heavy
reliance on school property taxes to fund public education in Texas. Over a three-year
period, school property taxes were to be lowered by one-third and paid for by an
expanded business tax. Unfortunately, the “stealth tax” of rising appraisal values
combined with higher tax rates set by local governmental entities threatens to negate
much of that promised property tax relief.

Property taxes are neither simple nor transparent. Nor are they just. Some members of
our task force favor a tax policy that would gradually wean Texas away from its reliance
on property taxes. Dr. Tim Roth, a panel member and Chairman of the Department of
Economics at UTEP, summarizes his views on an alternative approach to funding local
government in an appendix attached to this report.

In the meantime, however, our mission is to make recommendations to improve the
existing property tax and appraisal system. To that end, the Texas Task Force on
Appraisal Reform presents a series of recommendations to address the issues of
skyrocketing appraisal values, fairmness in the appraisal process itself, and unfunded state
mandates. We also propose a mechanism whereby county and municipal taxing entities
could reduce their reliance on property taxes while funding local services at current
levels.



STATUTORY MEASURES

L

Improve the Fairness of the Appraisal Process

1. Change the Makeup of the Board of Directors of the Appraisal District.

Under the current appraisal system, the Chief Appraiser and the Appraisal Review Board
{ARB) of each appraisal district are appointed by a Board of Directors, all of whose
members are appointed by local taxing entities. Implicit in that selection process is the

assumption that the Chief Appraiser and the ARBs work for the taxing entities.

In order to ensure greater independence of the Boards and fairness in the process,
we propose the creation of a five member board of directors comprised of two members
appointed by local taxing entities, two taxpayer representatives, and the elected tax
assessor collector in that county. The taxpayer representatives could either be elected by
the public or named by a District Judge based on criteria which reflect an independence
from the local taxing entities and suitable qualifications to represent the interests of the

taxpayers in ensuring a fair and balanced appraisal process.

2. The Appraisal Process Itseif. We have heard many complaints from

property owners that the current appraisal process is not fair and uniform, and that there
are abuses in the system which unfairly burden the property owner. To ensure greater
balance and fairness in the process, we recommend the following:
¢ Establish ARB qualifications such as minimal educational and
professional experience.
s Improve the training for ARB members. Require state-certified course
work annually and updated professional development.
e Allow the property owner to seek binding arbitration in a claim that the

appraisal district is not following property tax law.
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+ Allow the property owner to appeal either market value or unequal
appraisal value through binding arbitration. Currently, appeals to
arbitration are limited only to market value.

e  Clarify the law that the appraisal district has the burden of proof at an
ARB hearing. (That is currently the law, but is not always followed by
Appraisal Districts.) Provide appropriate sanctions to the Appraisal
District for failure to follow the law.

» Require appraisal districts to provide evidence it is relying on to a property
owner appealing a property appraisal at least 14 days prior to the ARB
hearing. Failure to do so will resuit in the ARB finding in favor of the
property owner.

o Allow the property owner to request binding arbitration, even if the
property’s assessed value is over $1 million, if the owner believes that the
appraisal district or appraisal review board did not follow the law
regarding property tax appeals.

¢ Prohibit the practice of “sales chasing” (i.e., checking only properties
which have sold). The Comptroller should be required to check sold and
unsold properties on an equal basis and should be required to perform its
own “post certification” ratio study to verify that the appraisal district are
treating taxpayers fairly and equally and are not just appraising taxpayers
at “full market value™ as opposed to “fair market value”.

e Allow taxpayers to contest a tax assessment at any point upon discovery of
the government’s malfeasance. This is a particular problem when the
appraisal district fails to properly deliver a required notice to property
owners.

e Provide for an easy and effective grievance process against chief
appraisers and appraisal districts employees who fail to follow the law and
appropriate rules of the process. This could be done with an appeal

process to the Controller’s office.
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¢ Review the business personal property process and clarify the law so that a
separate rendition is not required if the business personal property has

been assessed and taxed as part of the real property (in which it is housed).

3. Improve the Truth in Taxation laws. The Truth in Taxation laws need to
be amended to require publications in clear, readable English stating the amount of
property tax revenue generated in the prior tax year based on the rate for that year. The
notices should include the total taxable value, the tax rate, and the tax dollars which
would have been achieved at a 100% collection rate. The entity should also state the
percentage of taxes that were actually collected during the year. For the current tax vear,
the notice should state the new total taxable value, the amount of taxes which would be
generated with 100% collection at the prior tax year rate, the amount of taxes which
would be collected based on the proposed tax rate and the amount of taxes which would
be collected if the tax office collected taxes at the same collection rate as it did in the

prior year.

4, More Information for Taxpayers. Expand the information contained in the

Comptroller’s pamphlet for taxpayers’ rights and remedies under the Tax Code. If the
Comptroller were to substantially expand the pamphlet to explain to taxpayers how the
appraisal review board hearing process works, how a taxpayer is to present his or her
data, the type of data a taxpayer should utilize at a hearing, and specify the type of
evidence that a taxpayer needs to present to prevail at a hearing on tax equity, this would
greatly benefit homeowners and small business owners who choose to represent

themselves before appraisal review boards.

5. Eliminate usurious penalty and interest rates cutrently charged delinguent

property taxpayers. The statutory provisions relating to penalties and interest on

delinquent taxes are in conflict with Texas’s general usury law. Therefore, the legislature
should amend these provisions to conform to general law or consider lowering interests
rates on delinquent taxes to a rate not to exceed 10 percent and eliminate penalties

altogether.
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Background. Texas has a general usury provision in Article 16 Section 11 Texas
Constitution which defines contracts with interest rates above 10 percent per annum as
usurious. Further, if the contract does not contain an interest rate then the rate shall not
exceed six percent per annum. However, Texas Tax Code Section 33.01 allows for
delinquent taxes to incur a penalty of six percent of the amount of the tax for the first
calendar month or portion of the month the tax remains unpaid plus one percent for each
additional month or portion of a month the tax remains unpaid prior to July 1 of the year
in which it becomes delinquent. Also, if the tax is delinquent on July 1 the total penalty

is 12 percent, regardless of the number of months the tax has been delinquent.

In addition to the penalty assessed on delinquent taxes, an interest rate of one
percent for each month or portion of a month the tax remains unpaid is also charged.
Under these provisions, the same delinquent taxes could incur a 12 percent penalty and a

12 percent interest in one year.

II.
Change the Comptroller’s Property Value Study

Change the Comptroller’s Property Value Study’s formula to allow for a variance
of 10 percent between the local valuation and the Comptroller’s Property Tax Division’s
estimated valuation. Further, allow the Comptroller to conduct the study over a three year
period instead of annually, to be consistent with the law applicable to the appraisal

district.

Background. Each year the Comptroller of Public Accounts is required by the
Legislature to conduct a Property Value Study. This study is used to equitably distribute
state funding to schools, as well as provide uniformity in local property appraisal
practices. The Comptroller uses statistical sampling to determine the taxable value in
each school district. Currently, appraisal districts are allowed a 5% margin of error from
the Comptroller’s valuation. The margin of error represents the reliability of the estimate,
Also, stated as a 95% confidence interval, this can be explained as 95 out of 100 samples

would result in a value that lies within the range of values computed by the Comptroller.
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If the local appraised value ts within the 5% margin of error, the local value is used to
calculate the amount of state funding the school district will receive. If the county’s
appraisal district determines a value that is outside of the allowable 5% margin of error,
the number is considered invalid and the value the Comptroller determined is used in the
calculation. The Comptroller’s number is generally higher and, if used, will result in the
school district receiving less money than expected. The county will then have to find a
way to increase local revenue. One way this is done is by increasing appraisal values,
resulting in higher local property tax revenue. If the allowable margin of error is
increased to 10%, the broader range for appraised values allows local appraisers greater
opportunity to avoid having the State’s value directly applied, therefore, removing the
pressure to increase local revenue. This is important because appraisers need to focus on
conducting accurate appraisals and need to have less pressure placed on them to increase

revenues to satisfy the demands of the Comptroller’s office.

Another factor that needs to be considered is that values assigned by professional
appraisers can vary despite standards and guidelines in the appraisal industry. This is
simply because some parts in the process of finding an appraised value are subjective and
can be left up to the appraiser’s discretion. Changing the allowable margin of error to

10% will take this factor into account.

Further, the appraisal district is allowed to reappraise every year, but it can choose
to only reappraise a portion of the county each year as long as each property is
reappraised at least once every three years. The Comptroller also should have the option
of conducting the Property Value Study over a three year period. Changing this
requirement would make the Comptroller’s Property Value Study’s language consistent

with the appraisal process and with the legislative language regarding local appraisals.



Require Voter Approval for Spending in Excess of

Reasonable Levels of Government Growth

This would be accomplished by reducing the rollback rate for cities, counties, and
local taxing entities (other than school districts which aiready have had their rollback
rates reduced effective in 2007} from the current 8 percent to 5 percent. This returns the
rollback rate to what it was prior to 1982. A change was made then to address the impact
of double digit inflation on local government spending, a problem we do not have in our
current low inflation environment. In addition, this legislation would provide for an
automatic rollback election when local government spending grows by more than five

percent annually because of higher property taxes.

Background. As noted in the later discussion on appraisal caps, Texas does not have a
mechanism in place to ensure that, as appraisals increase, tax rates decrease. Without this
protection local governments can increase government spending without having to go to

their voters for approval.

In fact, the closest thing Texas has to a cap on exceptional spending is the
‘rollback’ rate, which is the maximum tax rate allowed before voter approval is required.
The rollback rate is currently set at $1.04 for school districts but this does not apply to
cities, counties and special districts. Under current law, cities and counties can increase
taxes on existing property by up to eight percent annually without a public vote.

However, before a vote can take place, citizens must petition and receive seven percent of
registered voters in the taxing units with tax levies of $5 million or more, and 10 percent
of registered voters in taxing units with tax levies of $5 million or less. Both of these

requirements are hard to achieve which, in effect, means that citizens rarely are able to

force a vote.

The Task Force believes that the roliback rate for cities, counties and other taxing
units should be reduced from the current 8 percent to 5 percent. Prior to 1982 the rate

was set at 5 percent. But then Texas hit a high inflation period so the rate was reduced to
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5 percent. However, the rate was never reset after the high inflationary period ended.

The Task Force proposes returning to the previous rate of 5 percent.

The proposal would require that for any spending above the 5 percent level, the
taxing entity must go to the voters. For counties with tax levies of $5 million or less, a
petition of the voters is would still be required for a rollback election, if spending

increases are above the 5 percent threshold.

History of Roliback Elections that Passed, 1982-2004

Tax Year Counties Cities Special Districts Total
1982 60of6 20f3 20f2 10 of 11
1983 40f4 0of1 0 40f5
1984 1 of 1 40f4 0of1 5of6
1985 40f4 30fb 0 70of9
1986 20f2 20f3 10f2 50f7
1987 1of 1 30f7 30f5 7o0f13
1988 Jof3 4 0f 7 1of2 8of 12
1989 40f6 6of7 1¢f2 11 0of 15
1990 3of4 20of4 30of5 8 of 13
1991 20f2 20f4 1 0f1 5of7
1992 Oof 1 30f3 0of 1 3of5
1993 10f2 2of2 Dof0 30f4
1904 10f2 30f3 10of1 5of6
1995 0 10f4 0 10fd
1996 1] 10fd 2of2 3of6
1997 0 10f1 0 10f1
1998 0 2of3 0 20f3
1999 0 0of1 Oof 1 Oof2
2000 20f2 20f2 0of1 40f 5
2001 Oof1 1of2 10of 1 20f4
2002 0 20f3 0 20f3
2003 1of1 10of1 Oof1 20f3
2004 0 1 of 1 10f1 20f2
Total 350f42 48 of 75 17 of 29 100 of 146

Percentage §9.50% 64.00% 58.60% 68.49%

Source: Annual Property Tax Report 2004, Texas Comptroller of Public Accounts, Property Tax

Division.
IV.
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Prospectively Prohibit Unfunded State Mandates

We do not favor the passage of federal or state laws that become, in effect,
unfunded mandates for local governmental entities. While we can’t do anything with
regard to unfunded federal mandates or previously passed unfunded state mandates, we
support a policy to eliminate future unfunded state legislative and regulatory mandates.
Under this proposal, the Texas Attorney General would be given the responsibility of
final determination on whether or not a mandate was enacted. The Comptroller would
determine the amount of money required if it is declared an unfunded state mandate. That
mandate would be suspended until the Legislature provides funding.

The Legislature also should consider amending or repealing some of the existing
provisions which impose obligations on local governments for which adequate funding is
not provided. The following is a list of some of the mandates that the state has imposed
on local governments. Some of these mandates are unfunded and some are not

adequately funded:

1. Senate Bill 7, 77" Legislature, requires counties to provide criminal defense services to
indigent defendants on a very aggressive timeline. State provides some funding but still
leaves approximately 90% of the indigent defense cost burden on Texas Counties.
Legislature should consider repealing these provisions because the bill might have gone

further than constitutionally required and is both costly and burdensome to the counties.

2. Visiting Judge: House Bill 3306, 78" Legislature, funding for visiting judges was
decreased, causing counties to pick up the cost. For example, Dallas County picked up
the cost to provide a drug court operated by a visiting judge at a direct cost to the county
of $75,000.

3. Juvenile Probation: State law regulates the processing, treatment, and trial of

Juveniles, although Juvenile Probation is administered locally at the county level.

4. Adult Probation: The state mandates that counties provide the local Community

Supervision and Corrections Department with office space and general office equipment.
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When the Legislature decides to increase its number of probation staff, counties must
provide additional office support. An example of the increase in cost is that counties of 1
million or more increased their aduit probation spending by more than 88% from 2004-

2006.

5. HB 72’s (1984) Teacher-Student Ratio: HB 72 required a lower student- teacher ratio.
22- 1 for all grades except for first grade through third grade, which required an even
lower ratio. This may not be a significant cost to large districts, but it does impact small,

rural districts which have small numbers of students in individual grades.

While it clearly is the Legislatures purview whether it chooses to addresses the
examples listed above or other examples of existing state mandates heard by the Task
Force, we do recommend that the Legislature refrain from passing future unfunded state

mandates.

V.
Require Sales Price Disclosure
Require sales price disclosure on all property to create more accurate appraisals.
A buyer of real property would be required to disclose the sales price of that property and
business terms of the sale if the buyer fails to render a value to the CAD at the time of
purchase with a justification of that value. All sales price information gathered by the

CAD through mandatory disclosure should remain confidential.

Background. The Task Force heard repeated testimony by taxpayers, appraisal
districts and municipal and county government officials who were frustrated when trying
to get timely and accurate data on sales for market comparisons. Commercial and high
dollar residential sales prices were most often mentioned as particularly difficult to

obtain.

Taxpayers in several of our hearings pointed out the problem of “sales price

chasing” by appraisal districts where all property values in a neighborhood were
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increased based on a few sales without looking behind the sales price for differences
between homes or for unique circumstances of the sale which would affect the sales

price. Several taxpayers and municipal officials pointed out examples of out of state
syndications which paid higher than market prices for a block of homes purchased for
investment or rental inventory which served to drive up CAD appraisals when, in fact,
they probably lowered the value of homes in the neighborhood by reducing the amount of

owner occupied inventory.

Realtors and commercial property owners pointed out the problem of using sales
prices when the prices can vary widely with different financing terms. A classic case
described the difference in the price of a commercial property which may sell for $1
million cash, $1.1 million if financed at market interest with personal liability for the debt
to the buyer and $1.3 million if financed with below market interest and no personal
liability for the debt to the buyer. Others testified that property swaps, allocating costs
between real property, business personal property and business operations as well as IRS
1031 Exchanges further complicate using sales price as the determining factor for

“market value.”

The sales price is important information as an appraiser seeks to determine “fair
market vatue.” However, the Task Force understands the concerns raised by taxpayers
over complete sales price disclosure. Appraisal districts often fail to take into
constderation the real concerns over “sales price chasing” and often do not take the time
to understand the distinctions between properties in setting appraised values. Most
appraisal districts do not have the internal capacity to analyze complex financial or

commercial transactions.

Currently, thirty-five states require sales price disclosure. Yet sales price
disclosure alone does not provide the information an appraisal district needs to establish a
market value. A requirement that the buyer of a property render a value to the CAD at
the time of purchase with a justification of that value would accomplish the goal of

establishing a market value without disclosing sensitive financing or market information
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to business competitors. If the CAD questions that value, the CAD can use the current
appraisal process and, if necessary, obtain sales prices as part of discovery in the process
of appeals to the district court. If a property owner fails to render their property within a
reasonable time of the sale, perhaps 90 to 180 days, the buyer, at the district’s request,
should be required to disclose the sales price to allow the district complete information
for their own appraisal. Civil penalties would be imposed for failure to comply. All sales
price information gathered by the CAD through mandatory disclosure should remain
confidential.

At the same time, however, it is critical that sales price disciosure be coupled with
legislation limiting local taxing entities to raise taxes beyond reasonable limits without
voter approval. Otherwise, sales price disclosure simply becomes another method for
local governments to raise revenues without substantive controls by the people over the

spending levels of the local taxing entities.






