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HEARING AGENDA
SENATE FINANCE COMMITTEE
SENATOR STEVE OGDEN, CHAIRMAN
WEDNESDAY, APRIL 14, 2010, 10:00 A.M.
CariToL EXTENSION E1.036

Call to Order
Roll Call
Committee Business

Identify and evaluate potential improvements to the property tax system. Consider and make
recommendations relating to the following:

Methods to increase public participation in the tax rate-setting process and ensure fairness in appraisal
protests and appeals;

Requirement that property appraisal values may not increase by more than inflation and/or population
growth, or another amount to be determined by local taxing authorities, with a maximum cap of 10
percent,

Exemptions provided to community housing development organizations (CHDOs) to determine if
changes are needed to ensure that the public benefits outweigh the revenue loss;

Methods and procedures for determining a real property interest in oil or gas in place, as contained in
Texas Tax Code Sec. 23.175, including how market-based data and market-based methodology could
possibly be used to ensure fair, reliable, and equitable price forecasts of oil and gas interests. Analyze
the need for the creation of an Oil and Gas Valuation Advisory Committee to assist in forecasting
current calendar year statewide average prices for oil and gas;

The constitutional constraints and fiscal implications of exempting real property, leased to a school, as
defined by Section 11.21 of the Tax Code, from ad valorem taxation.

A. Invited Testimony

1. Introduction to Texas Property Tax Exemptions: Referencing "2009 Tax Exemptions & Tax
Incidence, A Report to the Governor and the 81st Texas Legislature"
Texas Comptroller of Public Accounts - Deborah Cartwright,
Director, Property Tax Assistance Division

2. Methods to Increase Public Participation in the Tax Rate-Setting Process and Ensure Fairness
in Appraisal Protests and Appeals
Texas Comptroller of Public Accounts - Deborah Cartwright,
Director, Property Tax Assistance Division



3. Requirement that Property Appraisal Values May Not Increase by More than Inflation and/or
Population Growth, or Another Amount to be Determined by Local Taxing Authorities, with
a Maximum Cap of 10 Percent
Texas Comptroller of Public Accounts - Deborah Cartwright,
Director, Property Tax Assistance Division
Texas Association of Counties - Deborah Hunt, Williamson County Tax
Assessor/Collector

4. Exemptions Provided to Community Housing Development Organizations (CHDOs) to
Determine if Changes are Needed to Ensure that the Public Benefits Outweigh the Revenue
Loss

Texas Department of Housing and Community Affairs - Michael Gerber,
Executive Director, and Kevin Hamby, Senior Counsel.

Texas Comptroller of Public Accounts - Deborah Cartwright,
Director, Property Tax Assistance Division

Texas Association of Appraisal Districts - Jim Robinson, Chief Appraiser, Harris
County Appraisal District

Texas Association of Community Development Associations - Steven Carriker,
Executive Director

Foundation Communities - Walter Moreau, Executive Director

5. Methods and Procedures for Determining a Real Property Interest in Oil or Gas in Place, as
Contained in Texas Tax Code Sec. 23.175, Including How Market-based Data and Market-
Based Methodology Could Possibly Be Used to Ensure Fair, Reliable, and Equitable Price
Forecasts of Oil and Gas Interests. Analyze the Need for the Creation of an Oil and Gas
Valuation Advisory Committee to Assist in Forecasting Current Calendar Year Statewide
Average Prices for Oil and Gas

Texas Comptroller of Public Accounts - John Heleman, Chief Revenue Estimator
County Judges and Commissioners Association - Jim Allison, General Counsel
Texas Association of Counties - The Honorable Vernon H. Cook,

Roberts County Judge, and President, Texas Association of Counties
Texas Oil and Gas Association - James LeBas, Fiscal Consultant
Texas Alliance of Energy Producers - Bill Stevens, Executive Vice-President
Hugh Landrum and Associates - Tracey Foster, Vice-President

6. The Constitutional Constraints and Fiscal Implications of Exempting Real Property, Leased
to a School, as Defined by Section 11.21 of the Tax Code, from Ad Valorem Taxation
Texas Comptroller of Public Accounts - Deborah Cartwright,
Director, Property Tax Assistance Division
Texas Charter Schools Association - David Dunn, Executive Director

B. Public Testimony

~—b

IV. Recess/Adjourn
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April 14, 2010

To: the Honorable Members of the Senate Committee on Finance
From: Gene Terry, Executive Director, Texas Association of Counties

Thank you for the opportunity to provide this written testimony on the committee’s interim charges
related to promoting greater public participation in the tax rate-setting process and promoting fairness
in appraisal protests and appeals and lower appraisal caps.

Promoting public participation in tax-rate setting process: Promoting greater public participation in
goverhment is essential to effective representative democracy. SB 18 by Senator Williams in 2005
expanded truth in taxation requirements for local governments. The law requires Texas counties to post
multiple notices and hold at least two public hearings to notify citizens regarding the setting of tax rates
if a proposed tax rate is even one cent above the effective tax rate. Sen. Williams’ bill effectively stopped

‘;’de facto tax increases” by appraisal creep. Since then, numerous counties have increased the number

public hearings to three or four. County officials also take it upon themselves to encourage greater

public participation through newspaper opinion pieces, speeches to citizen and civic groups and
personal contact with the citizens they serve.

Ensuring fairness in appraisal protests and appeals: Counties supported the appraisal process reform
measures passed by the Legislature last session and approved by voters last November. We believe
these changes will ensure fairness in appraisal protests and appeals and that we will see positive results
from these reforms as their use becomes more prevalent. For now, we believe the Legislature should
wait to see the results before considering further reforms to the appraisal protest and appeal system.

Appraisal caps: Currently, Texas has a 10 percent annual appraisal cap on residential homesteads that
has been in place since 1997. Efforts to further restrict the appraised value of residence homesteads
would distort the property tax system in Texas, creating inequities and undercutting the long-standing
Texas constitutional standard of “equal and uniform” taxation. Other states have placed much more
restrictive appraisal caps with poor results, the most prominent example being California. Such
restrictive appraisal caps affect the “equal and uniform” principle by creating significant disparities in
property tax burdens between owners of like properties, pitting neighbors against neighbors. Lower
appraisal caps tend to benefit properties rising in value (generally in more affluent areas) and do not
-~nefit properties maintaining or losing their value in moderate and disadvantaged areas. L.ower
raisal caps on homesteads also tend to shift property tax burdens from residential property to
commercial and industrial property, affecting future economic development and local real estate
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markets. If lower appraisal caps were applied to both residential and commercial properties, the ( )
opposite occurs - shifting costs to homeowners in the case of economic growth or recovery, when .
commercial property values could be expected to rise at rates significantly higher than the limits

proposed. For more information, please see the attached Executive Summary of a report prepared by

Dr. Ray Perryman and the Perryman Group on the economic impact of such restraints.

Thank you again for the opportunity to provide written testimony on these important charges. Please
contact me or TAC’s Legislative Department if we can be of any further assistance to you.

Attachment




The Impact of Potential Restraints on
Local Government Activity
(Appraisal Caps, Expenditure Limits, and
Revenue Limits) on the Economy of Texas

The Perryman Group
510 N. Valley Mills Dr., Suite 300
Waco, TX 76710
ph. 254.751.9595, fax 254.751.7855
info@perrymangroup.com
www.perrymangroup.com

March 2005

perrymangroup.com -

© 2005 by The Perryman Group






The Impact of Potential Restraints on
Local Government Activity
(Appraisal Caps, Expenditure Limits, and
Revenue Limits) on the Economy of Texas

Executive Summary

The process of finding alternative mechanisms to fund public
education and provide reductions in school property taxes is a
dominant topic in the 2005 Session of the Texas Legislature.
Texas is currently facing a near crisis situation in the area of
financing the state’s education infrastructure. Not only is the
current tax system failing to provide adequate resources, it is also
falling under increasing public and legal scrutiny as to its fairness
and legality. At the same time, there is growing awareness that the
property tax burden on individuals and businesses within the state
is becoming excessive, and there have been numerous calls for

reductions in property taxes.

In particular, the property tax and the current Texas franchise tax
combine to place a particularly disproportionate burden on capital
intensive firms, thus constraining our capacity for economic
development. While some proposed alternatives (such as certain
forms of a broad-based, low-rate business tax to replace a
percentage of the school property tax) could improve the fairness
and responsiveness of the Texas tax structure, other options have

the potential to make a difficult situation even worse.

1 perrymangroup.com -

© 2005 by The Perryman Group



One set of proposals that has surfaced in Texas and elsewhere is
an effort to severely limit the capacity of all local governmental units
to raise additional revenues or expend additional dollars. All of
these proposals stand to restrict the ability of local governments to

provide necessary services or adjust to changing conditions.

The fundamental issue is how to allocate the tax burden among
various groups such that it is equitable, efficient, and minimally
detrimental to the economy. If taxes result in a disincentive for
businesses to invest, expand, and create jobs, all Texans lose. If
individuals alter their behavior patterns due to tax considerations,
there can also be negative consequences for the economy. If
improper constraints result in a secular decline in public services
and resources, then the state will surrender the competitive edge
that it presently enjoys in attracting and retaining business

enterprises.

The Perryman Group (TPG) was recently asked to analyze
limitations on local government activity and their effects on the
economy in Texas. This report summarizes findings from this

endeavor.

Local Tax Characteristics and Background

Property tax relief has become a major goal among many Texas
legislators and other public officials, business and community
leaders, and citizens across the state. The reasons for support

may vary, but one point of agreement is that local governments are
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heavily dependant on property tax receipts for their ongoing

operations.

More than 80% of all tax receipts to local governments stem from
property taxation. For school districts, the proportion is even
higher. Thus, any highly restrictive cap on property tax appraisals
or revenues, no matter how it is structured, can severely hamper
the activity of local governments to meet legitimate (and often

legally mandated) needs.

Property taxes have certainly risen over the past decade. Focusing
only on this upward pattern, however, ignores the issues of the cost
of providing local services given increasing costs of most services
and growing populations. Any initiative aimed at changing the
property tax parameters must incorporate provisions to assure that
the capacity of local governments to fulfill their proper role in

society and the economy is not impaired.

Problems with Appraisal Caps and Revenue or Expenditure Limitations

Although appraisal caps and revenue or spending limitations may
have the appearance on the surface of valid methods for reducing
the property tax burden, in reality, they involve many undesirable
characteristics. Evidence from areas with severe restraints in place
demonstrates that they lead to fiscal problems, arbitrary inequities,

and detriments to economic progress.

By restricting the capacity of local governments to provide services,
appraisal caps, revenue limits, and expenditure limits lead to a
reduction in the quality of life and economic performance of
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the state. If infrastructure investments are delayed, for example,

productivity suffers. If school districts are unable to raise funds to U
meet their needs, educational quality declines. In addition, local

governments are forced to operate in a less efficient manner if they

are compelled to deal with perpetual fiscal crises.

The end result is a deviation from the optimal growth pattern for
local areas and, hence, the economy as a whole. Some of the
major channels through which these effects are manifested include

the following.

v’ Limitations on appraisals and revenue limitations restrict the
flexibility of local governments to respond to changing
needs, emergency situations, and State and federal
mandates. Texas cities and counties vary markedly in their

characteristics, their needs, and their capacity to generate

tax revenue under various structures. A limit on the flexibility
of local governments to change tax rates in response to
needs specific to their areas will clearly inhibit their capacity
to respond to the requirements and priorities of their

residents.

v Appraisal caps and revenue limitations bear no relation to
the legitimate demand for costs of public services provided
by local governments. Revenue limitations do not account
for demographic shifts, industrial development, and other
factors that legitimately impact the demand for public
services. In particular, they constrain the capacity of high-
growth regions to meet public service and expanded

infrastructure needs.
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v Appraisal caps and revenue and expenditure limitations
adversely impact bond ratings, thus limiting the ability to
meet vital infrastructure needs and raising the cost structure
of local governments. Bond ratings agencies analyze
outstanding debt and the capacity to raise additional funds in
assigning ratings. To the extent that local governments fail
to measure up as well along these parameters, bond ratings
will be affected, thus restricting the ability to use such debt

vehicles and increasing their costs.

v’ Appraisal caps and revenue or spending limitations create a
ratcheting down of revenue generating capacity in times of
weak economic growth and declines in property values.

Poor economic performance can cause local government
revenue to fall; property values are particularly prone to
cycles, both in the general economy and in the real estate
market. When revenue or appraised values drop, the new,
lower level becomes the base from which future expansion is
calculated. A tax structure that resets the base at the trough
of every cycle will inevitably fail to adequately provide for

local needs over an extended time horizon.

v' Empirical studies indicate that property values are
depressed by appraisal caps and revenue/expenditure
limitations. One component of property values is related to
the provision of local services. In school districts perceived
to be excellent, for example, there is a positive effect on
property values. In cities and counties which provide
excellent services, from water supplies to law enforcement to
roads, property values are higher than in areas without these
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attributes. Appraisal caps and other restrictions on the

ability to provide needed services depress property values.

In addition to these problems, which are common to all types of
restrictions, appraisal caps also raise specific concerns in other
areas. Currently, the annual amount by which appraised values for
residences can rise is limited to 10%. This limitation is already
leading to billions of dollars in value loss and reductions in available

revenues.

v'Limitations on appraisals distort market outcomes and create
systematic inequities among taxpayers. Valuation change
limitations of the magnitude currently under consideration
have the effect of arbitrarily redistributing the tax burden.
The timing of the purchase of a real estate asset can be the
driving factor in the total tax bill rather than the underlying

value of the property.

v’ Appraisal caps tend to be regressive. Appraisal caps lead to
greater reductions in fiscal resources (1) the more rapidly
property values are rising and (2) the higher priced the
properties are. The result is that those in disadvantaged
neighborhoods and income groups subsidize those who are

more fortunate.

v’ Appraisal caps discourage real estate market activity and
new home purchases. Caps on assessed values also
introduce a disincentive to buy and sell property if a
sale/purchase results in a significantly higher tax appraisal.
Homeowners who remain in their homes could enjoy tax bills

far lower than market levels; caps could keep appraised )
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values far below market values. There would, thus, be an
incentive to remain in their current homes to maintain the
favorable tax status. The real estate market would therefore
be harmed. Analogously, appraisal caps discourage

migration to the state by prospective homeowners.

Appraisal caps systematically provide incentives to use
economic development resources inefficiently and limit long-
term growth. Past incentives for major corporate locations
have been based on the assumption of rising property
values. As changes in the tax structure affect these
parameters, the implications for local governments can be
substantial. In fact, local governments will have an incentive
to use economic development revenues to attract retail
establishments which contribute sales taxes to local coffers
rather than manufacturers with highly constrained assessed
property values. The result would be a shift toward lower
value-added and less export-oriented enterprises, thus

reducing long-term economic expansion.

Appraisal caps penalize business startups. In an
appreciating market, valuation change limitations benefit
existing property owners at the expense of new buyers. For
example, a business owner who had owned a location for
many years might be paying taxes far below a competitor
who recently purchased. This reduces the capacity of new
owners to compete effectively, with corresponding

detrimental effects on consumers.

Appraisal caps arbitrarily create disparities among

categories of property. If appraisal caps apply only to
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residential homesteads (as in the current 10% cap), a
portion of the property tax burden shifts to other types of real
property which are not subject to the cap. On the other
hand, appraisal caps applied to all real property would shift
relative costs to homeowners in the case of economic
recovery or growth, when commercial property values could
be expected to rise at rates significantly higher than a 3%

limit.

In addition to the problems outlined above, revenue or

expenditure limitations create further difficulties.

v' The Consumer Price Index, which is often used as part of a
formula for determining expenditure limits, is based on
purchases by typical individuals and, thus, is not a reliable
indicator of the cost of government services. The Consumer

Price Index (CPI) is a measure of price changes which relies
on a “market basket” of goods such as food, clothing, and
other goods and services purchased by typical consumers.
The purchasing patterns of local governments vary greatly
from the market basket incorporated in the CPI, which is
determined based on typical spending by an individual or
household. In a similar manner, population changes are
often not clearly correlated with expenditure or revenue

requirements.

v Revenue or expenditure limitations typically result in
substantial increases in State funding of local services.
Because of its heavy reliance on local governments and
property taxes, Texas is more vulnerable than other states to

dislocations from appraisal caps or spending/revenue o
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limitations. In other states implementing such constraints,
state aid is far greater than it is in Texas. Revenue

limitations have caused major dislocations in areas across

the nation.

In summary, appraisal caps and other limits have created
substantial problems in providing adequate revenues in states
where they have been implemented, resulting in major
disparities among taxpayers, increases in other taxes, and
significant increases in State transfers to local governments.
They have also distorted economic behavior and limited growth

potential.

Impact Assessment Results

TPG developed alternative scenarios regarding the ultimate level of
appraisal caps and expenditure or revenue limitations that might be
implemented. These scenarios are based on specific legislative
proposals and other parameters which are frequently discussed
within the policy process. Reduced quality of local services results
in foregone productivity in all aspects of the business complex. In

addition, these losses compound over time.

Appraisal Caps

In order to assess the potential impact of implementing more
restrictive appraisal caps, two scenarios were developed. In the
first case, it is assumed that the appraised value of property
remaining with the same owner can rise by no more than 3% and
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that the long-term increase in baseline values occur at a constant

rate. In the second, the appraised value change is again capped at

3% with baseline increases reflecting a typical cyclical growth

pattern which includes reductions in Years 2 and 7, but overall

expansion over ten years at the same rate as the constant growth

framework.

Net Estimated Losses in Texas Business Activity

Due to Appraisal Caps

)

Scenario 1: 3% Appraisal Scenario 2: 3% Appraisal
Cap and Constant Growth in Cap and Typical Cyclical
Baseline Values Growth in Baseline Values
Year 10 After | Cumulative | Year 10 After | Cumulative
Implementation | Over First | Implementation | Over First
(annual impact) 10 Years | (annual impact) 10 Years j
Total -$20.979 . -$22.504
) -$4.343 billion -$5.134 billion .
Expenditures billion billion
Gross . -$10.003 . -$10.774
-$2.071 billion -$2.448 billion .
Product billion billion
Personal -$6.515 n -$7.017
-$1.349 billion -$1.594 billion .
Income billion billion
155,426 -167,396
-32,175 -38,037
Employment Person- Person-
Permanent Jobs Permanent Jobs
Years Years
The higher levels of decrease in business activity in the second
case also illustrate the ratcheting effect of cyclical patterns. It
should be further noted that (1) all of these adverse consequences
accumulate and increase over time and that (2) further declines are
‘v
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likely as the state’s competitiveness in attracting new industry will

be eroded by the lack of adequate support services.

Expenditure Caps

Net Estimated Losses in Texas Business Activity

Due to Expenditure Caps

Cap Equal to the Annual Growth Rate in

Population and the CPI

Year 10 After
Implementation

Cumulative Over First 10

. Years

(annual impact)

Total .

_ -$20.727 billion -$102.139 billion

Expenditures

Gross .
-$9.883 billion -$48.704 billion

Product

Personal -
-$6.437 billion -$31.719 billion

Income

Employment -153,559 Permanent Jobs -756,723 Person-Years

Note that these values are much larger than those in other

scenarios as expenditure limits apply to the entire budget of a local

government and not merely the portion derived from property taxes.

Revenue Limitations

Curtailing the ability of local governments to generate needed funds

and otherwise respond to evolving conditions could be expected to

Xi

perrymangroup.com -

© 2005 by The Perryman Group




bring economic harms. Without sufficient revenues, the quality of

local government services would decline, leading to lost productivity

throughout the economy. Although not implicitly quantified, they

could also ultimately result in a decline in competitiveness for new

locations, expansions, and relocations of highly desirable

enterprises with significant need for governmental services.

Net Estimated Losses in Texas Business Activity Due to

Local Property Tax Revenue Limitations

-

Scenario 1: 3% Cap on
Growth in Local Property
Tax Revenue and Constant
Growth in Baseline

Scenario 1: 3% Cap on
Growth in Local Property
Tax Revenue and Typical

Cyclical Growth in Baseline

)

Revenues Revenues
Year 10 After | Cumulative | Year 10 After | Cumulative
Implementation | Over First | Implementation | Over First
(annual impact) | 10 Years | (annual impact) | 10 Years'
Total . -$54.592 - -$58.796
_ -$10.783 billion -$11.613 billion .
Expenditures billion billion
Gross . -$26.032 . -$28.036
-$5.142 billion . -$5.538 billion -
Product billion billion
Personal n -$16.953 . -$18.259
-$3.349 billion -$3.607 billion .
Income billion billion
-404,460 -435,607
-79,889 -86,041
Employment Person- Person-
Permanent Jobs Permanent Jobs
Years Years

The following scenarios are included because they reflect one of

the proposals that has been widely discussed during the current

school finance debate.

Xii
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Net Estimated Losses in Texas Business Activity Due to

Local Property Tax and School District Tax Revenue

Limitations

Scenario 3: 6% Cap on

Scenario 3: 6% Cap on .
School District Property Tax S;Zg:;ﬁ;sstgzt(’l’:;";pg:g (‘)I':x

Revenues and 3% Cap on
Other Local Property Tax
Other Local Property Tax Revenues and Typical

Revenues and Constant . . .
Growth in Baseline Values Cyclical Growth in Baseline

Values
Year 10 After | Cumulative | Year 10 After | Cumulative
Implementation | Over First | Implementation | Over First
(annual impact) | 10 Years | (annual impact) | 10 Years
Total o -$35.950 N -$38.719
_ -$7.211 billion N -$7.766 billion N
Expenditures billion billion
Gross _ -$17.143 » -$18.463
-$3.438 billion N -$3.703 billion -
Product billion billion
Personal -$11.164 -$12.024
-$2.239 billion - -$2.412 billion L
Income billion billion
-266,348 -286,859
-53,422 -57,536
Employment Person- Person-
Permanent Jobs Permanent Jobs
Years Years

Clearly, revenue limitations stand to significantly dampen economic
performance; these effects would compound and grow markedly in
the future.

Conclusion

There is no doubt that the current Texas tax structure, particularly

the high degree of local government reliance on property taxes, is
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in need of reform. It is not keeping pace with the need for funds
and it is dampening economic performance. However, it is crucial
that any changes implemented represent real improvement, rather

than illusory gains at the cost of future well-being.

While property tax rate reductions and corresponding shifts to a
more equitable and efficient funding mechanism for public schools
will notably improve the fiscal structure of the state, such initiatives
must be accomplished without introducing further, and particularly
more serious, problems. There are proposals surfacing which
represent notable mechanisms for improving the tax system in the
state. These efforts should not be accompanied, however, by the
introduction of the additional and compounding problems
associated with severely reducing local government resources and
flexibility.

In summary, artificial limits on the flexibility of local governments to
provide for the legitimate and expanding requirements of their
citizens are contrary to basic economic principles of optimality, can
generate substantial inequities, and needlessly reduce the capacity
of local governments to function effectively and efficiently.
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Issues Pertaining to Exemptions for Community Housing Development
Organizations (CHDOs) and Related Appraisal of Nonexempt Low-Income
Housing

By Jim Robinson, Chief Appraiser, Harris County Appraisal District (HCAD)
In Behalf of the Texas Association of Appraisal Districts

Community Housing Development Organization (CHDO) Exemptions
Constitutional Authorization:

Art. VIII, Sec. 2(a), .. . the legislature may, by general laws, exempt from taxation . ..
all buildings used exclusively and owned by ... institutions engaged primarily
in public charitable functions. .. and all laws exempting property from taxation
other than the property mentioned in this Section shall be null and void.”

Statutory Authorization:

For property that first received exemption in 2003 or earlier: Sec. 11.182, Tax Code,
provides a total exemption for improved and unimproved property held for sale or
rental to low or moderate income individuals or families.

For all other property: Sec. 11.1825, Tax Code, provides a partial exemption for
property constructed or rehabbed for sale or rental to low or moderate income
individuals or families. In most counties, the exemption is 50% of the appraised
value of the property. In Harris and other counties of at least 1.4 million, the
exemption is 50% of appraised value for property held for sale, and an amount set
at local option for property held for rental. In counties with a 1.4 million or greater
population, the exemption must first be approved by the governing bodies of the
applicable taxing units.

Monitoring provisions: Sec. 11.1826, Tax Code, requires organizations receiving
either type of exemption to annually provide to the chief appraiser (and the Texas
Department of Housing and Community Affairs) an audit conducted by an
independent auditor which includes an opinion on whether the organization has
complied with all of the applicable legal requirements for exemption.

Appraisal: Secs.11.1826, 23.21, and 23.215, Tax Code, address appraisal of property
used for low income housing. These sections impact the valuation of CHDO property
that does not qualify for exemption.

Problems in Implementation:

Limited Partnerships: The federal government has enacted a tax credit program to
encourage private investment in low income housing. To tap this financing, some
CHDO's created limited partnerships that own the financed property. The limited
partnership arrangement typically consists of the CHDO as a general partner, and



several private, for profit, limited partners who receive the tax credits. Typically,
the CHDO actually owns a tiny percentage of the project, while the majority is
owned by the limited partners. When the CHDO exemption was enacted in 1997, it
applied only to property “owned” by the CHDO. The section was amended in 2001
and again in 2004 to attempt to extend the exemption to tax credit limited
partnerships.

When the partnership language was added, the legislature did not delete the
requirement that the CHDO must own the property. Neither did it provide explicitly
that the partnership was entitled to exemption in its own right. To harmonize the
amendment, the First and 14t Courts of Appeal have construed the partnership
language in Sec. 11.182 to apply only in circumstances where a partnership holds
legal title but the CHDO is the equitable owner of the property.!  To obtain the
credits, the investors must have a real ownership interest in the property. Itis
probably not possible to structure an arrangement in which the CHDO has sufficient
interest to gain exemption under Sec. 11.182 and the investors have sufficient
interest to obtain the tax credits under the Internal Revenue Code.

The San Antonio Court of Appeals, in Jim Wells County Appraisal District v.
Cameron Village, Ltd., No. 04-06-00284-CV (Tex. App.—San Antonio, 238 SW 3d
769 (pet. denied) has ruled that a for-profit partnership cannot qualify for
exemption as a matter of constitutional law. The Court stated:

“under the Texas Constitution, to qualify for a CHDO exemption as an entity
engaged primarily in a public charitable function, the CHDO must own the
property; a for-profit limited partnership which is not a CHDO would not
qualify.”

Both Primrose? and Jim Wells CAD were appealed to the Texas Supreme Court,
and the Court denied the petition in both cases.3 These cases are binding in their
respective court of appeal districts, and the denial of the petition gives them strong
precedential value elsewhere in Texas. In short, chief appraisers in these court of
appeal districts, which include Harris, Fort Bend, Brazoria, Galveston, Bexar, Webb,
and many other counties, simply cannot grant a CHDO exemption under Sec. 11.182
to property that is owned by a for-profit limited partnership.

1 Harris County Appraisal District v. Primrose Houston 7 Housing, L.P., No. 01-06-00691-CV
(Tex. App.—Houston [15t Dist.] 238 SW3d 782, 2007 (pet. denied). American Housing Foundation
v. Harris County Appraisal Dist. 283 S.W.3d 76,Tex.App.-Houston [14 Dist.],2009. See also TRQ
Captain's Landing L.P. v. Galveston Central Appraisal Dist., 212 S.W.3d 726, Tex.App.-Hous. (1
Dist.), 2006, review granted 2007, appeal abated 2009.

2 Harris County Appraisal District v. Primrose Houston 7 Housing, L.P., No. 01-06-00691-CV
(Tex. App.—Houston [1st Dist.] 238 SW3d 782, 2007 (pet. denied).

3 TRQ Captains’ Landing was also appealed, but is abated at this time and the Supreme Court has
not acted on the petition.



Sec. 11.1825, which was enacted later than Sec. 11.182, expressly provides an
exemption for property owned by a partnership that is nota CHDO.* There are no
reported cases on this section, but the ruling in Jim Wells CAD calls its
constitutionality into question. It is likely that another round of litigation will take
place over Sec. 11.1825. Sec. 11.43(i), Tax Code, requires a chief appraiser to back -
assess erroneously exempted property for up to five years. The Texas Supreme
Court has ruled that this duty is not discretionary. Atascosa County v. Atascosa
Appraisal District, 990 SW 2d 255, Tex. 1999.

Compliance Reporting: The audit requirement in Sec. 11.1826 is administratively
troublesome. Small organizations claim they cannot afford the cost. Some auditors
state that they are unwilling to give an opinion about legal compliance. Audits are
rarely provided without prodding. There are no reported cases on this issue. On the
other hand, many of the requirements of the statutes are extremely detailed. One
case has denied an exemption on the basis of the organization’s failure to comply
with requirements regarding representation on its board of directors. American
Heritage Apartments, Inc. v. Bowie County Appraisal Dist. 196 S.W.3d 850
Tex.App.-Texarkana, 2006.

Housing for Moderate Income Persons: This has been the subject of one reported
case, which held that the fact that the organization provides housing to moderate as
well as low income persons does not affect the right to exemption. American
Heritage Apartments, Inc. v. Bowie County Appraisal Dist. (App. 6 Dist. 2006)
196 S.W.3d 850, review denied, rehearing of petition for review denied.

Appraisal: Sec.11.1825, in addition to granting a partial exemption to CHDO
property, provides specific instructions for appraisal of CHDO property. These
instructions require the appraisal district to consider restrictions on rental income
and to use the same capitalization rate used for other rent-restricted property in
appraising CHDO property. While this provision has not been the subject of
reported litigation, there is considerable disagreement around the state about the
degree to which restrictions affect income and the appropriate capitalization rate.
Harris CAD alone has 92 suits contesting appraisal of CHDO property.

The issue of CHDO exemptions has become the subject of heated controversy,
particularly in Bexar County where the exemptions of a number of CHDOs were
cancelled by the chief appraiser. A recent San Antonio newspaper article indicates
that the Bexar County chief appraiser has been the subject of intense political
pressure to grant these exemptions, which he arguably cannot do given the
previously cited ruling of the San Antonio Court of Appeals.

On the basis of this predicament, a better option for the Legislature may well be to
allow either the Texas Department of Housing and Community Affairs, or the

+Sec. 11.1825(c).



Comptroller, to determine eligibility for the exemption and simply notify the chief
appraiser of the decision.

Perhaps the Legislature should also reexamine the overall public policy issues
related to the exemption and appraisal of these properties. The attached technical
paper and related exhibits raise a number of questions that are worthy of further
study.



EXEMPTIONS
Community Housing Development Organization (CHDO)
&
Related Appraisal of Nonexempt Low-Income Housing

I
The Tax Code § 11.182 CHDO 100% Exemption

Issue: The Legislature should not reopen this exemption for low-income
and moderate-income housing. The Legislature should consider the re-
examination of existing (grandfathered) CHDO exemptions, to eliminate
improper 100% exemptions, and to provide meaningful guidelines and
oversight for those that continue.

Problems in Implementation and Administration: see Primrose Houston 7
Housing , L.P. v. Harris County Appraisal District and Harris County
Appraisal Review Board, 238 SSW.3d 782 (Tex. App.-Houston [1st Dist.]
2007, review denied by the Texas Supreme Court - Feb. 2010) (copy
attached as Exhibit A).

1. Statutory basis for claimed 100% exemption: Texas Property Tax
Code (“Tax Code”) § 11.182 (property that received exemption in 2003 or
earlier) (copy attached as Exhibit B); Tex. Tax Code Ann. § 11.182 (Vernon
2008).

11. Problem. HCAD must continue to administer existing
exemptions, many of which are not warranted. The statute does not
provide meaningful guidelines or provide for meaningful oversight,
or funding for such oversight. A central appraisal district (‘CAD”)
does not have the resources to investigate each exemption to the
fullest extent. Conversely, it has been shown that the financial
incentives to the developers of these projects has motivated
creativity. See the Legislative history, below.

2. Primrose Houston 7 Housing, L.P. (“Primrose.”) demanded a 100 %
property tax exemption for its 280 unit apartment complex on 9.77 acres

CHDO Exemptions 1
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(“subject property” or “subject apartments”), several miles north of
downtown Houston. According to Primrose, once it had obtained its
various forms of public financing, HCAD had no right or authority to
inquire further or otherwise interfere with its provision of, allegedly, low-
income housing. This was a common defense by developers of these
projects. HCAD reviewed the application, the facts then available, and the
law, and denied the exemption. Primrose filed suit in District Court.
Primrose prevailed in the trial court. HCAD won the case on appeal: the
exemption was denied. In February 2010, the Texas Supreme Court
refused to review the decision of the First Court of Appeals.

21. Problem: Although the Legislature is aware of repeated
abuses surrounding CHDO exemptions, Harris County
taxpayers were required to fund HCAD’s defense costs in this
case. See Tax Code § 6.06(d) (appraisal district budget: taxing
units pay proportionate shares). This is a double-dip of
taxpayer dollars. That is, the beneficiaries of these exemptions
are motivated to vigorously pursue them, litigate their denial,
and the defense of the CAD is funded by taxpayer dollars - the
same taxpayers who pay more in taxes when/if the properties
are exempted.

2.2, Like Primrose, other CHDO related projects obtain public
financing and Federal low income housing tax credits
(“LIHTC"). Developers vie for these lucrative benefits and
litigate, whether qualified or not, to also receive the 100%
exemption under the Tax Code. Federal LIHTCs are awarded
through the Texas Department of Housing and Community
Affairs and, at the local level, through the Counties: in this
case, by the Harris County Housing Finance Corporation.

2.3. Problem: With no real oversight of low income housing
or CHDO exemptions, the burden of investigation rested
entirely on HCAD. The law is established: “[s]tatutory
exemptions from taxation are subject to strict construction
because they undermine equality and uniformity by placinga
greater burden on some taxpaying businesses and individuals

CHDO Exemptions 2
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3.

rather than placing the burden on all taxpayers equally.” N.
Alamo Water Supply Corp. v. Willacy County Appraisal Dist., 804
SW.2d 894, 899 (Tex. 1991) (Emphasis added). However, in
connection with CHDO exemptions, the applicant is not
required to disclose facts detrimental to the success of its
application. Ultimately, in litigation, the discovery process
must be followed, which is expensive and time consuming.
Enforcement through CAD litigation is not practical, and is
tantamount to an unfunded mandate with taxpayer dollars
being used to investigate poorly crafted exemptions.

Issue presented to the Courts: Primrose L.P. was not a charitable
organization, it retained full marketable title to the subject apartments, and it
did not qualify for the exemption under Tax Code § 11.18. HCAD was
required to expose these facts, and finally disqualify Primrose, through the

litigation process.

3.1. “Not a charitable organization”: Primrose was a for-
profit limited partnership. It was not a “charitable
organization,” as required by the Texas Constitution and Tax
Code § 11.18. It was not “engaged primarily in public
charitable functions,” though that is a requirement in the
Constitution and Tax Code § 11.18(d). Constitution, Art. VI,
Sec. 2(a) (“buildings used exclusively and owned by ... institutions
engaged primarily in public charitable functions ...."). Primrose
argued that it qualified because the nominal CHDO was
engaged primarily in public charitable functions. This
argument was form over substance.

32 “Retained full marketable title”: Primrose owned, and
would have still owned, the subject property after expiration of
the restriction period attendant to its Federal LIHTCs. To the
contrary, Tax Code § 11.18(f) requires continued ownership by
a charitable, religious, etc. organization. Such a blatant abuse
was, nonetheless, presented by Primrose to the Courts as valid
and authorized by the Legislature. Other property owners who
sought the exemption crafted similar, byzantine schemes: a

CHDO Exemptions 3
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100% exempt property that would devolve into private
ownership, at taxpayer expense.

3.3. Without the 100% property tax exemption, Tax Code
§ 23.215, Appraisal of Nonexempt Low-Income Housing, is
applied to appraise the subject apartments. Tax Code § 23.215
prescribes a statutory methodology for the appraisal of
nonexempt low or moderate income housing that is financed
under the Federal LIHTC program, and it requires
consideration of restrictions on the project. Section 23.215 is
discussed further, below.

4. Role of the CHDO. Primrose argued that Tax Code § 11.182(e)
contemplated ownership by a limited partnership, which controlled the
CHDO, notwithstanding the inherent conflict with the Constitution, art.
VIII, Sec. 2(a), and Tax Code § 11.18 - charitable organizations.

41. Did the mere insertion of a CHDO within the for-profit
organizational scheme of Primrose result in an entitlement to
the 100% exemption? No. In this case, Primrose’s claim of
entitlement to a 100% property tax exemption for 2003, and all
subsequent years, rested upon an unrecorded assignment of a de
minimis partnership interest (0.01%) to the CHDO, Southeast
Partners, superimposing the CHDO in its limited partnership
organizational scheme for the sole purpose of claiming the
exemption.

5.  In the litigation, Primrose raised the rhetorical banner of "affordable
housing," while asserting that “"HCAD’s interpretation does nothing more
than deter the construction and operation of . . . beneficial charitable
operations.” However, HCAD exposed the Primrose operations as an
investment, not a ‘charitable operation” as Primrose asserted. Ultimately,
the Courts agreed with HCAD and the exemption was denied in its
entirety.

CHDO Exemptions 4
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6. The Federal LIHTCs Program. Primrose financed the subject
apartments in part with low-income housing tax credits, or LIHTCs, which
were distributed to its partners:

e “The Low-income Housing Tax Credit [LIHTC] is a credit
against regular tax liability for investments in affordable
housing projects . ...”

Catherine Such, Low-Income Housing Tax Credits, Community
Investments, a publication of the Federal Reserve Bank of San Francisco,
Vol. 14, No.1, March 2002, at 6.

o “The [LIHTC] credit is a dollar for dollar reduction of the
investor’s federal income tax liability . ... Tax credits are
generated when a developer, either for-profit or non-
profit, 1 builds an affordable housing rental development.
... The investor is buying a financial asset in the form of
a stream of tax benefits (both credits and losses associated
with depreciation and interest) with real estate
supporting the asset.” (Id. at3.)

o “There is an active secondary market for credits . . . ."?2
(Id. at4.)

e As a result, “[tlhe program has been very successful,
creating over 100,000 [affordable housing] units annually
and spawning hundreds of millions of dollars in
investments.” (Id. at 3.)

7. It is important to note that the Federal LIHTC program has been
“yery successful” in stimulating affordable housing, and this success has

1 The Internal Revenue Code requires a set-aside allocation of low-income housing tax
credits to non-profit organizations. 26 U.S.C. § 42(h)(5).

2 Primrose, a for-profit organization, contended erroneously that "[b]ecause non-profit
entities most often are tax-exempt, they cannot benefit from tax credits . . . ."

CHDO Exemptions 5
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been achieved independently of the total property tax exemption in issue
in Primrose. That is, the Federal LIHTC program is not tied to or
dependent on the exemption under Tax Code § 11.182.

e See, for example: Low Income Housing Credit, Internal
Revenue Service, TPDS No. 89018M: "[A]n allocating
agency is to provide no more credits than . . . necessary to
ensure the project's financial feasibility . . . ."

That is, the Federal LIHTCs are provided to “ensure the project’s financial
feasibility” without additional consideration of a 100% property tax
exemption under Texas law.

8. Documented abuse of the Tax Code § 11.182 exemption. The First
Court of Appeals recounted the 2001 legislative history of the § 11.182
exemption in TRQ Captain’s Landing L.P. v. Galveston Central Appraisal
District, 212 S.W. 3d 726, 735 (Tex. App.-Houston [ 1st Dist.] 2006, review
pending in the Texas Supreme Court):

In 2001, the Legislature became concerned that
organizations were too easily qualifying for tax exemptions
under subsection 11.182(b). . . . To counteract this, the
Legislature enacted subsection 11.182(d) . . . and 11.182(e). . . .
Recognizing the former abuse and the purpose of the reform . . .
[it was] stated . . . ‘It is not uncommon for abuses to occur when
tax exemptions are not backed by rigorous measures, so this bill
tightens regulations and enhances the reinvestment program.’

9.  Although subsections 11.182(d) and (e) represented attempts to
tighten the regulations, their effectiveness was disproven after only 24
months (effective January 1, 2002, through December 31, 2003); Acts 2001,
77th Leg., ch. 1191, § 1, eff. Jan. 1, 2002; Acts 2003, 78t Leg., ch. 1156, §§ 1, 2,
eff. Jan. 1,2004.) Tax Code § 11.182(j) was added, which provides:

An organization may not receive an exemption . . . for a
tax year beginning on or after January 1, 2004, unless the

CHDO Exemptions 6
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organization received an exemption under that subsection for
that property for any part of the 2003 tax year.

Acts 2003, 78™ Leg., ch. 1156, §§ 1, 2, eff. Jan. 1, 2004. Thus, as a direct
result of recognized abuses, section 11.182 was no longer available to new
applicants after December 31, 2003.

10. The Senate bill analysis pinpointed the problems which caused the
elimination of § 11.182:

Acts of the 75t and 77t Texas Legislatures created the
Community Housing Development Organization (CHDO)
exemption whereby a non-profit organization under an
unrelated federal statute could be exempted from paying ad
valorem taxes on property offered in furtherance of providing
affordable housing to low-income and moderate-income
individuals and families. C.S.H.B. 3546 eliminates the former

) | CHDO exemption and institutes more stringent guidelines for
future exemptions. This bill also provides a grandfather
exception for an organization currently receiving an exemption
under Section 11.182, Tax Code.

Texas Senate Intergovernmental Relations Committee, Bill Analysis,
C.S.H.B. 3546, 78t Leg., R.S. (2003).

11. The House Committee, Local Government Ways and Means, echoed
the problems that required elimination of the § 11.182 exemption:

Acts of the 75th and 77th Legislatures created the Community
Housing Development Provider (CHDO) exemption whereby a
non-profit organization ambiguously organized under an
arguably unrelated federal statute could exempt from ad
valorem taxes property offered in furtherance of providing
affordable housing to low-income and moderate-income
individuals and families. With no particular guidelines in

‘.J place, other than charitable 501(c)(3) standards, significant tax
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base has been lost to local taxing units with arguably little or no
net gain in affordable housing. Moreover, an unintended
consequence of the exemption has been a significant non-
appropriated appropriation from general revenue due to
elements of the state school funding financing formula which
require public schools to be reimbursed out of general revenue
due to elements of the state school funding financing formula . .
. for diminutions in property tax base. Projected general
revenue reimbursements to school districts for CHDO-related
transactions is estimated at approximately $48 million for the
2004-2005 Biennium. Furthermore, conservative estimates of
total tax base lost due [to] CHDO transactions equal at least
one-half billion dollars. Committee Substitute House Bill 3546
aims to eliminate the current CHDO exemption, and limit and
modify future exemptions.

CSHB 3546 eliminates and grandfathers the former CHDO
exemption and institutes much stricter guidelines for future
exemptions.

However, these problems persist to this day for the grandfathered § 11.182
CHDO exemptions: (i) the complete absence of guidelines and oversight,
(ii) little or no net gain in affordable housing, and (iii) lost tax base.

12. An example of ongoing problems: the audit. There is an annual audit
requirement for CHDO exempted properties: § 11.182(g). These audits are
well-known to be perfunctory and ineffective, both by the property owners
and CADs. HCAD is currently engaged in litigation of an exemption
denial, arising from a dispute over such an audit.

12.1. The subsequent owner, which is not exempt, realized
after purchasing what had been a low-income rental property,
previously owned by an exempt owner, that the final year audit
was not filed and that the exemption had been revoked for that
year. The new, nonexempt owner sued HCAD to have the
prior owner’s exemption reinstated, and thereby avoid that tax
liability. Approximately two (2) years after the year the audit

CHDO Exemptions 8
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was due, the new owner arranged to have the audit filed,
ostensibly by the “prior” owner. The new, nonexempt owner
asserts that the statute contains no deadline to file an audit, and
that the property should be exempt for that earlier year, during
which time it did not own the property.

It is HCAD's position that, as a matter of law, the exemption cannot be
reinstated for the new owner retroactively, and the audit was simply too
late. Yet the trial court denied HCAD’s motion for summary judgment
(matter of law) on this defense, and the new owner /Plaintiff has requested
ajury trial. The case is set for trial in the Summer, 2010.

IT.
The Tax Code § 11.1825 CHDO 50 % Exemption

Issue: The Tax Code § 11.1825 CHDO 50 % exemption should not be
expanded. The Legislature should consider providing for meaningful
audits, guidelines, and oversight of these exemptions.

Problems in Implementation and Administration: Effective January 1,
2004, this newly adopted exemption provision, § 11.1825, went into effect.
(Copy attached as Exhibit C); Tex. Tax Code Ann. § 11.1825 (Vernon 2008).)

13.  Section 11.1825(c), as written, specifically allows ownership by a
limited partnership. Section 11.1825 also contains provisions applicable to
Harris County (population of at least 1.4 million), which require a written
request for approval of a 50 % exemption from the governing body of a
taxing unit, and official action by the body. In other counties, below the
population threshold of 1.4 million, a 50 % exemption of the appraised
value is available upon application, without the prerequisite of taxing unit
approval. Tex. Tax Code Ann. § 11.1825(c), (s), (v), (W), (x), and (y).

14. The local option provision has slowed the flow of affordable housing
exemption applications in Harris County. There are applications pending,
and others are expected, as a direct consequence of the continued
attractiveness of these ventures to developers. To illustrate, the Dallas

CHDO Exemptions 9
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Independent School District was challenged in district court for denying an
exemption requested pursuant to Tax Code § 11.1825: ultimately, the Dallas
Court of Appeals upheld the School District’s denial. Dallas Ind. School
Dist. v. Outreach Housing Corporation/DeSoto I, Ltd., 251 S.W.3d 152 (Tex.
App. - Dallas 2008, pet. denied).

15. Otherwise, Tax Code § 11.1825 has not been interpreted by the
appellate courts, and further challenges can be expected. The statute
permits private ownership, contrary to both the Constitution and the
interrelated Tax Code provisions (e.g., § 11.18), and it does not provide
meaningful guidelines or oversight.

16. Partially exempt (50 %) properties are appraised by the income
approach. This is problematic, because substantial sums are paid to the
developers up-front on these projects, such as promotion, design, and
construction management charges. This is not considered income to the
project, but it is profitable to the developer/promoter. The profitable
development of the project is therefore hidden during the income appraisal
process (rental income/restrictions), required by subsection 11.1825(q).

17. Section § 11.1825(q) requires the Chief Appraiser to publish a
capitalization rate, used in the income approach. This is problematic, as
there has been no agreement on an appropriate rate. Attempts by the
industry to have the Legislature adopt a favorable capitalization rate failed
(see C.S.H.B. 1044, 78t Leg., R.S. [2003]) leaving this task, and the attendant
litigation, to appraisal districts, taxing units, and taxpayers to fund.

CHDO Exemptions 10
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ITT.
Tax Code 8§ 23.215: Appraisal of Nonexempt Property Used for Low-
Income or Moderate Income Housing

Issue: Tax Code § 23.215 calls into question the need for either of the
exemptions discussed above. Tax Code § 23.215 should not be expanded.
The Legislature should consider providing for meaningful guidelines,
oversight, audits, and enforcement of these nonexempt, affordable housing
properties.

Problems in Implementation and Administration: Tax Code § 23.215 was
adopted effective January 1, 2004. (Copy attached as Exhibit D); Tex. Tax
Code Ann. § 23.215 ( Vernon 2008).) It applies to the appraisal of
properties that do not receive an exemption under Sections 11.182 or
11.1825.

18. The Chief Appraiser shall appraise these properties in the manner
provided by Section 11.1825(q) (50 % exempt properties): that is, using the
income approach, using the CAD published capitalization rate, and
considering the restrictions on renters’ income and rents, if any.

19. Currently HCAD is involved in approximately 96 lawsuits
challenging the mandated single, published capitalization rate used in the
income approach to appraisal. Properties vary considerably, and owners
argue for different capitalization rates applicable to their properties. Also,
another set of variables are the restrictions on renters’” income, and rent
restrictions themselves, which, as applied, are nebulous. As a consequence,
rents charged may approach or even exceed market rental rates.
Nonetheless, owners of these properties cite the restrictions, valid or not, as
requiring higher capitalization rates to lower appraised values of their
properties. In addition, allegedly restricted properties can enjoy a
competitive advantage over nearby non-restricted properties, leading to
additional litigation.

CHDO Exemptions 11
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Attachments:

Exhibit A: Primrose Houston 7 Housing , L.P. v. Harris County Appraisal
District and Harris County Appraisal Review Board, 238
S.W.3d 782 (Tex. App.-Houston [1st Dist.] 2007, review denied
by the Texas Supreme Court - Feb. 2010)

Exhibit B: Tex. Tax Code Ann. § 11.182 (Vernon 2008), Community
Housing Development Organizations (properties exempt).

Exhibit C: Tex. Tax Code Ann. § 11.1825 (Vernon 2008), Organizations
Constructing or Rehabilitating Low-Income Housing, Not
Previously Exempt.

Exhibit D: Tex. Tax Code Ann. § 23.215 ( Vernon 2008), Appraisal of
Certain Nonexempt Property Used for Low-Income or
Moderate-Income Housing.
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Westlaw.

238 S.W.3d 782
(Cite as: 238 S.W.3d 782)

H
Court of Appeals of Texas,

Houston (1st Dist.).
HARRIS COUNTY APPRAISAL DISTRICT and
Harris County Appraisal Review Board, Appel-
lants,
v.
PRIMROSE HOUSTON 7 HOUSING, L.P., Ap-
pellee. )
No. 01-06-00691-CV.

Aug. 16, 2007.
Rehearing Overruled Sept. 25, 2007.

Background: Taxpayer, a for-profit limited part-
nership that owned 280-unit apartment complex,
filed action after county appraisal district and
county appraisal review board denied application
secking ad valorem tax exemption for apartments,
which was filed by non-profit corporation recog-
nized as community housing development organiza-
tion (CHDO) on behalf of taxpayer. Both partics
filed motions for summary judgment. The 11th Dis-
trict Court, Harris County, Mark Davidson, I,
denied taxing authorities's motion and entered judg-
ment that taxpayer was entitled to tax exemption.
Taxing authorities appealed.

Holding: The Court of Appeals, Terry Jennings, J.,
held that taxpayer was not entitled to ad valorem
tax exemption.

Reversed and rendered.
West Headnotes
[1] Appeal and Error 30 €5934(1)

30 Appeal and Error
30XVI Review
30X VI(G) Presumptions
30k934 Judgment
30k934(1) k. In General. Most Cited
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TERRY JENNINGS, Justice,

Appellants, Harris County Appraisal District and
Harris County  Appraisal  Review  Board
(collectively “HCAD”), challenge the trial court's
summary judgment in favor of appellee, Primrose
Houston 7 Housing, L.P. (“Primrose L.P.”), on
Primrose L.P.'s claim that it is entitled to an exemp-
tion from 2003 ad valorem taxes it sought under
section 11.182 of the Texas Tax Code. ™! In two
issues, HCAD contends that the trial court erred in
denying HCAD's motion for summary judgment
and in granting Primrose L.P.'s motion for summary
judgment because Primrose L.P. is not entitled to
the property tax exemption authorized by article
VIII, section 2(a) of the Texas Constitution FN?
and the enabling legislation, sections 11.18 and
11.182 of the Texas Tax Code.™

FN1. See TEX. TAX CODE ANN. §
11.182 (Vernon Supp.2006).

FN2. See TEX. CONST. art. VIII, § 2(a).

FN3. See TEX. TAX CODE ANN. §§
11.18, 11.182 (Vernon Supp.2006).

We reverse and render judgment in favor of [ICAD.

Factual and Procedural Background

Primrose L.P., a for-profit limited partnership, is
the owner of the 280-unit Primrose Casa Bella
apartment complex (“the apartments”) located at
5000-5100 Airline Drive in Houston, Texas. Con-
struction of the apartments was in large part pub-
licly financed with low-income housing tax credits,
tax-exempt bonds, and a loan from the City of Hou-
ston. Primrose L.P. is structured with Primrose
Houston 7 Development L.L.C. (“Primrose
L.L.C”) as its general partner with a 0.01% in-
terest,/™ MMA Special Limited Partner, Inc.
(“MMA Special”) as a special limited partner with
a 0.00% interest,™ MMA Financial Warchous-
ing, L.L.C. (“MMA Financial”) as an investor litm-
ited partner with a 99.99% interest,™ and Prim-
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rose Skyline Apartments SLP, L.L.C. (“Primrose
SLP”) as a class B limited partner with a 0.00% in-
terest. /N7

FN4. Primrose L.L.C. is a Texas limited li-
ability company.

FN5. MMA Special is a Florida corpora- tion.

FN6. MMA Financial is a Maryland lim-
ited liability company.

FN7. Primrose SLP is a Texas limited liab-
ility company.

On December 19, 2003, Brian Potashnik assigned
his 100% interest in the general partner, Primrose
LL.C, to Southeast Texas Housing Partners, Inc.
(“Southeast Partners”). Southeast Partners is organ-
ized as a non-profit corporation and is recognized
as a community housing development organization
(“CHDQ”).F™#

FNS8. For the purposes of section 11.182 of
the Texas Tax Code, a CHDO “has the
meaning assigned by 42 US.C. Section
12704.” TEX. TAX CODE ANN. § 11.182
(a)(2). Section 12704 of the United States
Code defines a CHDO as: (1) a non-profit
organization organized under state or local
laws; (2) whose purpose is to provide af-
fordable housing to low-income and mod-
erate-income - persons; and (3) that
“maintains, through significant representa-
tion on the organization's goveming board
and otherwise, accountability to low-
income community residents.” 42 U.S.C. §
12704 (2000).

*785 This dispute arose when, on January 2, 2004,
HCAD received from Southeast Partners an
“Application for Community Housing Development
Organization Improving Property for Low-Income
and Moderate-Income Housing Property Tax Ex-
emption” seeking an ad valorem tax exemption for
the apartments for 2003 and all subsequent years.

Page 4 of 8
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Southeast Partners filed the application on behalf of
Primrose L.P. After HCAD denied the application
on the ground that Primrose L.P. did not meet the
exemption requirements, Primrose L.P. filed suit in
the district court. Both parties filed motions for
summary judgment, and the trial court denied
HCAD's motion and entered judgment that Prim-
rose L.P. is entitled to the tax exemption.

Standard of Review

[1][2] A party moving for summary judgment has
the burden of proving that there is no genuine issue
of material fact and that it is entitled to judgment as
a matter of law. TEX.R. CIV. P. 166a(c); Nixon v.
Mr. Prop. Mgmt. Co., Inc., 690 S.W.2d 546, 548
(Tex.1985); Farah v. Mafrige & Kormanik, P.C.,
927 S.W.2d 663, 670 (Tex.App.-Houston [1st Dist.}
1996, no writ). When reviewing a summary judg-
ment, we take as true all evidence favorable to the
nonmovant, and we indulge every reasonable infer-
ence and resolve any doubts in the nonmovant's fa-
vor. Valence Operating Co. v. Dorsett, 164 S.W.3d
656, 661 (Tex.2005). When both parties move for
sumnmary judgment on the same issue and the trial
court grants one motion and denies the other, as
here, we consider the summary judgment evidence
presented by both sides, determine all questions
presented, and, if we determine that the trial court
erred, render the judgment that the trial court
should have rendered. /d.

Property Tax Exemption

{3] In two issues, HCAD argues that the trial court
erred in denying its summary judgment motion and
in granting Primrose L.P.'s summary judgment mo-
tion because Primrose L.P. is not entitled to the
property tax exemption authorized by article VI,
section 2(a) of the Texas Constitution ™ and the
enabling legislation, sections 11.18 and 11.182 of
the Texas Tax Code. See TEX. CONST. art. VI, §
2(a); TEX. TAX CODE ANN. §§ 11.18, 11.182
(Vernon Supp.2006).
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FN9. We note that before an organization
can be considered for tax exempt status un-
der sections 11.18 or 11.182 of the Texas
Tax Code, it must first meet the applicable
constitutional requirements that entitle it to
seek the exemption. See N. Alamo Water
Supply Corp. v. Willacy County Appraisal
Dist., 804 SW.2d 894, 899 (Tex.1991).
Because of our disposition of this appeal,
we do not reach the issue of whether Prim-
rose L.P. would meet the constitutional re-
quirements. See TEX. CONST. art. VIII, §
2(a) (providing that “legislature may, by
general laws, exempt from taxation ... any
property owned by ... institutions engaged
primarily in public charitable functions,
which may conduct auxiliary activities to
support those charitable functions™).

Section 11.182 allows an organization. qualifying as
a CHDO to claim an exemption from ad valorem
taxes that would otherwise be assessed against real
property owned by the organization. TEX. TAX
CODE ANN. § 11.182. Subsection 11.182(b)
provides,

(b) An organization is entitled to an exemption
from taxation of improved or unimproved real
property it owns if the organization:

(1) is organized as a community housing devel-
opment organization;

(2) meets the requirements of a charitable organ-
ization provided by *786Sections 11.18(e) and

(fy; e

FNI10. Subsections (e) and (f) of section
11.18 of the Texas Tax Code provide that a
charitable organization (1) may not accrue
distributable profits or pay salaries exceed-
ing a reasonable allowance for services
rendered; (2) must use its assets to perform
charitable functions; and (3) must adopt a
bylaw or regulation mandating that upon
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dissolution, the organization's assets are to
be transferred to the State or a qualified
charitable organization. TEX. TAX CODE
ANN. § 11.18(e)-(f).

(3) owns the property for the purpose of building
or repairing housing on the property to sell
without profit to a low-income or moderate-in-
come individual or family satisfying the organiz-
ation's eligibility requirements or to rent without
profit to such an individual or family; and

(4) engages exclusively in the building, repair,
and sale or rental of housing as described by Sub-
division (3) and related activities.

TEX. TAX CODE ANN. § 11.182(b) (emphasis
added).

[4][51[6] We note that exemptions from taxation are
not favored by the law and will not be favorably
construed. N. Alamo Water Supply Corp. v. Willacy
County Appraisel Dist, 804 S.W.2d 894, 899
(Tex.1991). Statutory exemptions from taxation are
subject to strict construction because they under-
mine equality and uniformity by placing a greater
burden on some taxpaying businesses and individu-
als rather than placing the burden on all taxpayers
equally. /d. Accordingly, thc burden of proof of
clearly showing that the organization falls within
the statutory exception is on a claimant. Jd.

Because Southeast Partners is a CHDO, it is eli-
gible under section 11.182(b) for ad valorem tax
exemptions on property it owns. See TEX. TAX
CODE ANN. § 11.182(b). Here, however, it is un-
disputed that Primrose L.P. holds legal title to the
apartments. Moreover, Primrose LP., against
whom the taxes were assessed, is not a CHDO, nor
is Primrose I..L.C., the general partner of Primrose
LP.

Nevertheless, Primrose L.P. argues that it is entitled
to the section 11.182 exemption because Southeast
Partners owns one-hundred percent of the interest
in the general partner and “maintains both control

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.



238S.W.3d 782
(Cite as: 238 S.W.3d 782)

over and equitable title to the property.” In support
of its argument, Primrose L.P. relies on our recent
decision in TRQ Captain's Landing, L.P. v. Galve-
ston Cent. Appraisal Dist, 212 S.W.3d 726, 729
(Tex.App.-Houston [1st Dist.] 2006, pet. filed).

In TRQ Captain's Landing, this Court held that “an
otherwise qualified equitable property owner may
obtain an exemption from ad valorem taxes pursu-
ant to subsection 11.182(b).” 212 S.W.3d at 736.
This holding was based on the determination that
subsection 11.182(e) “clearly provides for an ex-
emption for a CHDO that is only the equitable own-
er of property whose legal owner is a partnership.”
Id. at 735; see also TEX. TAX CODE ANN. §
11.182(e)(1) (providing that in order to gain ex-
emption for certain apartments constructed after
December 31, 2001, organization must “control 100
percent of the interest in the general partner if the
project is owned by a limited partnership”). There-
fore, we must determine whether Southeast Partners
holds equitable title to the apartments.

HCAD argues that Southeast Partners, the CHDO
that “allegedly controls the general partner of Prim-
rose L.P.,” does not have equitable title to the
apartments because it cannot compel or effect the
transfer of legal title, nor does it hold the future
right to title.

*787 [71[81[91[10] An entity holds equitable title
when it possesses the present right to compel legal
title. TRQ Captain's Landing, 212 SW.3d at 732;
Harris County Appraisal Dist. v. Southeast Tex.
Hous. Fin. Corp., 991 Swz2d 18, 23
(Tex.App.-Amarillo 1998, no pet.). The right to
compel legal title arises, for instance, under the fol-
lowing circumstances: “(1) parent company A holds
a full ownership interest in its subsidiary B; (2) B
holds legal title to certain real property; (3) upon
dissolution of B, legal title to its real property will
revert to A; and (4) A has the power to dissolve B
at anytime.” TRQ Captain's Landing, 212 S.W.3d at
732; see also Southeast Tex. Hous. Fin. Corp., 991
S.W.2d at 21-23. When a tax exempt entity holds
equitable title to property, the property is tax ex-

Page 6

empt. TRQ Captain's Landing, 212 SW.3d at 732;
Southeast Tex. Hous. Fin. Corp., 991 S.W.2d at 23.
Thus, CHDO status, a necessary condition to re-
ceiving an exemption under section 11.182(b), can
be imputed to non-CHDO subsidiaries that are
wholly owned and controlled by a CHDO. TRQ
Captain's Landing, 212 SSW.3d at 733-34; Orange
County Appraisal Dist. v. Agape Neighborhood Im-
provement, Inc, 57 SW.J3d 597, 602
(Tex.App.-Beaumont 2001, pet. denicd).

We noted in TRQ Captain's Landing that TRQ Cap-
tain's Landing, L.P. (“TRQ”) held legal title to the
apartments at issue. 212 S.W.3d at 728-29. Americ-
an Housing Foundation (“AHF’”), a CHDO, later
obtained ownership and control of TRQ. Id. AHF
then formed CD Captain's Landing, L.L.C. (“*CD”)
and became its sole member. /d. at 729. Thus, CD
was wholly owned by AHF. Id. CD purchased
TRQ and obtained 2 100% membership interest in
TRQ's sole general partner, TRQ Galveston, L.L..C.
Id. CD's purchase of TRQ was structured such that
CD possessed a 99% limited partnership interest in
TRQ. I/d. The remaining one percent interest in
TRQ was held by TRQ Galveston, LL.C., TRQ's
general partner in which CD possessed a 100%
membership interest. /d.

CD filed an application with the appraisal district
secking an ad valorem tax exemption for the apart-
ments under section 11.182. J/d. In its application,
CD contended that an exemption should be imputed
through the partnership chain and back to AHF, the
CHDO. Id. at 730. This Court held that because
AHF had the present right to compel legal title to
the apartments, it thus had equitable title. Id. at
732-33. Our decision was based in part on the fact
that according to CD's articles of organization,
AHF was CD's sole member, the members of CD
could vote to dissolve CD at anytime, and, upon
dissolution, CD's assets were to revert to its mem-
bers, namcly, AHF. Id. at 732. Additionally, the
boards of AHF and CD were comprised of the same
directors. /d. In the event of dissolution, TRQ and
TRQ Galveston's assets would revert to their re-
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spective members, namely to CD, which in turn
could be dissolved at any time by AHF, with the
result that CD's assets would revert to AHF. /d.

Here, in contrast, Southeast Partners, the CHDO,
has a 100% membership interest in the general part-
ner, Primrose L.L.C., which has a 0.01% interest in
the limited partnership, Primrose L.P., but has no
interest in the limited partners, namely MMA Spe-
cial, MMA Financial, and Primrose SLP. Although
Southeast Partners controls 100% of the general
partner interest in the limited partnership, it has no
control over the outstanding 99.99% interest in
Primrose L.P. Thus, Southeast Partners does not
have the present right to compel legal title to the
apartments and TRQ Captain's Landing is inapplic-
able.

*788 We hold that Primrose L.P., through South-
east Partners, does not meet the requirements for
the property tax exemption under sections 11.18
and 11.182 of the Texas Tax Code. Having so held,
we need not address HCAD's argument that the sec-
tion 11.182(b) exemption was not available to
Primrose L.P. because it “filed its exemption ap-
plication with HCAD on January 2, 2004, well after
its public financing was in place, after the section
11.182 exemption was no longer available, and
without a prior request to the Appraisal District for
a preliminary determination to facilitate financing
before acquiring the property.” See TEX. TAX
CODE ANN. § 11.182(j). Accordingly, we further
hold that the trial court erred in granting summary
judgment in favor of Primrose L.P. and in denying
HCAD's motion for summary judgment.

We sustain HCAD's two issues.

Conclusion

We reverse the judgment of the trial court and
render judgment that Primrose L.P. is not entitled to
an ad valorem tax exemption under sections 11.18
and 11.182 of the Texas Tax Code.

Tex.App--Houston [1 Dist.],2007.
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Harris County Appraisal Dist. v. Primrose Houston
7 Housing, L.P.
238 S.W.3d 782

END OF DOCUMENT

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

hitp://web2.westlaw.com/print/printstream.aspx 7rs=WLW10.03&destination=atp&prft=HTMLE&(f... 4/7/2010



Page 8 of 8
Westlaw.

Date of Printing: Apr 07, 2010

KEYCITE

H Harris County Appraisal Dist. v. Primrose Houston 7 Housing, L.P., 238 S.W.3d 782 (Tex.App.-Hous.
(1 Dist.),Aug 16, 2007) (NO. 01-06-00691-CV)

History
Direct History

L 1 PRIMROSE HOUSTON 7 HOUSING, L.P., Plaintiff, v. HARRIS COUNTY APPRAISAL DIS-

TRICT and Harris County Appraisal Review Board, Defendant., 2006 WL 4667301 (Trial Order)
(Tex.Dist. Jul 12, 2006) (NO. 2005-03139)

Judgment Reversed by

=> 2 Harris County Appraisal Dist. v. Primrose Houston 7 Housing, L.P., 238 S.W.3d 782

(Tex.App.-Hous. (1 Dist.) Aug 16, 2007) (NO. 01-06-00691-CV), rehearing overruled (Sep 25,
2007), review denied (Feb 12, 2010)

Court Documents
Appellate Court Documents (U.S.A.)

Tex.App.-Hous. (1 Dist.) Appellate Briefs

3 HARRIS COUNTY APPRAISAL DISTRICT and Harris County Appraisal Review Board, Ap-
pellants, v. PRIMROSE HOUSTON 7 HOUSING, L.P., Appellee., 2006 WL 3367575 (Appellate
Brief) (Tex.App.-Hous. (1 Dist.) Oct. 30, 2006) Brief of Appellants (NO. 01-06-00691-CV)

4 HARRIS COUNTY APPRAISAL DISTRICT and the Harris County Appraisal Review Board of
Harris County Appraisal District, Appellants, v. PRIMROSE HOUSTON 7 HOUSING, LP., Ap-
pellee., 2006 WL 4024906 (Appellate Brief) (Tex.App.-Hous. (1 Dist.) Dec. 22, 2006) Brief of
Appellee (NO. 01-06-00691-CV)

5 HARRIS COUNTY APPRAISAL DISTRICT and Harris County Appraisal Review Board, Ap-
pellants, v. PRIMROSE HOUSTON 7 HOUSING, L.P., Appeliee., 2007 WL 929489 (Appellate
Brief) (Tex.App.-Hous. (1 Dist.) Feb. 1, 2007) Appellants' Reply Brief (NO. 01-06-00691-CV)

Dockets (U.S.A.)

Tex.App.-Hous. (1 Dist.)

6 HARRIS COUNTY APPRAISAL DISTRICT AND HARRIS COUNTY APPRAISAL REVIEW
BOARD v. PRIMROSE HOUSTON 7 HOUSING, L.P., NO. 01-06-00691-CV (Docket)
(Tex.App.-Hous. (1 Dist.) Jul. 25, 2006)

© 2010 Thomson Reuters. All rights reserved.

http://web2.westlaw.com/print/printstream.aspx ?rs=WLW10.03&destination=atp&prft=HTMLE&f... 4/7/2010



. EXHIBITB

Westlaw.
V.T.CA., Tax Code § 11.182 Page 1
&

Effective: June 16, 2007

Vernon's Texas Statutes and Codes Annotated Currentness
Tax Code (Refs & Annos)
Title 1. Property Tax Code
Subtitle C. Taxable Property and Exemptions
~g Chapter 11. Taxable Property and Exemptions (Refs & Annos)
~g Subchapter B. Exemptions (Refs & Annos)
= § 11.182. Community Housing Development Organizations Improving Property for Low-
Income and Moderate-Income Housing: Property Previously Exempt

(a) In this section:

(1) “Cash flow” means the amount of money generated by a housing project for a fiscal year less the disburse-
ments for that fiscal year for operation and maintenance of the project, including:

(A) standard property maintenance;
(B) debt service;
(C) employee compensation;
(D) fees required by government agencies;
(E) expenses incurred in satisfaction of requirements of lenders, including reserve requirements;
(F) insurance; and 1
(G) other justifiable expenses related to the operation and maintenance of the project.
(2) “Community housing development organization” has the meaning assigned by 42 U.S.C. Section 12704.

(b) An organization is entitled to an exemption from taxation of improved or unimproved real property it owns if
the organization:
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(1) is organized as a community housing development organization;
(2) meets the requirements of a charitable organization provided by Sections 11.18(e) and (f);

(3) owns the property for the purpose of building or repairing housing on the property to sell without profit to
a low-income or moderate-income individual or family satisfying the organization's eligibility requirements or
to rent without profit to such an individual or family; and

(4) engages exclusively in the building, repair, and salc or rental of housing as described by Subdivision (3)
and related activities.

(c) Property owned by the organization may not be exempted under Subsection (b) after the third anniversary of
the date the organization acquires the property unless the organization is offering to rent or is renting the prop-
erty without profit to a low-income or moderate-income individual or family satisfying the organization's eligib-

ility requirements.

(d) A multifamily rental property consisting of 36 or more dwelling units owned by the organization that is ex-
empted under Subsection (b) may not be exempted in a subsequent tax year unless in the preceding tax year the
organization spent, for eligible persons in the county in which the property is located, an amount equal to at least
40 percent of the total amount of taxes that would have been imposed on the property in that year without the
exemption on social, educational, or economic development services, capital improvement projects, or rent re-
duction. This subsection does not apply to property acquired by the organization using tax-exempt bond finan-
cing after January 1, 1997, and before December 31, 2001.

(e) In addition to meeting the applicable requirements of Subsections (b) and (c), to receive an exemption under
Subsection (b) for improved real property that includes a housing project constructed after December 31, 2001,
and financed with qualified 501(c)(3) bonds issued under Section 145 of the Internal Revenue Code of 1986,
tax-exempt private activity bonds subject to volume cap, or low-income housing tax credits, the organization must:

(1) control 100 percent of the interest in the general partner if the project is owned by a limited partnership;

(2) comply with all rules of and laws administered by the Texas Department of Housing and Community Af-
fairs applicable to community housing development organizations; and

(3) submit annually to the Texas Department of Housing and Community Affairs and to the goveming body of
each taxing unit for which the project receives an exemption for the housing project evidence demonstrating
that the organization spent an amount equal to at least 90 percent of the project's cash flow in the preceding
fiscal year as determined by the audit required by Subsection (g), for eligible persons in the county in which
the property is located, on social, educational, or economic development services, capital improvement

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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projects, or rent reduction.

(f) An organization entitled to an exemption under Subsection (b) is also entitled to an exemption from taxation
of any building or tangible personal property the organization owns and uses in the administration of its acquisi-
tion, building, repair, sale, or rental of property. To qualify for an exemption under this subsection, property
must be used exclusively by the organization, except that another person may use the property for activities in-
cidental to the organization's use that benefit the beneficiaries of the organization.

(g) To receive an exemption under Subsection (b) or (f), an organization must annually have an audit prepared
by an independent auditor. The audit must include a detailed report on the organization's sources and uses of
funds. A copy of the audit must be delivered to the Texas Department of Housing and Community Affairs and to
the chief appraiser of the appraisal district in which the property subject to the exemption is located.

(h) Subsections (d) and (¢)(3) do not apply to property owned by an organization if:
(1) the entity that provided the financing for the acquisition or construction of the property:

(A) requires the organization to make payments in lieu of taxes to the school district in which the property is
located; or

(B) restricts the amount of rent the organization may charge for dwelling units on the property; or

(2) the organization has entered into an agreement with each taxing unit for which the property receives an ex-

emption to spend in each tax ycar for the purposes provided by Subsection (d) or (e)(3) an amount equal to the

total amount of taxes imposed on the property in the tax year preceding the year in which the organization ac-
" quired the property.

(i) If any property owned by an organization receiving an exemption under this section has been acquired or sold
during the preceding year, such organization shall file by March 31 of the following year with the chief ap-
praiser in the county in which the relevant property is located, on a form promulgated by the comptroller of pub-
lic accounts, a list of such properties acquired or sold during the preceding year.

() An organization may not receive an exemption under Subsection (b) or (f) for property for a tax year unless
the organization received an exemption under that subsection for the property for any part of the 2003 tax year.

(k) Notwithstanding Subsection (j) of this section and Sections 11.43(a) and (c), an exemption under Subsection
(b) or (f) does not terminate because of a change in the ownership of the property if the property is sold at a
foreclosure sale and, not later than the 30th day after the date of the sale, the owner of the property submits to
the chief appraiser evidence that the property is owned by an organization that meets the requirements of Sub-
sections (b)(1), (2), and (4). If the owner of the property submits the evidence required by this subsection, the
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exemption continues to apply to the property for the remainder of the current tax year and for subsequent tax
years until the owner ceases to qualify the property for the exemption. This subsection docs not prohibit the
chief appraiser from requiring the owner to file a new application to confirm the owner's current qualification
for the exemption as provided by Section 11.43(c).

CREDIT(S)

Added by Acts 1997, 75th Leg,, ch. 715, § 2, eff. Jan. 1, 1998. Amended by Acts 2001, 77th Leg., ch, 842, §§ 2,
4, eff. June 14, 2001; Acts 2001, 77th Leg., ch. 1191, § 1, eff. Jan. 1, 2002; Acts 2003, 78th Leg., ch. 1156, §§ 1,
2, eff. Jan. 1, 2004; Acts 2003, 78th Leg., ch. 1275, § 2(120), eff. Sept. 1, 2003; Acts 2007, 80th Leg., ch. 505, §
1, eff. June 16, 2007.

Current through the end of the 2009 Regular and First Called Sessions of the 81st Legislature

{c) 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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Westlaww.
V.T.CA., Tax Code § 11.1825 Page 1

Cc _
Effective: January 1, 2008

Vernon's Texas Statutes and Codes Annotated Currentness
Tax Code (Refs & Annos)
Title 1. Property Tax Code
Subtitle C. Taxable Property and Exemptions
g Chapter 11. Taxable Property and Exemptions (Refs & Annos)
~gg Subchapter B. Exemptions (Refs & Annos)
— § 11.1825. Organizations Constructing or Rehabilitating Low-Income Housing: Property
Not Previously Exempt

(a) An organization is entitled to an exemption from taxation of real property owned by the organization that the
organization constructs or rehabilitates and uses to provide housing to individuals or families meeting the in-
come eligibility requirements of this section.

(b) To receive an exemption under this section, an organization must meet the following requirements:
(1) for at least the preceding three years, the organization:

(A) has been exempt from federal income taxation under Section 501(a), Internal Revenue Code of 1986, as
amended, by being listed as an exempt entity under Section 501{c)(3) of that code;

(B) has met the requirements of a charitable organization provided by Sections 11.18(e) and (f); and
(C) has had as one of its purposes providing low-income housing;

(2) a majority of the members of the board of directors of the organization have their principal place of resid-
ence in this state;

(3) at least two of the positions on the board of directors of the organization must be reserved for and held by:

(A) an individual of low income as defined by Section 2306.004, Government Code, whose principal place
of residence is located in this state;

(B) an individual whose residence is located in an economically disadvantaged census tract as defined by
Section 783.009(b), Government Code, in this state; or
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(C) a representative appointed by a neighborhood organization in this state that represents low-income
households; and

(4) the organization must have a formal policy containing procedures for giving notice to and receiving advice
from low-income households residing in the county in which a housing project is located regarding the design,
siting, development, and management of affordable housing projects.

(¢) Notwithstanding Subsection (b), an owner of real property that is not an organization described by that sub-
section is entitled to an exemption from taxation of property under this section if the property otherwise quali-
fies for the exemption and the owner is:

(1) a limited partnership of which an organization that meets the requirements of Subsection (b) controls 100
percent of the general partner interest; or

(2) an entity the parent of which is an organization that meets the requirements of Subsection (b).
(d) If the ovx;ner of the property is an entity described by Subsection (c), the entity must:

(1) be organized under the laws of this state; and

(2) have its principal place of business in this state,
(¢) A reference in this section to an organization includes an entity described by Subsection (c).

(f) For property to be exempt under this section, the organization must own the property for the purpose of con-
structing or rehabilitating a housing project on the property and:

(1) renting the housing to individuals or families whose median income is not more than 60 percent of the
greater of:

(A) the area median family income for the household's place of residence, as adjusted for family size and as
established by the United States Department of Housing and Urban Development; or

(B) the statewide area median family income, as adjusted for family size and as established by the United
States Department of Housing and Urban Development; or

(2) selling single-family dwellings to individuals or families whose median income is not more than the great-
er of:

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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(A) the area median family income for the household's place of residence, as adjusted for family sizc and as
established by the United States Department of Housing and Urban Development; or

(B) the statewide area median family income, as adjusted for family size and as established by the United
States Department of Housing and Urban Development.

(g) Property may not receive an exemption under this section unless at least 50 percent of the total square foot-
age of the dwelling units in the housing project is reserved for individuals or families described by Subsection (f).

(h) The annual total of the monthly rent charged or to be charged for each dwelling unit in the project reserved
for an individual or family described by Subsection (f) may not exceed 30 percent of the area median family in-
come for the household's place of residence, as adjusted for family size and as established by the United States
Department of Housing and Urban Development.

(i) Property owned for the purpose of constructing a housing project on the property is exempt under this section
only if:

(1) the property is used to provide housing to individuals or families described by Subsection ®; or
(2) the housing project is under active construction or other physical preparation.

(§) For purposes of Subsection (i)(2), a housing project is under physical preparation if the organization has cn-
gaged in architectural or engineering work, soil testing, land clearing activities, or site improvement work neces-
sary for the construction of the project or has conducted an environmental or land use study relating to the con-
struction of the project.

(k) An organization may not receive an exemption for a housing project constructed by the organization if the
construction of the project was completed before January 1, 2004.

(1) If the property is owned for the purpose of rehabilitating a housing project on the property:

(1) the original construction of the housing project must have been completed at least 10 years before the date
the organization began actual rehabilitation of the project;

(2) the person from whom the organization acquired the project must have owned the project for at least five
years, if the organization is not the original owner of the project;

(3) the organization must provide to the chief appraiser and, if the project was financed with bonds, the issuer
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of the bonds a written statement prepared by a certified public accountant stating that the organization has
spent on rehabilitation costs at least the greater of $5,000 or the amount required by the financial lender for
each dwelling unit in the project; and

(4) the organization must maintain a reserve fund for replacements:
(A) in the amount required by the financial lender; or

(B) if the financial lender does not require a reserve fund for replacements, in an amount equal to $300 per
unit per year.

(m) Beginning with the 2005 tax year, the amount of the reserve required by Subsection (1)(4)(B) is increased by
an annual cost-of-living adjustment determined in the manner provided by Section 1(f)(3), Internal Revenue
Code of 1986, as amended, substituting “calendar year 2004” for the calendar year specified in Section

1(D(B3)(B) of that code.

(n) A reserve must be established for each dwelling umnit in the property, regardless of whether the unit is re-
served for an individual or family described by Subsection (f). The reserve must be maintained on a continuing
basis, with withdrawals permitted:

(1) only as authorized by the financial lender; or

(2) if the financial lender does not require a reserve fund for replacements, only to pay the cost of capital im-
provements needed for the property to maintain habitability under the Minimum Property Standards of the
United States Department of Housing and Urban Development or the code of a municipality or county applic-
able to the property, whichever is more restrictive.

(0) For purposes of Subsection (n)(2), “capital improvement” means a property improvement that has a depre-
ciable life of at least five years under generaily accepted accounting principles, excluding typical “make ready™
expenses such as expenses for plasterboard repair, interior painting, or floor coverings.

(p) If the organization acquires the property for the purpose of constructing or rehabilitating a housing project on
the property, the organization must be renting or offering to rent the applicable square footage of dwelling units
in the property to individuals or families described by Subsection (f) not later than the third anniversary of the
date the organization acquires the property.

() If property qualifies for an exemption under this section, the chief appraiser shall use the income method of
appraisal as provided by Section 23.012 to determine the appraised value of the property. In appraising the prop-
erty, the chief appraiser shall:
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(1) consider the restrictions provided by this section on the income of the individuals or families to whom the
dwelling units of the housing project may be rented and the amount of rent that may be charged for purposcs
of computing the actual rental income from the property or projecting future rental income; and

(2) use the same capitalization rate that the chief appraiser uses to appraise other rent-restricted properties.

(r) Not later than January 31 of cach ycar, the appraisal district shall give public notice in the manner determined
by the district, including posting on the district's website il applicable, of the capitalization rate to be used in that
year to appraisc property receiving an exemption under this section.

(s) Unless otherwise provided by the governing body of a taxing unit any part of which is located in a county
with a population of at least 1.4 million under Subsection (x), for property described by Subsection (f)(1), the
amount of the exemption under this section from taxation is 50 percent of the appraised value of the property.

(s-1) For property described by Subscction (f)(2), the amount of the exemption under this section from taxation
is 100 percent of the appraised value of the property.

(t) Notwithstanding Section 11.43(c), an exemption under this section does not terminate because of a change in
ownership of the property if:

(1) the property is foreclosed on for any reason and, not later than the 30th day after the date of the foreclosure
sale, the owner of the property submits to the chief appraiser evidence that the property is owned by:

(A) an organization that meets the requirements of Subsection (b); or
(B) an entity that meets the requirements of Subsections (c) and (d); or

(2) in the case of property owned by an entity described by Subsections (c) and (d), the organization meeting
the requirements of Subsection (b) that controls the general partner interest of or is the parent of the entity as
described by Subsection (c) ceases to serve in that capacity and, not later than the 30th day after the date the
cessation occurs, the owner of the property submits evidence to the chief appraiser that the organization has
been succeeded in that capacity by another organization that meets the requirements of Subsection (b).

(u) The chief appraiser may extend the deadline provided by Subsection (t)(1) or (2), as applicable, for good
cause shown.

(v') Notwithstanding any other provisio_n of this section, an organization may not reccive an exemption from tax-
ation ot“ property described l_)y’ Subsection (f)(1) by a taxing unit any part of which is located in a county with a
population of at least 1.4 million unless the exemption is approved by the govemning body of the taxing unit in
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the manner provided by law for official action.

(W) To receive an exemption under this section from taxation by a taxing unit for which the approval of the gov-
eming body of the taxing unit is required by Subsection (v), an organization must submit to the governing body
of the taxing unit a written request for approval of the exemption from taxation of the property described in the
request.

(x) Not later than the 60th day after the date the governing body of the taxing unit receives a written request un-
der Subsection (w) for an exemption under this section, the governing body shall:

(1) approve the exemption in the amount provided by Subsection (s);
(2) approve the exemption in a reasonable amount other than the amount provided by Subsection (s); or
(3) deny the exemption if the governing body determines that:

(A) the taxing unit cannot afford the loss of ad valorem tax revenue that would result from approving the
exemption; or

(B) additional housing for individuals or families meeting the income eligibility requirements of this section
is not needed in the territory of the taxing unit.

(y) Not later than the fifth day after the date the governing body of the taxing unit takes action under Subsection
(x), the taxing unit shall issue a letter to the organization stating the governing body's action and, if the govern-
ing body denied the exemption, stating whether the denial was based on a determination under Subsection
(X)(3)(A) or (B) and the basis for the determination. The taxing unit shall send a copy of the letter by regular
mail to the chief appraiser of each appraisal district that appraises the property for the taxing unit. The governing
body may charge the organization a fee not to exceed the administrative costs of processing the request of the
organization, approving or denying the exemption, and issuing the letter required by this subsection. If the chief
appraiser determines that the property qualifies for an exemption under this section and the goveming body of
the taxing unit approves the exemption, the chicf appraiser shall grant the exemption in the amount approved by
the governing body.

CREDIT(S)
Added by Acts 2003, 78th Leg., ch. 1156, § 3, eff. Jan. 1, 2004. Amended by Acts 2007, 80th Leg., ch. 1264, §
1, eff. Jan. 1, 2008.

Current through the end of the 2009 Regular and First Called Sessions of the 81st Legislature
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V.T.CA., Tax Code § 23.215 Page 1
C

Effective: January 1, 2004

Vernon's Texas Statutes and Codes Annotated Currentness
Tax Code (Refs & Annos)
Title 1. Property Tax Code
Subtitle D. Appraisal and Assessment (Refs & Annos)
~g Chapter 23. Appraisal Methods and Procedures (Refs & Annos)
~g@ Subchapter B. Special Appraisal Provisions :
— § 23.215. Appraisal of Certain Nonexempt Property Used for Low-Income or Moderate-In-
come Housing

(a) This section applies only to real property owned by an organization:

(1) that on the effective date of this section was rented to a low-income or moderate-income individual or fam-
ily satisfying the organization's income eligibility requirements and that continues to be used for that purpose;

(2) that was financed under the low income housing tax credit program under Subchapter DD, Chapter 2306,
Government Code;

(3) that does not receive an exemption under Section 11.182 or 11.1825; and

(4) the owner of which has not entered into an agreement with any taxing unit to make payments fo the taxing
unit instead of taxes on the property.

(b) The chief appraiser shall appraise the property in the manner provided by Section 11.1825(q).
CREDIT(S)
Acts 2003, 78th Leg., ch. 1156, § 5, eff. Jan. 1, 2004.
CROSS REFERENCES
Appraisals generally, see V.T.C.A., Tax Code § 23.01.
Exemption of community housing development organizations, see V.T.C.A., Tax Code § 11.182.

Exemption of organizations constructing or rehabilitating low-income housing, see V.T.C.A,, Tax Code §
11.1825.
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LIBRARY REFERENCES
2008 Main Volume

Taxation €~ 2521.
Westlaw Topic No. 371.

RESEARCH REFERENCES
2010 Electronic Update
Encyclopedias

TX Jur. 3d Taxation § 436, Real Property--Property Use to Provide Affordable Housing.
V.T.C.A., Tax Code § 23.215, TX TAX § 23.215

Current through the end of the 2009 Regular and First Called Sessions of the 81st Legislature
(c) 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

END OF DOCUMENT
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Senate Committee on Finance
Interim Hearing

April 14, 2010

Interim Charge No. 4. Identify and evaluate potential improvements to the property tax
system. Consider and make recommendations relating to the following;:

Methods and procedures for determining a real property interest in oil or gas in place,
as contained in Texas Tax Code Sec 23.175, including how market-based data and
market-based methodology could possibly be used to ensure fair, reliable, and equitable
price forecasts of oil and gas interests. Analyze the need for the creation of an Oil and
Gas Valuation Advisory Committee to assist in forecasting current calendar year
statewide average prices for oil and gas.

Information given by:
Texas Association of Counties
and
James P. Allison
General Counsel

County Judges and Commissioners Association of Texas



Oil and Gas Undervaluation Issue

e What is the Problem: A 2007 Amendment to Section 23.175, Tax

Code, added a forward looking component (the CPA’s estimate of the
price of oil and gas for the upcoming year) to the valuation formula for
oil and gas properties. In addition, the Comptroller determined HB
2982 (80R) required the use of the state severance tax revenue
estimate methodology. The estimates for 2008 and 2009 severely
underestimated the actual price of crude oil for the coming year. This
resulted in a shift of the tax burden to other property owners and a
loss of revenue to the state and local governments.

e What to Change: Inaccurate Methodology. Change the

consistently low forecasts for oil and gas to reflect market value. The
current methodology shifts the property tax burden to residential and
commercial property owners and reduces tax revenues to counties,
schools, and other local governments. The methodology required in
Section 23.175 of the Tax Code section should be changed to reflect
market value.

How to Fix the Problem:
a) Return to the previous law from 1993 (73R) with no Forecasted
Market Condition Factor

OR

b) Atthe very least, remove the “revenue estimating” methodology
and insert “market based” language to develop an accurate forecast.



Background

Since 1993, the Tax Code (Sec 23.175), has required the valuation of oil and gas properties to
include the average price of oil and gas for the past year, prepared by the Comptroller of Public
Accounts (CPA), causing appraisal values to lag behind recent market results with severe
changes in annual appraisals.

In 2007, HB 2982, (80R), altered section 23.175 of the Tax Code to add a forward- looking
component, hopefully to increase the uniformity of appraisals statewide. The change requires
appraisers to use forecasted and average historical prices published by the State Comptroller of
Public Accounts (Comptroller) for determining how future product values will change when
appraising oil and gas properties — whether prices are going up or down. The mandate applies
when using an appraisal method based on future oil and gas income derived from the
production of those minerals.

The bill's stated purpose was to level the wide variations caused by the single use of the past
year's prices. However, HB 2982 required the use of “revenue estimating” methodology. The
Comptroller determined that this language required the use of the state severance tax forecast
prices.

Problem --Inaccurate Methodology

As can be seen in the accompanying charts, the Comptroller’s price forecasts have differed
significantly from actual prices. This has raised concerns among county officials and others as

to the accuracy of
oil and gas
appraisals. 180%

The Actual Average Price as a Percent of
the Forecasted Price of Crude Oil (BBL)

The first chart
compares the
average annual
actual price with the
forecasted price of
crude oil published
by the Comptroller.
This is a direct
comparison since
both values
represent the

The percentage is determined by dividing the actual average price for the same year as later
taxable value of published by the Comptroller by the price for crude oil predicted by the Texas Comptroller for that year.

crude oil as
opposed to the
market value.
There is a
significant disparity ®Percentof Actual Average Price

between the
forecasts and actual prices and, on a percentage basis, that disparity has been growing.

! Taxable value is equal to market value less certain costs. Generally, for crude oil those costs are equal to
approximately 10 percent of market value.



Natural gas price forecasts from the Comptroller have been significantly closer to actual prices.
The next chart compares the forecasted prices with the average annual prices later published
by the Comptroller for the same year. Based on this comparison, it would appear that the
Comptroller overestimated the future price of natural gas in both 2007 and 2009.

Forecasted Price of Natural Gas (MCF) In each of th? three
Compared to Actual Average Price years for which
$10 - e data is available the
Texas Comptrofier of Public Accounts forecasted natural

gas price differed
by a significant
percentage from
the actual average
price published by
$as the Comptroller.

There are policy
reasons for the
Comptroller to be
conservative with
the severance tax
R forecasts — to
prevent an over-
estimate of state

$2

The Comptroller's forecast tumed out to be greater
than the actual average price of natural gas.

-$1.48
$2 - severance tax

sForecastPrice =Actual Average mDiflerence

revenue.
However, the significant deviation of recent forecasts from actual prices and continued
conservative forecasts have unfairly shifted the property tax burden and diminished revenues
from this source. This methodology is inappropriate and improper to determine actual value for
appraisal purposes.

Conclusion

Forecasted prices that were consistently and significantly below the actual average price have
resulted in artificially low appraisals on oil reserves. The low appraisals, in turn, resulted in
reduced property taxes for those property owners, shifting the property tax burden to other
property owners or reducing revenues. By shifting taxes to other property owners, the low
forecasts reduce the public’s confidence that the property tax is applied fairly to all property
owners. To the extent that these under-appraisals are not compensated by higher tax rates on
other property, tax revenues to the schools, counties and other local governments are
decreased.

Any methodology or procedure that decreases the fairness of the local property tax is a
significant concern to state and county officials. County governments must rely on the property
tax to fund the services their constituents demand and the law requires. State and school
officials rely on the property tax for major funding of our public education system. A revision of
the oil and gas appraisal methodology mandated in Section 23.175, Tax Code is necessary to
ensure an accurate and fair property tax system.

-



ACCURACY OF OIL AND GAS PRICE FORECASTS
By Tim Brown
Texas Association of Counties
March 2010
Introduction

House Bill 2982, 80t Session, (HB 2982) altered section 23.175 of the Tax Code to require
appraisers to use forecasted and average historical prices published by the State Comptroller of
Public Accounts (Comptroller) for determining how future product values will change when
appraising oil and gas properties whether the prices are going up or down. The mandate
applies when using an appraisal method based on future oil and gas income derived from the

production of those minerals.

The bill analysis prepared for the House Committee on Ways & Means by Rep. Hardcastle
states, “Ensuring accurate and uniform appraisals requires that an objective standard be used
for the price forecast. The Comptroller’s forecast is that standard under the Tax Code and the
intent of HB 2982 is that it be uniformly applied.” (Hardcastle 2007)

Prior to HB 2982, appraisers were required to use the actual average price from the prior year as
the forecasted price for the current year. HB 2982 changed that requirement so that, starting in
2008, appraisers must multiply the actual average price from the prior year by a “market
condition factor” calculated and published by the Comptroller in order to arrive at a forecasted
price for the current year. The effect of this additional step is to create a uniform percentage

change in per unit price forecasts for crude oil and natural gas reserves.

By mandating this uniformity, the bill mandates that forecasts change in lockstep across the
state. For example, if the Comptroller forecasts taxable crude oil prices to go down 10 percent,
then the appraisers must assume that the average price received for the products produced
from every oil well will also go down 10 percent. This forces all oil and gas appraisers to

replicate any inaccuracies that may occur in the Comptroller’s forecasts in their own appraisals.

In recent years, the Comptroller’s price forecasts have differed significantly from actual prices
as seen in Chart 1 which compares the actual average price with the forecasted per unit price of

crude oil for the same year.



Chart 1

The Actual Average Price as a Percent of
the Forecasted Price of Crude Oil (BBL)

159.7%

The percentage is determined by dividing the actual average price for the same year as later
published by the Comptroller by the price for crude oil predicted by the Texas Comptroller for that year. |

2007 2008 2009

B Percent of Actual Average Price

Chart 2 shows the forecasted price divided by the prior year price from 2008 to 2010, a result
that is equal to the market condition factor. The data shows that the result of the addition of the
market condition factor required by HB 2982 was to lower per unit prices slightly in 2008,
decrease them by over 72 percent in 2009, and to increase the prices by 12 percent for 2010.

Previously appraisers were required to use the prior year average as the expected price for the
current year, now HB 2982 requires the appraiser to multiply the prior year average by the
market condition factor in order to forecast the price for the current year. All other factors
being equal, the consequence of reducing the per unit taxable value used in calculating
appraised value by 72.6 percent in 2009 was to decrease appraised values by the same
percentage compared to what the appraisals would have been under the valuation method
required prior to HB 2982. Thus, the market condition factor, as shown for crude oil in the next
chart, can be used as a proxy to understand the impact of HB 2982.

Where the market condition factor equals one, there is no impact. When the factor is greater
than one, the oil and gas property owners pay additional property taxes. When the factor is less
than one, the same owners pay less property taxes while their neighbors make up the
difference.
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Chart 2

Per Unit Taxable Price Under Sec. 23.175, Tax Code

As a Percent of the Per Unit Price Based on Prior Methodology
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Chart 3 compares the market condition factor as published by the Comptroller (shown in blue) J
to a hypothetical market condition factor (green). The hypothetical market condition factor is -
equal to the actual average price of crude oil divided by the previous year’s actual average

price. The difference is that the hypothetical market condition factor replaces the Comptroller’s

forecast with the actual average price. The chart therefore shows what the market condition

factor would have been had the forecast been completely accurate.

The red line in Chart 3 shows the actual market condition factor as a percentage of the
hypothetical market condition factor. Since the actual average price for 2010 is not available at
this time, the percentage is shown for 2008 and 2009 only.

The following analysis will look at the price forecasts to determine if the goal of an objective

standard for the price forecast that ensures accurate and uniform appraisals has been met.
Analysis — Overview

Unfortunately, the Comptroller does not publish the methodology used in determining the

forecasts available to the public - following a recent request for the methodology, the

Comptroller replied that no published methodology exists. However, in an informal

conversation with agency staff, it was revealed that the forecast is generally derived by

averaging a small group of forecasts from outside organizations such as the United States B
Energy Information Agency, Moody’s and Cambridge Energy Research Associates (CERA) —

basically any credible organization that has an established track record as long as their forecasts

are not proprietary. The actual sources are subject to change but these three have been used in

recent years along with other organizations. Specific forecasts from an organization may not be

included in the average if it deemed to be significantly higher or lower than forecasts from the

other sources.

Selectively adding or dropping source forecasts could easily impact the Comptroller’s
published forecasts. However, the following analysis will operate under the assumption that
the Comptroller’s forecasts are objective. The analysis will therefore focus on two remaining
areas to determine if the Comptroller’s price forecasts have ensured “accurate and uniform

appraisals” through an objective standard.

First, how closely have the price forecasts comported with actual resulting prices. It should be

noted that the price forecasts are actually for “taxable” prices as opposed to the actual unit price

paid for oil and gas products. As a result, the comparison will begin with the spot price

published by the United States government and the prior year average price later published by

the Comptroller for the same year. A third comparison will be made with spot prices for crude —

oil only. 1‘)



( ‘ Appraisal districts are generally held accountable to be within a five percent margin of error on

their appraisals.

“The Comptroller tests the taxable values the appraisal district assigns to each property
category by constructing a statistical margin of error around the Comptroller’s estimate
of value for selected property categories in each school district. PTAD [Property Tax
Assistance Division] considers values valid, or acceptable, when they are within the
margin of error. The margin of error is plus or minus 5 percent of the state value at a
minimum, but may be higher. PTAD considers values outside this margin of error
invalid.” (Texas Comptroller of Public Accounts 2009)

In the following analysis, the Comptroller’s forecasts will be held to a looser standard of twice
that margin of error (2 times 5 percent equals 10 percent) for determining whether the forecasts

are accurate.

Second, what trends can be noted about the forecasts? Are the forecasts trending closer to
either the spot price or the prior year average price or are they diverging? Lack of convergence

will be taken as an indication that forecast accuracy is not improving.
Analysis - Oil

‘ Chart 4 compares the Comptroller’s forecasted per barrel (bbl) price for crude oil with the
average annual spot price later published by the United States Energy Information Agency
(EIA) for the same year. The average annual spot price is the average daily price for West Texas
Intermediate (WTI) in Cushing, OK crude oil future contracts.

The first column on the left of each group shows the unit price forecasted by the Comptroller
and the second column shows the average annual price for the same year. There are several key
points that can be noted from this chart. First, the Comptroller’s forecast is for the taxable value
of oil, not the actual sales price. Therefore, the forecast price is expected to be slightly lower
than the average price or approximately equal to the actual price minus certain operating and
other costs — which turns out to be the case for every year except 2001. In 2001, the
Comptroller’s forecast actually turned out to be too high. As a result, the average price was

lower than the forecast.

Second, while there have been some ups and downs, over the entire period the difference
between the forecast and the actual price has tended to grow as seen in the third column. The
discrepancy is particularly notable in 2001-2003 when the forecasted prices were declining at the
same time actual prices were increasing. Although it decreased in some years, overall the

Q general trend has been for the gap between the forecast and the actual price to increase.



Chart 4

Forecasted Price of Crude Oil (BBL)
Compared to Actual Average Spot Price
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Third, the gap between the forecasts and the actual prices of crude oil grew to an alarming size ‘

in 2008-2009. Chart 5 graphs the forecasted price as a percentage of the actual price.

As the chart reveals, the forecasted prices differed from the actual prices by more than 10
percent in nine of the ten years of this study. However, as previously mentioned the forecasted
prices are for taxable value, not actual market value — although informal discussion with the
Comptroller’s staff indicates that the taxable value is generally about 10 percent less than the
market value. As a rough guide then, an accurate forecast would be about 90 percent of the
actual price. Generally, the published forecasts have not been close to this more generous

benchmark.

()
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Chart 5
Forecasted Price of Crude Oil
Compared to the Average Actual Spot Price
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The next chart compares the forecasted price of crude oil to the average annual price as later
published by Comptroller. This is a direct comparison since both values represent the taxable
value of crude oil. Unfortunately, the data for this comparison is only available starting with
2007, the year HB 2982 was enacted. While there are some discrepancies with the previous
charts (e.g., Chart 4 shows a decline in the gap between the forecast and actual price from 2008
to 2009) it does tend to validate the previous conclusions. There is a significant disparity
between the forecasts and actual prices and the disparity has grown in recent years on a

percentage basis.

As with the previous chart, it is clear that forecasted prices have consistently differed from
average taxable prices by more than 10 percent. Given that the difference has exceeded 10
percent in each of the three years for which data is available, the forecasts have obviously not
met the criteria established earlier in this study.



Charte
)

Forecasted Price of Crude Oil (BBL)
Compared to Actual Average Price
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There are reasons for the Comptroller to be conservative in forecasting future prices of crude oil
resulting in forecasts consistently less than 90 percent of the average actual price. Itis clear,
however, that recent forecasts have differed significantly from actual prices. Furthermore, it
would appear from the trends noted in previous charts that no effective effort has been made by
the Comptroller to improve the accuracy of crude oil price forecasts. Nor has the data shown in
Chart 6 contradicted those trends. Thus, the crude oil forecasts also fail the second test, by
failing to converge with the actual average price of crude oil as determined by either the EIA or
the Comptroller.

This is not surprising given that the Comptroller relies entirely on outside experts to provide
those forecasts and likely has little influence on them. In addition, given the incentive to
produce conservative estimates for state revenue estimating purposes, it is unlikely the

Comptroller finds any reason to complain about these trends.
Analysis - Gas

Natural gas price forecasts from the Comptroller have been significantly closer to actual prices
as shown in Chart 7. This chart compares the forecasted price for natural gas with the actual

annual average price of natural gas at the wellhead in Texas for the same year as provided by —_

the EIA. )
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Chart 7

Forecasted Price of Natural Gas (MCF)
Compared to Actual Average Spot Price
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In 2006, the Compfroller's forecastturned out to be greater than
the actual average price of natural gas at the wellhead in Texas.
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Unlike the similar chart for crude oil, trends are much more difficult to detect in this chart of
natural gas prices. Clearly forecasts tend to be below the average wellhead price. Similarly,
that discrepancy has grown from 2006, when the forecast was higher than the wellhead price, to
2008. By 2008, the difference between the forecast and the actual wellhead price had increased
to levels previously seen in 2003-05.

On the other hand, it is unclear in this chart whether an actual long-term trend exists. Infive of
the years (2000, 2003-05, and 2008), the difference in prices is around $2 which is fairly high on a
percentage bases. Yet in four years (2001-02 and 2006-07), the difference is no more than $0.51
(2002) and sometimes significantly smaller. In fact, the forecast was above the actual price by
$1.32 in 2006.

It would seem that there is a bias towards low forecasts based on both Chart 7 and Chart 8
although that bias is not as great as it was for crude oil. Chart 8 shows the percentage
relationship between the forecasts and the actual price for natural gas. The chart reveals that
the forecasted price was less than 75% of the actual price in five of the ten years while only

exceeding the actual price in one year.



Similar to the chart for crude oil, Chart 8 reveals that forecasted prices usually differed L)
significantly from the actual prices. For natural gas, forecasted prices differed from actual

prices by more than 10 percent in seven of nine years.

However, the natural gas prices forecasted by the Comptroller are for taxable values. Like the
previously discussed annual average crude oil prices reported by EIA, the average annual
natural gas prices reported by EIA are not adjusted for costs. Therefore, Charts 7 and 8 may
overstate the discrepancy between forecasted and actual prices for natural gas.

Chart 8
Forecasted Price of Natural Gas (MCF)
Compared to the Average Actual Wellhead Price
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Chart 6 removes any uncertainty by comparing the forecasted prices with the average annual
taxable prices later published by the Comptroller for the same year. Based on this comparison,
it would appear that the Comptroller overestimated the future price of natural gas in both 2007
and 2009.

The accuracy test makes no distinction between under- and overestimates. It counts any

difference of more than 10 percent as a miss. By that criterion, the forecasted natural gas prices

also failed. In each of the three years for which data is available, the forecasted natural gas price

differed from the actual average price as published by the Comptroller by more than 10 percent.

Thus the Comptroller’s natural gas forecasts fail this test as did the crude oil forecasts. -

<

10



That leaves the trend test. Are the forecasts converging on the actual average prices as
determined by either the EIA or the Comptroller? The answer is a qualified maybe. A very
slight trend towards convergence can be noted in Chart 7 if one looks at the entire period 2000-
09. However, if one looks at Chart 9 which compares taxable prices to taxable prices, it would
appear that the forecast is diverging from the actual average price for the most recent three year

period.

Chart 9

Forecasted Price of Natural Gas (MCF)
Compared to Actual Average Price
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Analysis — Other Data Sources for Developing Forecasts

In preparing the forecasts, the Comptroller relies on outside experts such as the United States
Energy Information Agency, Moody’s and Cambridge Energy Research Associates. However,
because the main purpose of the forecasts is for state revenue estimating, the Comptroller does
not use data from future contracts for crude oil and natural gas.

Wikipedia provides the following definition: “A futures contract is a standardized contract to
buy or sell a specified commodity of standardized quality at a certain date in the future and at a
market-determined price (the futures price).” Thus, futures contracts provide information on
prices that that have been agreed upon by both willing sellers and willing buyers. Those prices
create a market forecast of what prices will be in the future and can therefore be used to

determine the market value of crude oil and natural gas reserves.

11



Chart 10 shows the relationship between the Comptroller’s forecasted price for crude oil for the
period 2008-2010, the average future contract price for crude oil on the New York Mercantile
Exchange (NYMEX), and the actual average taxable price as later published by the Comptroller.
The average NYMEX price is determined by taking the settle price on the first business day of
the year for WTI futures contracts that have a delivery date in that same year (excluding
January).

Chart 10

Forecasted Price of Crude Oil (BBL)
Compared to Average NYMEX Futures andActual Average Price

$120 -

Average NYMEX Futures are the average "settie price” of contracts with a delivery date
from Feb. to Dec. of the year as of the first business day of that year.

$100 +—————$96:67—$06:27

Data source:
Texas Comptrofler of Public Accounts
CME Group $64.55
$60 I —
&
£
3
$40 —— % ———
&
©
:
$20 +— M
%0 |

mForecastPrice mFutures ® Actual Average

As the chart shows for 2008 and 2009, the average NYMEX futures prices were significantly
closer to what the Comptroller later determined to be the average price for each year than were
her forecasts. This eventuated despite the fact that the NYMEX prices were available weeks if
not months prior the Comptroller publishing her forecasts (the 2010 forecast, for example, was
not released until March 2010).

As with the EIA data, the NYMEX prices represent actual value, not taxable value. However,
subtracting 10 percent from the average NYMEX futures prices (using the previously
mentioned rule of thumb to estimate the difference between market value and taxable value)
would still result in an estimate significantly closer to the actual average price than the
Comptroller’s estimates.

Conclusion

12




Two criteria were developed for use in analyzing the use of the Comptroller’s forecasted prices
for appraising oil and gas properties: how accurate are the forecasts and what trends can be
noted from those forecasts. The forecasts have failed to meet the established accuracy criteria
for both crude oil and natural gas. Forecasts more often than not turn out to have been highly

inaccurate.

In the case of crude oil, there is a noticeable trend for the forecasts to be significantly below the
market value. While this tendency is commendable for forecasting state severance tax revenue,
it is inappropriate for use in determine market values for property tax purposes. In addition,
there are highly accurate data sources such as NYMEX futures that are not used in developing

the forecasts.

While natural gas prices did not show a tendency to be overly conservative, neither did they

show a trend towards increasing accuracy.

Therefore, it is concluded that the Comptroller’s forecasted prices for crude oil and natural gas

have failed to meet HB 2982’s stated goal of ensuring accurate and uniform appraisals.

13
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PROPERTY TAX SHIFTS CREATED BY HOUSE BILL 2982, 80TH LEGISLATURE
By Tim Brown
Texas Association of Counties
March 2010
Executive Summary

House Bill 2982, 80t Session, added a requirement for all appraisers to use forecasted and
average historical prices published by the State Comptroller of Public Accounts (Comptroller)
for determining how future product values will change when appraising crude oil and natural
gas reserves. The mandate applies when using an appraisal method based on future oil and gas
income derived from the production of those minerals.

HB 2982 may have been successful in creating more uniform valuations. However, it also had
the side effect of shifting property taxes from oil and gas properties to other properties.

It is estimated that oil and gas property owners paid an additional $96,295,438 in property taxes
for 2008 while getting a $758,180,083 tax break for 2009. Those estimates are based on a total
property tax rate of $1 per $100 of taxable value. By 2008, most school district property tax rates
alone were greater than $1; therefore the actual tax shift must have been significantly greater
than the previous estimate. If an average property tax rate of $1.50 was used in the estimate,
then the tax shift in 2008 would have caused an estimated additional tax burden of $144,443,157
while, in 2009, the tax break would have increased to more than $1.137 billion for oil and gas

property owners or $992.8 million for the two year period.

In addition, since 2006, state revenue must be used to make up the difference whenever local
property taxes dip below a certain level as part of the “hold harmless” provision of school
finance reform. In general, when taxable property values are lowered, state financial support
must increase. Thus, when HB 2982 lowered the total taxable value of oil and gas properties in

2009, one of the results was to increase total state financial support of school districts.

The unintended consequences of HB 2982 have been significant. By shifting the tax burden at a
time of high oil prices, HB 2982 has reduced the public’s confidence that the property taxis
applied fairly to all property owners.

Any change that decreases the fairness of the local property tax is a significant concern to
county officials. County governments rely on the property tax to fund the services their
constituents demand and the law requires. Only by ensuring a fair property tax system can
counties raise the revenue needed to provide the services required by the citizens of Texas.



Background ‘ )

In 2007, the Texas Legislature passed, and Governor Perry signed, House Bill 2982, which had
the unforeseen consequence of shifting property taxes away from certain oil and gas properties
onto all other properties, including residential and commercial homes. The tax shift resulted
from changing the methodology used to appraise oil and gas reserves. The methodology
required under HB 2982 attempted to change appraisals by requiring the use of uniform price
forecasts made by the Texas Comptroller of Public Accounts. Previously, appraisers had some
leeway in that the only explicit limit was imposed on price increases, according to the HB 2982
Bill Analysis, “leading some appraisers to ignore the comptroller’s forecast for years in which

price decreases [were] anticipated.”

This is not to say that appraisers must use the exact prices published by the Comptroller in

determining the value of oil and gas properties. However, they are now required to use the

percentage change from one year to the next that is established by those published prices. For the

base or current year, the percentage change is determined by dividing the current year’s

forecasted price by the prior year’s average price to arrive at a “market condition factor” for

each type of product. Appraisers multiply the average price of crude oil or natural gas, which

can vary from location to location around the state, by the appropriate market condition factor

to arrive at a forecasted price for the current year’s production per unit of product. .

For future years, the appraisers increase or decrease the price using the same percentage change
in price published by the Comptroller in the state’s estimate of future price changes. Thus, if
the Comptroller forecasts a 10 percent increase in the first year followed by a 15 percent
decrease in the per unit price of natural gas, then every appraiser must forecast a 10 percent
increase followed by a 15 percent decrease in the per unit price of natural gas for every such
property. Similarly, future prices of crude used in valuing oil properties must also change in
lockstep with the Comptroller’s forecasts for that product.

Up to a point, the objective of uniformity in valuing oil and gas properties was met. However,

there have been some unintended consequences, as is shown by the resulting tax shift.
Research

Accurate data on the tax shift is difficult to obtain. Appraisals are conducted using whatever
method/price forecast is currently required — appraisers as a rule don’t have a reason or the time
to calculate values using both the current methodology and prior methodology. Since a tax

shift was suspected, but not confirmed, the Texas Association of Counties resolved to develop

an estimate of the tax shift. .



Unfortunately, oil and gas appraised values are not available from a single source such as the
annual “Reports of Property Value” collected by the Comptroller. While that report does
include the value of mineral properties, the report does not separate oil and gas values, but
combines them into a single reported number along with the value of other items such as
extraction equipment. As a result, in early 2010, the Texas Association of Counties contacted all
254 county judges to request the total appraised value of oil and gas reserves in each county.
The judges were asked to include the values for taxable reserves only and to exclude the value

of both the surface land and the value of extraction equipment.

TAC collected the total appraised values for oil and gas reserves by county for the prior two
years to determine if a tax shift occurred. Appraisals for 2010 were not yet available at the time
as the Texas Comptroller of Public Accounts (Comptroller) did not publish the price forecasts
for January 1 and the market condition factors required for use to determine appraised values
according to HB 2982 until March 5, 2010. This prevented the counties from reporting their
2010 mineral values since the appraisals could not be finished until after the Comptroller
published her forecasts. Consequently, the tax shift estimates in this report are confined to 2008
and 2009.

In order to get the 2008-2009 data, the county judges had to contact the appraisal districts
which, in turn, generally turned to the professional appraisal companies with which they had a
contract to appraise oil and gas properties. Several of those companies then contacted the Texas
Association of Counties and sent the data directly. Some sent tables showing the data ona
county by county basis while one company preferred to give TAC a grand total for a collection
of counties. TAC asked the later company to share a list of the counties in that collection and
further asked that they only include counties that the company contracted with for both 2008
and 2009.! TAC also received some values directly from the county judges and the appraisal
districts.

As might be expected, TAC received values from multiple sources for some counties. If that
included the company that only sent a grand total, the values received from the other sources
were not included. Otherwise, the average of the values received from all sources was used for

each county, thereby eliminating any duplication of values.

TAC also did not use some of the county supplied values when it was clear that those values
contained the values of other types of minerals. This occurred when a county reported its total

mineral values, for example, rather than break out the oil and gas values.

! Technically, the companies sent the values by appraisal district. However, district boundaries are
coterminous with county boundaries so for simplicity’s sake this report will refer to counties not
appraisal districts.



As a side note, TAC asked counties that had no oil or gas properties to respond to the survey to
obtain as accurate a statewide estimate as possible. Six counties sent a response indicating they

had no taxable oil or gas reserves.

Including the negative responses, TAC was able to collect data from 198 out of 254 counties by
Feb. 10. The following data picture emerged for those counties.

Mineral Actual Appraised Value 2008 Actual Appraised Value 2009
Gas reserves $73,000,999,027.16 $69,485,397,604.78
Oil reserves $48,974,018,592.76 $39,653,025,889.26

TAC then worked backward to determine the respective volume of minerals involved in those

values. In order to proceed, several assumptions were made.

¢ Rate of decline in production (annual): 20.0%
e Rate of increase in operating costs: 4.0%
¢ Initial operating cost per mcf (gas): $0.50
¢ Initial operating cost per mcf (oil): $10.00

Other data needed for the calculations came from the Comptroller’s Web site.

Item Gas ; Oil
2008 2009 2008 2009
Average prior year price: $5.89 $8.03 $68.40 $96.27
Market Condition Factor: 1.034 0.604 0.992 0.374
Discount rate: 17.25% 16.16% 17.25% 16.16%
Severance tax rate: 7.50% 7.50% 4.60% 4.60%

Using the values provided by the various sources, the stated assumptions, and the information
provided by the Comptroller, the Texas Association of Counties developed a mathematical
model to determine the volume of minerals used to calculate the actual appraised values for
both oil and gas in 2008-2009.

In order to develop the model, TAC used the basic discounted cash flow method described in
the Comptroller’s Manual for Discounting Oil and Gas Income. Rather than work forward from oil
or gas production as is described in that manual, the model worked backward from total
discounted cash flow to obtain estimated production for each type of mineral one year at a time.
Technically, statewide total appraised value collected from the various sources was entered

rather than total discounted cash flow.

—_
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In working backward, TAC used the average prior year price, market condition factor, discount
rate, and forecasted annual percentage change in future prices as published by the Comptroller

for that tax year.

Once the model provided the production data, TAC then worked forward using the same basic
discounted cash flow method, but with slightly different input for prices. First, this part of the
model dropped the market condition factor. In addition, rather than use the forecasted future
percentage price increases published by the Comptroller for 2008 and 2009 respectively, the
model used the forecasted future percentage price increases published by the Comptroller for
2007 (the last year before HB 2982 took effect).

TAC then took the difference in total discounted cash flows as the estimate of the change in
appraised value caused by HB 2982 for each year and product. The change is shown in the
following table. Note that negative numbers indicate a decrease in the appraised value of oil
and gas properties using the methodology required by HB 2982, while positive numbers

indicate an increase in value.

Product 2008 2009
QOil $3,282,943,141 ($49,109,378,818)
Gas $6,346,600,635 ($26,708,629,459)
Annual Total Tax Shift $9,629,543,776 ($75,818,008,277)

The numbers shown in the table above represent changes in appraised values due to HB 2982.
In order to determine the tax shift, assume that total local property taxes average $1 per $100 of
taxable value. Based on the previously discussed instructions that were given to those sources
providing appraisal values, it is clear that the amounts shown in the preceding table represent
taxable appraised values. As a result, given the stated assumptions, oil and gas property
owners paid an additional $96,295,438 in property taxes for 2008 while getting a $758,180,083
tax break for 2009.

In other words, other property owners received an estimated $96.3 million tax break for 2008
but were required to pay an additional $758.2 million for 2009. However, those estimates are
based on a $1 tax rate. Given that the median 2008 school district property tax rate was $1.1835
per $100 of value,? it is clear that the actual tax shift must have been significantly greater than

the previous estimates. For example, if an average property tax rate of $1.50 were used in the

2 The median value is the one in the middle when the values are sorted. In other words, of the 1562
school districts, 781 had 2008 property tax rates less than the median while the remaining 781 had
property tax rates greater than the median.



calculation rather than $1.00, to account for both the school districts and other taxing entities,? B )
then the estimated tax shift would increase 50 percent to more than $992.8 million for the two

year period.*

An alternate methodology exists which can be used to produce an estimate of the tax shift. This
method simply divides the total reported appraised values by the appropriate market condition
factor and then calculates the tax shift based on the difference between the original appraisals
and the result. Using this method, it is estimated that oil and gas property owners were able to
shift $1,648,834,365 in property taxes onto other property owners from 2008-2009.5

While this methodology is highly simplified, the resulting estimate is significantly more than
the previous estimate of $992.8 million. However, it provides additional assurance as to the
scale of the tax shift which occurred and highlights the impact of the market condition factor
added by HB 2982.

It should be noted that HB 2982 has impacted more than just the private sector. By reducing
total appraised values, the bill has also impacted state finances. In 2006, HB 1, 79* Legislature,
Third Called Session, which cut local school district property tax rates to $1 per $100 of assessed
valuation, froze the per student amount a school district could spend, based on 2006
expenditures. If the property tax doesn’t produce a school district’s target amount per student,

the state must make up the difference under the “hold harmless” provision designed to prevent

any financial harm to the district from the new taxing limit.

Consequently, state revenue must be used to make up the difference whenever local property
taxes dip below a certain level. Since the ability of school districts to raise their property tax
rate is severely circumscribed, the amount of property taxes they can raise is largely dependent
on overall taxable value. In general, therefore, when taxable property values are lowered, state
financial support must increase. Thus, when HB 2982 lowered the total taxable value of oil and
gas properties in 2009, one of the results was an increase in total state financial support of

school districts.

It is not possible at this time to place an exact dollar amount of that impact on the state financial
support of school districts. Still, it is clear that the impact of HB 2982 has not only created a tax
shift from oil and gas property owners to other taxpayers, it has also created a drain on the state
which now indirectly provides financial support to those same oil and gas property owners by
replacing local property tax dollars with state dollars to support the school districts.

3 Cities, counties and many different types of special districts (e.g., hospital districts, emergency services

districts, etc.) are also authorized to levy property taxes in Texas. —
4 The actual increase would be from $758,180,083 to $1,137,270,124. u
5 See the appendix for more detail about this alternate methodology.

N



Conclusion

The unintended consequences of HB 2982 have been significant. In many areas of the state, it
shifted a large tax burden away from the owners of oil and gas reserves to other property
owners and to the state of Texas. By shifting that burden at a time of high oil prices, HB 2982
has reduced the public’s confidence that the property tax is applied fairly to all property

owners.

While the tax shift causes no direct burden on county government, county officials have an
obvious interest in a fair property tax system. Any change that creates an additional burden on
most property owners and decreases the perceived fairness of the local property tax, even if it
benefits a few property owners, is a significant concern to county officials. Only by ensuring a
fair property tax system can local governments raise the revenue needed to provide the services

required by the citizens of Texas.






Appendix I: Methodology for Calculating the Tax Shift

The methodology used to estimate oil or gas reserves uses the following assumptions and facts.

Assumptions:
e Rate of decline in production (annual): 20.0%
e Rate of increase in operating costs: 4.0%
e Initial operating cost per mcf (gas): $0.50
¢ Initial operating cost per mcf (oil): $10.00
Facts:

Average prior year price $68.40  $96.27 $5.89 $8.03
Market condition factor 0.992 0.374 1.034 0.604
Discount rate 17.25% 16.16% 17.25% 16.16%

Rather than try to determine annual production, assume that production holds steady and let
the price per barrel of oil decrease by 20 percent per year (the rate of decline). Then, the price
per barrel for the first year of the forecast is the average prior year price of oil times the market
condition factor as seen in column B. To obtain the price per barrel for forecast year 2, simply
multiply $36 by the price increase forecasted by the Comptroller in 2009 to obtain the results in
column B. Then adjust the price for lost production by multiplying the result in column B by 0.8
raised to the power of one less than the forecast year.

Forecast Price PriceL:sdtj -for Op Exp Sev Tax Future Cash P.V. Factor Present Value
Year ($/bbl) Production Flow at16.16% of Cash Flow
A B C D E F G H
1 $36.00 $36.00 $10.00 $1.66 $24.35 0.927837 $22.59
2 $41.64 $33.31 $10.40 $1.53 $21.38 0.798758 $17.08
3 $51.78 $33.14 $10.82 $1.52 $20.80 0.687636 $14.30
4 $67.54 $34.58 $11.25 $1.59 $21.74 0.591973 $12.87
5 $76.54 $31.35 $11.70 $1.44 $18.21 0.509619 $9.28
6 $85.54 $28.03 $12.17 $1.29 $14.57 0.438721 $6.39
7 $94.55 $24.79 $12.65 $1.14 $10.99 0.377687 $4.15
8 $104.01 $21.81 $13.16 $1.00 $7.65 0.325144 $2.49
9 $108.17 $18.15 $13.69 $0.83 $3.63 0.27991 $1.02
10 $111.42 $14.95 $14.23 $0.69 $0.03 0.24097 $0.01
25 $132.57 $0.00 $0.00 $0.00 $0.00 0.025475 $0.00




Operating expenses are increased each year by 4 percent starting from a $10 per barre] initial
cost, as shown in column D. When the operating expenses exceed the adjusted price in column
C, production presumably ceases. Thus, forecast year 25 shows neither an adjusted price nor an

operating expense.

The severance taxes on the other hand are a constant 4.6 percent applied to the adjusted price in

column D after subtracting operating expenses.®

Future cash flow in column F is the adjusted price minus both operating expenses and
severance taxes. The discount rate published by the Comptroller for oil properties in the 2009
Base Discount Rate for All Oil and Gas Properties in the Property Value Study is 16.16 percent.” The
present value factor in column G reflects the current value of a dollar obtained in the forecast
year. See the Comptroller’s Manual for Discounting Oil and Gas Income for more information on

this topic.

Present value of cash flow, column H, is future cash flow in column F multiplied by the present
value factor in column G. Once the present value of cash flow is calculated for each of the
forecast years, production (number of barrels of oil) can be estimated with the following

simplified formula.

Total Appraised Value of Oil Reserves
Sum of the Present Value of Cash Flow for all Years (col. H)

Year 1 Production =

Once the production for the first year of the forecast is known, it can be plugged into a model
based on the example given in the Manual for Discounting Oil and Gas Income in order to
determine the appraised value. This time, however, the market condition factor is not used to
adjust the average prior year price of oil. In addition, rather than use the annual price changes
forecast by the Comptroller in 2009, the annual price changes forecasted in 2007 are used.

Subtract the resulting appraised value from the original 2009 appraised value in order to
determine the estimated change in appraised values due to HB 2982. A negative number
indicates HB 2982 reduced the oil and gas appraisals while a positive number indicates HB 2982

¢ This is the severance tax rate for oil in Texas; the state severance tax rate for gas is 7.5%.

7 This is actually the minimum discount rate from the range published by the Comptroller. No
adjustments are made for specific property issues nor will the property tax rate be added since it varies
across the state. Interestingly, using a higher discount rate would actually increase the estimated tax shift
onto other property owners.
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increased the appraisals. The statewide tax shift can be estimated as previously described in
this report.

See Appendix II for a simplified method for determining the tax shift.
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Appendix II: An Alternate (Simplified) Tax Shift Methodology ‘ )

A simpler method of determining the tax shift exists. First, take the actual appraised values for
2008-2009 as reported by 198 counties and the market condition factors published by the

Comptroller.

Now divide the appraised values by the corresponding market condition factor and take the
difference to see how total appraised values changed. Then, using either the $1 or the $1.50 per
$100 of value property tax rate, calculate the resulting tax shift.

Item Gas 0il
2008 2009 2008 2009

Appraised value: $73,000,999,027 | $69,485,397,605 | $48,974,018,593 | $39,653,025,889
Market Condition 1.034 0.604 0.992 0.374
Factor:

Adj. appraised value: | $70,600,579,330 | $115,042,049,015 | $49,368,970,356 | $106,024,133,393
Difference in value $2,400,419,697 | ($45,556,651,410) | ($394,951,763) | ($66,371,107,504)
Shift @ $1.00 rate $24,004,197 |  ($455,566,514) |  ($,3949518) |  ($663,711,075)
Shift @ $1.50 rate $36,006,295 | ($683,349,771) | ($5924,276) |  ($995,566,613)

Using this simplified methodology, oil and gas property owners paid an extra $30,082,019 in
2008 but paid $1,678,916,384 less in property taxes in 2009 than they would have without HB
2982. In the two year period, this simplified method estimates that a property tax shift occurred

in which other property owners paid an estimated $1,648,834,365 in property taxes that would
have been levied on oil and gas property owners if not for the unanticipated consequences of
HB 2982 (based on the $1.50 tax rate).

While the actual dollar estimate from using this approach is significantly greater than with the
previous estimate, it does validate the scale of the tax shift. It also indicates that the

assumptions used in the prior methodology may have been too conservative.
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Prepared by The County Information Project, Texas Association of Counties

Oil Wells by County
As of February 2010

‘Anderson - 504 99, 366 56 1,025
Andrews 7338 576 2,772 2,486 13,172
Angelina 3 1 4
Aransas 23 B 9 16 4 52
Archer 3,023 760 1,071 431 5,285
Armstrong

Atascosa 1,118 183 200 44 1,545
Austin 93 39 62 6 200
Bailey

Bandera 2 2 ; 4
Bastrop 291 50 50 4 395
Baylor 127 114 121 24 386
Bee 207 52 102 17 378
Bell

Bexar 2,559 346 189 4 3,098
Blanco 1 ; 1
Borden 620 120 298 230 1,268
Bosque | 1 1
Bowie 1 8 4 2 25
Brazoria 300 291 260 75 926
Brazos 477 27 121 4 629
Brewster o
Briscoe

Brooks 54 28 71 8 161
Brown e 1 144 312 70 1,237
Burleson 1,006 47 156 8 1,217
Burnet

Caldwell 3,231 499 258 76 4,064
Calhoun 61 25 48 9 143
Callahan 781 97 268 144 1,290
Cameron a i 1
Camp 99 7 38 31 175
Carson 1,450 41 325 60 1,876
Cass - 141 40 53 9 243
CaStro ,,,,,, SE—

‘Chambers 166 292 285 44 787
Cherokee 73 11 29 14 127
Childress } 8 1 2 on
Clay 1,099 164 514 181 1,958
Cochran 1,946 107 684 812 3,549
Coke 287 26 of 58 . 4e2
Coleman 635 149 285 81 1,150
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Oil Wells by County
As of February 2010
Prepared by The County Information Project, Texas Association of Counties

Collingsworth 25 -2 14 4 45
Colorado 48 13 33 10 104

Comal

Comanche 66 22 31 3 122

Concho 245 14 118 35 412
Cooke 2,101 174 482 375 3,132

Coryell 3 2 5
Cottle 31 4 17 7 59
Crane 4,235 - 346 1,754 1,113 7,448
Crockett 2,113 320 486 211 3,130
Crosby 415 46 58 82 601

Culberson 86! 4 126 9 225
Dallam

Dallas

Dawson 1,282 86 316 622 2,306
Deaf Smith

Delta

Denton 61 22 6 5 94
De Witt 43 26 18 7 94
Dickens 243 23 35 33 334
Dimmit B 574 113 162 131 980
Donley

Duval 714 276 468 152 1,610
Eastland 655 247 409 130 a4

Ector 5,855 683 2,720 1,695 10,953
Edwards 64 2 40 5 111

Ellis 19 35 5 10 69
ElPaso
Erath 11 7 7 2 27
Falls 20 14 18 52
Fannin 1 1

Fayette 557 21 147 11 736
Fisher 422 41 191 74 728
Floyd » 2 4 3 , 9
Foard 60 11 60 21 152
FortBenda 312 83 274 35 704
Franklin 132 22 149 16 319
Freestone 55 8 46 8 117
Frio 535 168 420 25 1,148
Gaines N 3,473 268 724 - 1,628 6,093
Galveston 113 55 132 19 319
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Oil Wells by County
As of February 2010
Prepared by The County Information Project, Texas Association of Counties

Gaza 2,143 107 287 655 B R A [
Gillespie -

Glasscock 1,244 72 313 131 1,760
Goliad 118 26 45 3 192
Gonzales 168 53 42 4 267
Gray 2,787 77 881 186 3,931
Grayson 656 66 187 80 989
Gregg 3,285 161 579 46 4,071
Grimes 28 2 20 3 53
Guadalupe 1,778 542 292 4 2,656
Hale 206 43 123 165 537
Hall

Hamilton 2 1 1 4
Hansford 104 21 24 8 157
Hardeman 237 24 62 19 342
Hardin 877 56 415 64 1,412
Harris 321 165 341 47 874
Harrison 313 279 117 27 736
Hartley 26 1 2 5 34
Haskell 235 44 139 39 457
Hays 2 2
Hemphill 131 19 45 s ) 204
Henderson 139 21 41 13 214
Hidalgo 25 8 16 3 52
Hill 1 5 1 2 9
Hockley 4,308 163 755 2483 7,709
Hood 2 2 1 3 8
‘Hopkins 64 21 43 16 144
‘Houston 198 34 126 17 375
‘Howard 3,453 239 1,230 795 5,717
'Hudspeth L ' )
Hutchinson 3,019 325 1,356 191 4,891
Irion 1,602 130 222 98 2,052
Jack 1,448 339 327 7 2,289
Jackson 227 180 387 43 837
Jasper 46 8 2 9 95,
Jeff Davis SRS B i . ]
Jefferson 77 115 156 371 485
Jim Hogg %0 19 17 8 %4
Jim Wells 87 49 108 9 253
Johnson 2 1 13
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Oil Wells by County
As of February 2010
Prepared by The County Information Project, Texas Association of Counties

Jones

Karnes 104 37 72 8 i 221
Kaufman 20 8 16 3 47
Kendall | , ] L ,
Kenedy 7 29 48 4 88
Kent 566 44 221 267 1,098
Kerr 4 4
Kimble 1 1 2
King 445 73 210 108 836
Kinney ie , 1 , 1
Kleberg 11 38 87 3 B 139
Knox 226 99 165 37 527
Lamar |

Lamb 65 12 21 8 106
Lampasas |

La Salle 151 46 76 4 277
Lavaca 36 8 25 4 73
Lee 801 16 132 3 952 _
Leon - 1236 24 , 96 10 366 |
Liberty 647 244 592 64 1,547 -
Limestone 92 11 15 18 136
Lpscomb | 399 52 %6 21, 548
Live Oak 186 58 55 18 317
Llano

Loving B! 701 59 230 76 1,066
Lubbock | 433 18 62 160, 673
Lynn 83 15 33 32 163
Mcculloch 67 6 17 10 ‘ 100
Mclennan 45 19 64
Mcmullen 638 69 123 26 | 856
Madison o 148 12 50 8 o 218
Marion 2 213 113 104 17 447
Martin 2,391 86 170 68 2,715
Mason — T - - . s T —————
Matagorda ) 127 169 135 14 - ) 445
Maverick 769 121 216 231 1,337
Medna . 1413 139 | o 4 . 1633
Menard il I 13 28 18 188
Midland 4,895 215 , 535 162 , 5,807
Milam 978 211 133 8 1,330
Mitchell 2,518 101 548 862 4,029
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Oil Wells by County
As of February 2010
) Prepared by The County Information Project, Texas Association of Counties

Montague | 2,383 14 349 312 3193
Montgomery 149 21 106 ELI— - 312
Moore 725 33 194 22 974
Motley 18 4 10 3 35
Nacogdoches 88 59 35 2 184
Navarro 710 564 424 82 1,780
Newton 141 9 53 15 218
Nolan 467 84 323 88 962
Nueces , 195 107 172, 24 498
Ochiltree 574 81 172 46 873
‘Oldham 23 2 19 7 51
Orange ‘ 3 28 131 L : 299
Palo Pinto 387 58 210 49 704
Panola 232 149 93 19 493
Parker ) 10 4 6 10 30
‘Parmer
Pecos 3,005 404 1,511 570 5,490
(J Polk - ) 118 27 , 68 25 " 238
Potter 539 10 82 10 641
Presidio
Rains o
Randall
Reagan 4,096 125 395 106 4,722
Red River | 46 18 22 6 92
Reeves ) 788 74 214 149 1,225
Refugio 675 231 470 116 1,492
Roberts e 257 32 ‘ 50 6 345
Robertson ‘ 165 7 10 1 B 183
Runnels 541 99 193 47 880
Rusk 1,845 301 713 84 ~ 2,943
San Augustine 13 2 ' 2 U 18
San Jacinto 12 6 2 2 22
SanPatrico 161 48 . 148 s . 30
SanSaba S B R P S|
‘Schleicher 332 22 75 23 452
Seurry 2,588 223 1,162 . 919 4,952
Shelby B 49 6 8 69
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Oil Wells by County
As of February 2010
Prepared by The County Information Project, Texas Association of Counties

‘Smith 37 89 154 42| o e02
Somervell 3 3
Starr , o 105 90 - 118 14 - 327
Stephens 1,299 68 475 512 2,354
Sterling 1,349 146 163 103 1,761
Stonewall 565 89 382 127 , 1,163
Sutton 23 1 10 1 35
Swisher

Tamant 9 o 2 2
Taylor 431 78 172 73 754
Terrell 20 3 1 24
Terry ; ) 826 90 , 255 483 ) & 1,654
Throckmorton 945 138 271 172 1,526
Titus 203 72 175 31 481
Tom Green 637 96 189 43 ) 965
Travis 14 5 14 1 34
Trinity 26 1 1 28
Tyler 69 21 29 9 o 128 o
Upshur 108 3 35 30 176
Upton 3,184 163 1,175 275 4,797
Val Verde 2 24 2 1 29
Van Zandt 428 201 148 30 807
Victoria 187 72 ‘ 162 40 B 461
Walker , 5 2 4 11
Waller 223 32 52 25 332
Ward 3,066 369 1,102 903 5,440
Washington , 120 9 13, 2 B 144
Webb 121 82 71 35 . 309
Wharton o 249 48 124 50 . an
Wheeler , 401 29 148 32 N 610
Wichita 5,766 784 2,727 909 10,186
‘Wilbarger n 869 92 528 146 1,635
Willacy ; 96 16 157 10 - B 279
Williamson 34 29 42 1 106
Wilson | 565 222 97 46 930
Winkler T2t 336 931 338 ,, 3,332
Wise 589 102 158 36 885
Wood 585 151 485 97 1,318 -
Yoakum . 3536 219 752 2197 6,704 Qj
‘Young 2,341 - 532 890 374 4,137
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Oil Welis by County
As of February 2010
) Prepared by The County Information Project, Texas Association of Counties

‘ 16 59 129 , 4
Zavala 189 48 108 14, 1 359
Total ] 157,347 21,318 52,525 29,699 0 260889
** Oil Well Types
Regular Producing - well that is capable of producing oil.
Shut-In - inactive well.
Shut-In 14(B)(2) - inactive well with valid 14(B)(2) extension
Injection - well used to inject fluid (water, air, CO2) into a productive formation.
Misc. - observation, monitoring, etc.
Note: This report does not include wells that have been plugged & abandoned.
Data source: Texas Railroad Commission, Well Distribution by County - Well Counts , Updated 02/04/10.

http://www.rrc.state.tx.us/data/wells/wellcount/index.php (accessed February 5, 2010).
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April 14, 2010

To: Honorable Members of the Senate Committee on Finance:
From: Texas Association of Counties
County Judges and Commissioners Association of Texas

Attached please see a letter regarding the undervaluation of oil and gas properties.
The letter is signed by county judges from throughout the state. Another group of judges
wrote individual letters, and another letter is signed by an entire commissioners court —
totaling almost 100 counties.

We hope you will consider the concerns of county officials in your deliberations
during the interim on this very important subject.

o

(512) 4788753 * (800) 456-5974 ¢ (512) 478-0519 FAX e www.county.org ® 1210 San Antonio, Austin, TX 78701 ¢ P.O. Box 2131, Austin, TX 78768-2131
Gene Terry, Executive Director



March 19,2010

To: Members, House Committee on Ways and Means and Senate Finance Committee
From: County Judges
Re: Valuation of Oil and Gas Properties

Dear Members:

We, the undersigned county judges, do respectfully request that the interim studies on
oil/gas property valuations consider the following information:

At least half of our Texas counties are significantly affected by the
undervaluation, caused by the 2007 amendments to Section 23.175, Tax Code.
When oil and gas properties are undervalued, it causes an unfair tax shift to local
homeowners and business owners who reside in the affected communities or
requires seriously cutting services that our residents expect.

The Comptroller of Public Accounts (CPA) forecast for 2008 and 2009
substantially underestimated the values for crude oil. This aggravated by the
requirement that the CPA use a “revenue estimating” methodology, instead of
market-based data. Unless the statutes are revised, the estimates will continue to
undervalue these resources.

The members of the County Judges and Commissioners Association of Texas
(CJCAT) and the Texas Association of Counties (TAC) request that these
estimates be determined by market conditions, not severance tax estimates.

Thank you very much for your service to our great state and for your consideration of
our concerns.

Sincerely,
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Mark W. Allen, County Judge
Jasper County, Texas
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( ) RED RIVER COUNTY
400 N. Walnut
Clarksville, Texas 75426
FAX: 903 427-5510
Phone: 903 427-2680
e-mail: redriver0001@yahoo.com

FAX
TO: Jim Allison FROM: | Morvis Harville
FAX NO. 512 480-0902 PH.NO. | 903 427-2680
PAGES 1 Page Attached CC: —
SUBJECT: | Oil/Gas Valuation

Date: March 18, 2010
Jim -

Per your request, below is my signature to be added to the letter regarding the Oll/Gas
Valuation discussion.
Tharks —

( ’ Morris Harville,
— County Judge

orris Harville, €ounty Judg

a1



MAR/18/2010/THU 04:58 PM  Houston County Judge FAX No. 936 544 8053 P. 001

€

936-544-3255 ext 221
Fax 936-544-8053
LHunt@co.houston.tx.ts

Lonnie Hunt, Caunty Judge
401 E, Goliad, Suite 201
Crockett, TX 75835

County of Houston
Office of the County Judge

March 18, 2010

Please add my name to the letter being drafted from County Judges to the House and Senate
committees concerning on oil and gas appraisals.

Thank you,

e

Lonnie Hunt
Houston County Judge
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Pacogdoches County

JOE ENGLISH
County Judge
Commissioners Danna S. Garrett Commissioners
Jerry Don Williamson, Pct. I Admin. Court Assistant Jim Elder, Pct. IIT
Reggie L. Cotton, Jr., Pct. I Tom Strickland, Pct. IV

March 25, 2010

State of Texas

House Committee on Ways & Means
Honorable Rene Oliveira — Chair
Honorable John Otto — Vice Chair
Honorable Dwayne Bohac
Honorable Will Hartnett
Honorable Harvey Hilderbran
Honorable Charlie F. Howard
Honorable Phil King

Honorable Ken Paxton

Honorable Aaron Pena

Honorable Larry Taylor
‘Honorable Mike Villarreal

Austin, Texas 78701

Re: Interim Study- Special appraisal provisions, oil or gas interest.

Honorable Chair, Vice Chair and Members,

As Nacogdoches County Judge and representing the Nacogdoches County Commissioners
Court, I submit this letter in support of the testimony to be presented to this committee today by staff
of the Texas Association of Counties and Mr. James P. Allison, General Counsel of the County Judges
and Commissioners Association of Texas. We would also to present a resolution passed on March 23,
2010 by the Nacogdoches County Commissioners Court regarding this same issue.

Being in full agreement with the oral testimony as presented and not to repeat those points
made which reflect the general problems and issues facing all public Texas governmental entities
which are largely restricted to the ad valorem property tax system to fund the majority of their
maintenance and operating budgets and the sole source for funding long term bonded debt, I would
briefly like to personalize this issue to Nacogdoches County government.

101 West Main, Suite 170

County Courthouse (936) 560-7755
Nacogdoches, Texas 75961 Fax: (936) 560-7841



In this post-Peveto Bill era, the manner and mode of property taxation is light-years away from
the old, inconsistent apples and oranges valuation methods across this state and often just across the
county line. While many new aspects of the ad valorem valuation and taxation system have brought
necessary and desirable changes that bring much greater equity to the process and to the taxpayers
statewide, the system has some imperfections and limitations. Those changes have been instituted by
expanded legislation, sometimes conflicting requirements, hovering oversight and total state control.

Uniformity and equity are understandably achieved by rules and discipline however the
balance between fairness to taxpayers and the fiscal responsibilities of local government is subject to
variants measured in hummingbird feathers. This is why the current system of valuation and taxation
processes has placed county government in a very precarious position.

On the one hand values are totally computed under state dictated formulas, with only the
slightest deviations allowed, thus setting a taxable base with little or no governmental entity input or
appeal and diminished by a mix of mandatory and politically sensitive optional value exemptions.
While values are the base, it is the rate of taxation that actually determines the levy of spendable tax
revenues, and, here again, the state has rigid rules on the extent of the rates, in total, in increments and
the proposed levy collections, without allowances for uncollectables.

With mandatory limits on values and rates, the product of the two factors result in a limited ad
valorem tax revenue pool. From this pool, which comprises upwards of 60% of county operating
revenue, with the remaining being fines, fees, charges and assessments, which are also almost totally
set by state statute, can marginally be effected by local government, the county must provide a vast
array of mandates services- jails, judicial/legal system, indigent legal and health care, elections, public
safety, et al which encompasses almost all county expenditures.

Here county government is with limited revenue sources and almost unlimited fiscal
requirements. The equation to provide mandated public services, a continual increasing amount; by
taking the value of local physical properties (land, homes, businesses and mineral interests) owned by
taxpayers, fluctuating, unstable and generally inconsistent over time and by geographic and economic
locales; and highly restrictive multiplier rates which are not adjustable to account for variations in
revenues sources nor expenditure demands across time or circumstances.

NET Taxable Values X LIMITED Tax Rates = FINITE Resources to fund INFINITE Services.

Therefore any changes in any of the elements of the equations can radically alter a county’s
ability to obtain resources or provide services and rarely do both occur in tandem. Such volatility is
not conducive to future planning and budgeting much beyond the annual cycle.

The particular issue of discussion today is one of those elements which have the almost
assuredly detrimental potential to negatively impact the equation. Local government, in order to fulfill
its obligations to the citizens, while operating under the rules of the state, must have a stable and
consistent methodology and reasonably predictable assurances of a dependable revenue source in

-’



order make both short (operational) and long-term (capital) expenditure decisions. Beware of the
hummingbird feathers.

In Nacogdoches County, in very broad terms, the difference between the alternative methods
of valuation of mineral values, which currently produce almost 25% of tax revenues or approximately
$3 million dollars, even to a minimal extent of 25% of that portion of the levy, could mean a reduction
of $750,000, which represents approximately 6.25% of the current total tax rate of $0.4343 per $100
value or 2.7 cents, with no recourses to immediately replace the loss other than increasing the only
variable at our disposal- the tax rate. Even then there are likely eminent obstacles in that any rate hikes
exceeding 8% subject the action to a non-appealable and immediate rollback of the tax rates, thus
leaving a seismic fissure in the immediate budget.

To absorb an approximate loss of $750,000 the county would have to look at the following
non-mandated services to balance the budget-

The annual budget of:
Veteran’s Services $48,000
Teen Court $23,000
External Audit Services* $30,000
(mandated for federal funds)
Human Resources $57,000
County Extension Services $110,000

Rural fire protection supplements $87,000
Courthouse security (over and

above earned security fees) $86,000
Law enforcement vehicles $224,000
MHMR, Economic development,

Child protective services, Public

Library, Historical Committee,

Meals on Wheels, Mental Health

Center... $108.000
Estimated Total $773.000

Hopefully this brings into perspective, in real human terms, what variations measured in
decimal points, can mean to the citizens of a community, while the local government’s hands are tied
and can do little to mitigate these decimations, often being the difference between life and death, like a
bystander helpless to stop a damning storm. Government is a delicate environment and like the
environment, minute disruptions can lead to cataclysmic results, i.e. “The Butterfly Effect”.

We ask that you provide local government with the ways and means to steward our governance
environment responsibly and everlastingly. We ask you to allow us to be a partner in governance and
not merely a subservient enforcer. Finally we ask that we be allowed, as the government most



intimately close to the people and the most informed of local abilities and needs to perform that most
fundamental function of government- serve the people.

It is with great humility and equally great pride that we stand with you, shoulder to shoulder,
with harmonious heartbeats, and a single vision of a better life and society for those we commonly
serve, each in our unique but compatible roles.

We are here to join with you in this most noble and selfless of public vocations and offer our
abilities to you in this high calling. You are most welcomed and encouraged to seek us out for our
perspective knowledge and experience, just as we look to you for guidance and enabling abilities.

Respectfully submitted,
- /

Nacogdoches County Judge



UNDER-VALUATION OF OIL AND GAS
PROPERTIES

WHEREAS, the Texas State Comptroller’s severance tax based
interpretation of the Texas Tax Code Sec. 23.175 (Commonly known as the
market condition factor) has been applied to the estimated 2009 tax
valuations of Nacogdoches County; and,

WHEREAS, Nacogdoches County receives the vast majority of our
tax revenues from the county’s oil and gas values; and,

WHEREAS, the State Comptroller’s under-valuation of the market
condition factor favors oil and gas owners to the detriment of all other
taxpayers; and,

WHEREAS, Nacogdoches County will be adversely and
catastrophically affected by the market condition factor as interpreted by
Texas Comptroller’s office; and,

WHEREAS, Nacogdoches County will be unable to fund essential
county government services under the Comptroller’s interpretation of the
Texas Tax Code Sec. 23.175 (market condition factor) and its effect on the
oil and gas values in Nacogdoches County and make all efforts to change or
repeal Texas Tax Code Sec. 23.175 to bring all Texas taxpayers into an
equitable position.

NACOGDOCHES COUNTY COMMISSIONER’S COURT
Dated this 23™ day of March 2010

Jim Eder, Commissioner, Pct. 3

s > ; e,
~Tmed z‘?m\;i/zl«ac 2 et J//

Tom Stricklagd, Commissioner, Pct. 4
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We, the undersigned county judges, do respectiully request that the interim studies on oil/gas
property valuations consider the following information:

« Atleast half of our Texas counties are significantly affected by the undervaluation, caused by the 2007 amendments to
Section 23.175, Tax Code. When oll and gas propertles are undervalued, It causes an unfair tax shift to local homeowners
and business owners who resids in the affected communities or requires seriously cutting services that our residents expect.

= The Comptroller of Public Accounts (CPA) forecast for 2008 and 2009 substantially underestimated the values for crude
oil. This aggravated hy the requirement that the CPA use s “revenue estimating” methodology, instead of market-based
data. Unless the statutes are revised, the estimates will contfinue to undervalue these resources.

+ The members of the County Judges and Commissioners Association of Texas (CUJCAT) and the Texas Association of
Counties (TAC) request that these estimates be determined by market conditions, not severance tax estimates.

Thank you very much for your service to our great state and for your consideration of our
concems.

Sincerely, M?, 5%, Z p

Send TAC-Judicial mailing list submissions to

tac-jnd@list.countvy.org

To subscribe via the World wide web, visit
http://list.county.org/lists

To update your personal information or unsubscribe
via the World Wide Web, visit

http://list.county .orq/ips-cp

E'lna. Christopher <ElnaC@county.org> Thu, Mar 18, 2010 at 3:10 PM
Reply-To: tac-jud@list.county.org
To: TAC-Judicial <tac-jud@list.county.org>

[Quoted text hidden]

James Allison <j.allison@allison-bass.com> Thu, Mar 18, 2010 at 3:50 PM
Reply-To: tac-jud@list.county.org

https://mail.google.com/a/goliadcountytx.gov/?ui=2&ik=b1130d... 3/18/2010



Mary Manning _

From: James Allison [j.allison@allison-bass.com]
Sent: Sunday, March 21, 2010 5:14 PM

To: 'Elna Christopher'; Mary Manning
Subject: FW: Valuation of Oil and Gas Properties

From: Judge Cletis Millsap [mailto:judge@hopkinscountytx.org]
Sent: Saturday, March 20, 2010 5:02 PM

To: 'James Allison' ‘

Subject: Valuation of Oil and Gas Properties

March 19, 2010

_ To: Members, House Committee on Ways and Means and Senate Finance Committee

From: CountyJudges
Re: Valuation of Oil and Gas Properties

Dear Members:

We, the undersigned county judges, do respectfully request that the interim studies on oil/gas property valuations
consider the following information:

e At least half of our Texas counties are significantly affected by the undervaluation, caused by the 2007

amendments to Section 23.175, Tax Code. When oil and gas properties are undervalued, it causes an unfair tax
shift to local homeowners and business owners who reside in the affected communities or requires seriously
cutting services that our residents expect.

The Comptroller of Public Accounts (CPA) forecast for 2008 and 2009 substantially underestimated the values
for crude oil. This aggravated by the requirement that the CPA use a “revenue estimating” methodology,
instead of market-based data. Unless the statutes are revised, the estimates will continue to undervalue these

resources.

The members of the County Judges and Commissioners Association of Texas (CJCAT) and the Texas Association

of Counties (TAC) request that these estimates be determined by market conditions, not severance tax
estimates.

Thank you very much for your service to our great state and for your consideration of our concerns.

Sincerely,

‘ 0 o WY C ’ ]
K_ [L —({YL k} ¥ \'{L;(J A; e ~

Hopkins County, Judge
P.0. Box 288
Sulphur Springs, TX 75483
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LEON COUNTY, TEXAS
co JUDGE BYRON RYDER

P.O. Box 429 Centerville, TX 75833 » 903-536-2331 « 903-536-7044 fax
March 22™, 2010

The Honorable Rene O. Oliveira, Chairman
House Ways & Means Committee

Texas House of Representatives

PO Box 2910

Austin, TX 78768-2910

Dear Chairman Oliveira,

Leon County is presently in the process of starting our plans for the 2010-2011
budget year; but there is a great deal of uncertainty and apprehension about
what the crude oil and natural gas values will be. Knowing what these values are
is a necessary prerequisite to preparing a county budget which is viable and
reasonable, and which also gives the county a degree of flexibility in achieving its
short and long term goals.

Leon County is a small, rural county with limited resources for revenue; and
needless to say, oil and gas production generated locally within our county is a
primary and important source of such revenue. Last year, Leon County lost $1.4
million in anticipated revenue from oil and gas alone. A majority of that loss can
be directly attributed to the State’s new method of calculating the prices for these
commodities. If our county, and others like us, are to survive financially, and
continue to provide necessary services to our residents and reach our goals
through a balanced budget; the State must seriously consider repealing this new
method of calculation, and reinstate the previous method of calculating prices for
oil and gas, i.e., by averaging them from the previous year.

Primarily due to lost oil and gas revenues, our county has had to drastically cut
the budgets of virtually every county department, and merit and cost of living
raises are a thing of the past. Such budget cuts have created a hardship on our
county’s infrastructure, its employees, and residents who depend upon county
services. | anticipate this negative trend to continue until such time as the State
retums to the “averaging” method of calculating the prices of oil and gas; a
method which over the years, has proven to be an easier and fairer method of
distributing these monies to the State and its counties.

Also, this new method of calculating the prices of oil and gas commodities may
well negatively impact the State budget. As you are aware, the State must make
up any tax difference over $1.00/$1,000 taxes for school districts and if the State
loses revenue utilizing this new method of oil and gas pricing the State will be

++N/.AEGENR 1A09 ALNNOJ NO3T ET:41 0102 22 4EeW
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paying more to the school districts which, in turn, could adversely affect the
surplus amount the Sate now has; and place the State in a deficit situation in an
amount larger than the already expected $15 billion.

If our State and its counties are to stay strong and healthy in the future, you must
seriously consider returning to the “averaging” method for calculating the prices
of oil and gas. | have spoken with many county officials and community leaders
regarding this matter and it seems to be the sentiment of a vast majority of the
counties in this State. Under the “averaging” method it would also be easier for
the counties and the State Comptraller's Office to monitor that system; and it
would be a fairer and more equitable method of valuing the crude oil and natural
gas for county budget purposes.

In conclusion, | earnestly seek your committee and its members’ cooperation and
assistance in effecting this change in the manner of calculating the prices of oil
and gas. Toward that end, | would also like to encourage you to actively seek out
more input and involvement from County Officials and Appraisal Districts Chief
Appraisers in the decision making process in this regard. These people have a
lot of information pertinent to these issues, and they should be “tapped” by your
committee before any decision is made. A decision which has the potential to
have a long-lasting and permanent effect on all of us living in this great State of
Texas.

If you require any additional information, or have questions, please do not
hesitate to contact me at my office. Thank you very much.

Sipcerely,

Byron Ryder
County Judge
Leon County

&N/ QFEGENAR 1A09 ALNNOJ NO3IT ET1:+1 0102 22 <el



COMMISSIONERS
Juan M. Cantu
e Lipscomb County o M, e
s et Willis Smith, County Judge
| 3 y L,L ; Lipscomb, Texas 78056 '8’!.0:0\& BT?’::
(i : P.0. Box 89 recin
gl 1 = ‘ (806) 862-4131 -—
RLod'=— | FAX (806) 862-2603 s:r::Ivnztc‘l'hr ing
| | | John Fritzien
Precinet Four

March 22, 2010

To: Members, House Committee on Ways and Means and Senate Finance Committee
From: County Judges N
Re: Valuation of Oil and Gas Prop e.lti:ei};.:' =

Dear Members:

1do respectfully request that the interim studies on oil/gas property valuations consider the
following information: - .

At least half of our Texas counities are significantly affected by the undervaluation, caused by the
2007 amendments to Section'23.175, Tax Code, When oil and gas properties are undervalued, it causes
an unfair tax shift to local homeowners and business owners who feside in the affected communities or
requires seriously cutting services that dur residents expect.

The Comptroller of Public A¢counts (CPA) forecast for 2008 and 2009 substantially
underestimated the values for crude oil. This aggravated by the requirement that the CPA uses a “revenue
estimating” methodology, instead of market-based data. Unless the statutes are revised, the cstimates will
continue to undervalue these resources.

The members of the County Judges and Commissioners Association of Texas (CJCAT) and the
Texas Association of Counties (TAC) request that these estimates be determined by market conditions,
not severance tax estimates.

Thank you very much for your service to our great state and for your consideration of our

concerns.
Since:ely, -
(Laelo

Willis Smith
County Judge
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Danny Yocom C O U N TY v O F GAI N E S Blair Tharp

Commissioner

. . Commissioner
( ) Precinct 1 Tom N. Keyes ol
\ . ’ County Judge
c? ';:r?s Bt P.0. Box 847 Charlie Lopez
?:,ec;nz'? r21er Seminole, Texas 79360 Commissianer
(432) 758-5411 -:- FAX (432) 758-4031 Precinct 4

TR

March 22,2010

To: Members, House Committee on Ways and Means and Senate Finance Committee
From: Gaines County Commissioners Court
Re: Valuation of Oil and Gas Properties

Dear Members:

We, the undersigned Commissioners Court of Gaines County, do respectfully request that the interim
studies on oil/gas property valuations consider the following information:

( ) e Gaines County experienced a reduction of 22.3% of oil/gas property valuations from fiscal year
2009 to 2010. Explicitly, oil/gas values went from $5.411 billion to $4.204 billion. The loss of
value sent our Effective Tax Rate up significantly. In the face of the looming recession Gaines
County was forced to take a $2 million cut in revenue for the sake of our citizens. Through strict
management we were able to avoid major cuts in services, but if this trend continues we will be
forced to consider severe management actions in FY 2011.

e At least half of Texas counties are significantly affected by the undervaluation, caused by the
2007 amendments to Section 23.175, Tax Code. When oil and gas properties are undervalued, it
causes an unfair tax shift to local homeowners and business owners who reside in the affected
communities or requires seriously cutting services that our residents expect. This
undervaluation does not just affect the ability of county government to continue to provide
services at levels expected by its citizens. It effects cities and school districts.

e The Comptroller of Public Accounts (CPA) forecast for 2008 and 2009 substantially
underestimated the values for crude oil. This was aggravated by the requirement that the CPA
use a “revenue estimating” methodology, instead of market-based data. Unless the statutes are
revised, the estimates will continue to undervalue these resources.

e We, the Commissioners Court of Gaines County, hereby join the members of the County Judges
and Commissioners Association of Texas (CJCAT) and the Texas Association of Counties (TAC) to
request that these estimates be determined by market conditions, not severance tax estimates.

- Thank you very much for your service to our great state and for your consideration of our concerns.

-



( “ Sincerely,

Jrr iy

Tom N. Keye§ /

: County Judge

2~~~ Dénny Yocom Cr. ~Craig elt
Commissioner, Pct# 1 Commnsstoner Pct #_2
Pl vt
Blair Tharp Charlie Lopel

Commissioner, Pct# 3 Commissioner, Pct #

—
A 7@ s

~ ATTEST™Vicki Phillips
County Clerk




OFFICE of the COUNTY JUDGE
BONNIE LECK ~ WINKLER COUNTY

P.O. Drawer Y
Karmit, TX 79745
(432) 586-6658
Fax: (432) 5863223

Vida Simpson
Administrative Assistant

March 19, 2010

The Honorable René O, Oliveira

Chairman, House Ways & Means Committee
Texas House of chresentatwes

PO Box 2910

Austin, TX 78768-2910

Dear Congressman Oliveira:

It is respectfully requested that the interim studies on oil/gas property valuations consider the
following:

o Winkler County, as well as at least half of our Texas counties, is significantly affected by
the undervaluation caused by the 2007 amendments to Section 23,175,Tax Code. When
oil and gas properties are undervalued, it causes an unfair tax shift to local homeowners
and business owners who reside in the affected communities or requires seriously cutting
services that our residents expect and deserve (county hospital, senior citizen center,
airport, recreation, efc.).

¢ The Comptroller of Public Accounts (CPA) forecast for 2008 and 2009 substantially
underestimated the values for crude oil. This was aggravated by the requirement that the
CPA. usc a “revenue estimating” methodology, instead of market-based data. Unless the
statutes are revised, the estimates will continue to undervalue these resources.

» The members of the County Judges and Commissioners Association of Texas (CICAT)
and the Texas Association of Counties (TAC) request that these estimates be determined
by market conditions, not severance tax estimates.

Thank you very much for your service to our great state and for your consideration of our
coneerns,

Sincerely,

%»pn;%

Bonnie Leck
Winkler County Judge

Bl/vs




307 N. Gonzales St.
CUERQ, TEXAS 77954

.March 19, 2010

Members, House Committee on Ways and Means Members, Senate Finance Commitiee

Honorable Rene O. Oliveira, Chair Honorable Steve Ogden, Chair

Honorable Yohn C. Ono, Vice Chair Honorable Juan “Chuy” Hinojosa, Vice Chair

Honorable Dwayne Bohac Honorable Kip Averitt

Honorable Chatlie Howard Honorable Kevin P, Eltife

Honorable Aaron P¢na Honorable Jane Nelson

Honorable Will Hartneyt Honorable Royce West

Honorable Phil S. King Honorable Judith Zaffirini

Honorable Larry Taylor : Honorable Robert F, Deuell

Honorable Harvey Hilderbran Honorable Chris Harris

Honorable Kon Paxton Honorable Kel Seliger

Honorable Michael “Mike” Villamreal Honorable John Whitmire
Honorable Robert Duncan

Honorable Eddic Lucio
Honorable Florence Shapiro
Honorable Tommy Willfams

Re: Valuation of Oil and Gas Properties
Dear Committee Members:
I respectfully request the interim studies on oil/gas property valuations consider the following information:

At least half of our Texas counties are significantly affected by the undervaluation caused by the 2007 amendments to Section
23.175, Tax Code. When oil and gas propertics are undervalued, it causes an unfair tax shift to local homeowners and business
owners who reside in the affected communities or requires serjously cutting services that our residents expect,

The Comptrolier of Public Accounts (CPA) forecast for 2008 and 2009 substantially underestimated the values for crude oil.
This ageravatcd by the requirement that the CPA use & “revenue estimating” methodology, instead of market-based data. Unless
the statutes are revised, the estimares will continue to undervaluc these resources.

As a member of the County Judges and Commissioners Assoclation of Texas (CJCAT) and the Texas Association of Counties
(TAC) DeWitt County Commissioners Court requests that these estimates be detormined by market conditions, not severance tax

estimates.

Thank you very much for your service to our great state and for your consideration of our concemns.

Sincerely,
Do 1 1 o
Ben E. Prausc :
County Judge
BEP:cm
Xe: James P. Allison, Attorney at Law, Allison Bass & Associates, L.[.P. — Fax 512 480 0902
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COUNTY JUDGE'S OFFICE  (

March 19, 2010

To: Members, House Committee on Ways and Means and Senate Finance Committee
From: County Judges
Re: Valuation of Oil and Gas Properties

Dear Members:

We, the undersigned county judges, do respectfully request that the interim studies on
oil/gas property valuations consider the following information:

e At least half of our Texas counties ate significantly affected by the
undervaluation, caused by the 2007 amendments to Section 23,175, Tax Code.
When oil and gas properties are undervalued, it causes an unfair tax shift to local
homeowners and business owners who reside in the affected communities or
requires seriously cutting services that our residents expect.

o The Comptroller of Public Accounts (CPA) forecast for 2008 and 2009
substantially underestimated the values for crude oil. This aggravated by the
requirement that the CPA use a “revenue estimating” methodology, instead of
market-based data. Unless the statutes are revised, the estimates will continue to
undervalue these resources.

e The members of the County Judges and Commissioners Association of Texas
(CJCAT) and the Texas Association of Counties (TAC) request that these
estimates be determined by market conditions, not severance tax estimates.

Thank you very much for your service to our great state and for yout consideration of
our concerns.

Ed Janecka, County Judge - Courthouse - 151 N. Washington St., Room 3Q1 - La Grange, TX 78945
Phone: (979)968-6469  Fax: (979)968-8621 - www.co.fayere.tx.us
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Mark W. Allen
County Judge

Jasper County, Texas

March 18, 2010

To: Members, House Committee on Ways and Means and Senate Finance Committee

c/o The Hunorable René O. Uliveira '
Chairman, House Ways & Means Committee
Texas House of Representatives

PO Box 2910

Austin, TX 78768-2910

Re: Vajuation of Oil and Gas Properties
Dear Honorable Chairman Oliveira & Members:

| respectfully request that the interim studies on oil/gas property valuations consider the
following information:

* Atleast half of our Texas counties are significantly affected by the undervaluation, :
caused by the 2007 amendments to Section 23.175, Tax Code. When oil and gas |
praperties are undervalued, it causes an unfair tax shift to local homeowners and
business owners who reside in the affected communities or requires seriously cuttif;g
services that our residents expect. :

* The Comptroller of Public Accounts (CPA) forecast for 2008 and 2009 substantially
underestimated the values for cride oil. This aggravated by the requirement that the
CPA use a “revenue estimating” methodology, instead of market-based data. Unless the
statutes are revised, the estimates will continue to undervalue these resources.

¢ The members of the County Judges and Commissioners Association of Texas (CJCAT)i and
the Texas Assuciation of Counties (TAC) request that these estimates be determined: by
market conditions, not severance tax estimates,

If you have any questions, or require additional information, please feel free to contact me at
(409) 384-2612. Thank you very much for your service to our great state and far your
consideration of our concerns.

. ——

Mark W. Allen, County Judge
Jasper County, Texas

Jasper County Courthouse » 121 N. Austin, Room 106 = Jasper, Texas 75951
Phone: (409) 384-2612  Fax (409) 384-9745
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Vikki Bradlzy

Upton County Judge

P.0 Box 482 Phone’ 432-623-232]1
Rankin, Texas 79778 Fax:® 432-693-2243
March 22, 2010

To: Members, House Committee on Ways and Means and Senate Finance Committee

Re: Valuation of Oil and Gas Properties

Dear Members:

We, the undersigned county judges, do respectfully request that the interim studies on oil/gas property
valuations consider the following information:

- At least half of our Texas counties are significantly affected by the undervaluation, caused by the

2007 amendménts to Section 23.175, Tax Code. When oil and gas properties are undervalued, it causes
an unfair tax shift to local homeowners and business owners who reside in the affected communities or
requires seriously cutting setvices that our residents expect.

. The Comptroller of Public Accounts (CPA) forecast for 2008 and 2009 substantially underestimated
the values for crude oil. This aggravated by the requircment that the CPA use a "revenue estimating™
methodology, instead of market-based data. Unless the statutes are revised, the estimates will continue

to undervalue these resources.

. The members of the County Judges and Commissioners Association of Texas (CJCAT) and the Texas
Association of Countics (TAC) request that these estimates be determined by market conditions, not

scverance tax estimates,

Thank you very much for your service to our great state and for your consideration of our concerns.

Sincerely, .
o L e

- My’&
Vikki Bradley
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Page 3 of 4

I Code. When oil and gas properties are undervalued, it causes an unfair tax
shift to local homeowners and business owners who reside in the atfected
communities or requires seriously cutting scrvices that our residents
expect.

The Comptroller of Public Accounts (CPA) forecast for 2008 and
2009 substantially underestimated the values for crude oil, This aggravated
by the requirement that the CPA use a "revenue estimating" mcthodology,
instead of market-based data. Unless the statutes are revised, the
estimates will continuc to undervalue these resources.

The members of the County Judges and Commissioners Association of
Texas (CJICAT) and the Texas Association of Counties (TAC) request that
these
) estimates be determined by market conditions, not severancc tax estimates.

Thank you very much for your service to our great state and for your
consideration of our concerns.

Sincerely,

JM@“
%’@ufc{? ch/cl e

,

5/21/2002
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MAR/24/2010/WED 02:54 PM  Houston County Judge FAX No. 936 544 8093 P.002

.,

-

936-544-3255 ext 221
Fax 936-544-8053
LHunt@co.houston.tx.us

Lonnig Hunt, County Judge
401 E. Goliag, Suite 201
Crockett, TX 75835

County of Houston
Office of the County Judge

March 24, 2010

The Honorable Rene Oliveira and Members
Committee on Ways and Means
Texas House of Representatives

Avystin, TX 78768-2910
Delivered by fax to: 512-463-8186

Dear Chairman Oliveira and Committee Members,

It is the belief of the Houston County Commissioners Court, and many other Comumissioners
Courts across Texas, that the adoption and implementation of Section 23.175 of the Texas
Property Tax Code in 2007 has resulted in an unfair and possibly unconstitutional situation in
which oil and gas properties have been valued at less than fair market value.

This has caused an unfair shift in the property tax burden to homeowners, farmers and ranchers,
and small business owners. It has also resulted in a loss of revenue to local governments
including Houston County. Ironically, the largest loss of revenue occurred in the first year this
new process was in place, but because oil and gas values were up so much that year, most of us
had no idea of the negative impact it was having.

It is impossible to know just how much lost revenue this has caused Houston County, but the
attached page shows my best efforts to estimate it. I think these are conservative estimates. And
I know that the State of Texas has lost much more than county governments because of the
reduction in school property taxes that had to be made up by the State.

No one wants to pay property taxes. But as long as we have property taxes, we must ensure that
the system is fair to all. No one industry or group should get a break at the expense of other
taxpayers. A fair and equitable appraisal of property is all we are seeking.

It is an impossible task for the Comptroller or anyone else to try to predict oil and gas prices.

The old method of using an average of the previous year's prices was fair. Thus, I urge the

Ways and Means Committee to support legislation which would repeal Section 23,175 and return
to the previous law with regard to oil and gas appraisals.

Sincerely,
Alttett
onnie Hunt
County Judge
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Council Document: 73R 4531 JD-D

Taxation--Property-Appraisals & Appraisal Districts (10792)

Bill Subcommittee: Ad Valorem Tax Policy
Armbrister (Chair) | MoncrlefJ Truan

o Legislative Session: 73(R)

Last Action: 06/19/1993 E Effective on 9/1/93

Caption Version: Introduced

Caption Text:

Author: Craddick

Sponsor: Bivins

Subjects: Oil & Gas (10545)

Taxation--Motor Fuels (10809)

House Committee: Ways & Means

Status: Out of committee

Vote: Ayes=0 Nays=0 Present Not Voting=0 Absent=0

Senate Committee: Finance

Status: Out of committee
f( - 'ote: Ayes=12 Nays=0 Present Not Voting=1 Absent=0
L

Actions: (ascending date order)

Relating to the appraisal of oil and gas property for ad valorem tax purposes.

Filed

02/17/1993

“(‘“‘
'_'L

.H

H Read first time 02/18/1993 434
H Referred to Ways & Means 02/18/1993 434
H Scheduled for public hearing on . . 03/03/1993

H Considered in public hearing 03/03/1993

H Left pending in committee 03/03/1993

H Considered in public hearing 03/24/1993

H Testimony taken in committee 03/24/1993

H Reported favorably as substituted 03/24/1993 1027
H Committee report prmted and distributed 04/01/1993 08:09 PM

H Comm. report sent to Local & Consent Calendar 04/02/1993

H Considered in Local & Consent Calendars 04/07/1993

H Placed on Consent Calendar 04/15/1993

H Read 2nd time 04/15/1993 1165
H Passed to engrossment 04/15/1993 1165
H Nonrecord vote recorded ln Journal 04/15/1993 1165
H Read 3rd time 04/15/1993 1172

{ Passed - 04/15/1993 1172

‘Nonrecord vote recorde&mm Journal ““(')"“4/15/ 1993 1172

H “Reported engrossed w04/15/1993 1287
S Received from the House ... 04/19/1993 815
2. 1~

http://www.capitol.state.tx.us/BillLookup/I—Iistory.aspx?LegSess=73R&Bill=HB925&Sort=A

3/19/2010
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S Read first time 04/20/1993 845
S Referred to Finance - 04/20/1993 845
S’ Scheduled for public hearingon..... 05/05/1993
S Considered in public hearing 05/05/1993
S Referred to special subcommittee 05/05/1993
S Scheduled for public hearing ins/con . .. 05/11/1993 -
S Considered by s/c in public hearing 05/11/1993 R
'Aéw"rméstimony taken in subcommAi‘tté'ém 05/11/1993
S Left pending in subcommittee 05/11/1993
S Posting rule suspended 05/14/1993 1958
S Considered by s/c in public hearing 05/14/1993
S Testimony taken in subcommittee 05/14/1993
S Reported from s/c favorably w/o amendments 05/14/1993
S Scheduled for public hearingon ... .. 05/17/1993
S Meeting cancelled 05/17/1993
S Scheduled for public hearingon . .. .. 05/18/1993
S Considered in public hearing 05/18/1993
S Testimony taken in committee 05/18/1993
S Left pending in committee 05/18/1993
S Considered in public hearing 05/19/1993
S Testimony taken in committee 05/19/1993
S Reported favorably w/o amendments 05/19/1993 2197
S Placed on intent calendar 05/21/1993
S Rules suspended 05/30/1993 3873
S Read 2nd time & passed to 3rd reading 05/30/1993 3873
S Rules suspended 05/30/1993 3874
S Record vote 05/30/1993 3874
S Read 3rd time 05/30/1993 3874
S Passed 05/30/1993 3874
H Senate passage reported 05/30/1993 5368
H Reported enrolled 05/31/1993 5468
H Signed in the House 05/31/1993 5467
S Signed in the Senate 05/31/1993 3928
E Sent to the Governor 06/01/1993 5468
E Signed by the Governor 06/19/1993
E Effective on 9/1/93 06/19/1993

002

http://www.capitol.state.tx.us/BillLookup/}IiSt\bfy.aspx?LegSess=73R&Bill=HB925&Sort=A

3/19/2010



—
o

(-

>

v ®® N o !

10
11
12
13

14

15
16
17
18
19
20
21
22
23
24

1 certity that the attathed 5 a trus and
correct copy of -, which

93 FEB 18 MM 2 45 was filed of record on __Q_-'_!:.Z.:jj

and referred to the committee on:
HOUSE DF REPRESENTATIVES MJ.%&W
&E/{;//\ lj?ﬁf«q«%?’

Chiet e < ui i House

E Y FER 17 1993

By CRHAMICK fB. NC-%

A BILL TO BE ENTITLED
AN ACT
relating to the appraised valué of oil and gas property for ad
valorem tax purposes.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:
SECTION 1. Subchapter B, Chapter 23, Tax Code, is amended by
adding Section 23.175 to read as follows: '

Sec., 23.175. OIL OR GAS INTEREST. If a real property

interest in oil or gas in place is appraised by a method that takes

into account the future income from the sale of 0il or gas to be

produced from the interest, the method must use the average price

of the oil or gas from the interest for the preceding year as the

future price at which the o0il or gas to be produced from the

interest is projected to be sold. The average price for the

preceding year is calculated by dividing the sum of the prices for

which oil or gas from the interest was selling on each day of the

preceding calendar year, excluding February 29, by 365. If there

was no production of oil or gas from the interest on any day during

the preceding calendar year, the average price for which similar

0il or gas from comparable interests was selling on that day is to

be used.

SECTION 2. This Act takes effect January 1, 1994, and
applies only to taxes imposed on or after that date.

SECTION 3. The importance of this legislation and the

crowded condition of the calendars in both houses create an

73R4531 JD-F 1 003
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emergency and an imperative public necessity that the
constitutional rule requiring bills to be read on three several

days in each house be suspended, and this rule is hereby suspended.

73R4531; JD-F | 2 004
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE
73rd Regular Session
March 3, 1993
TO: Honorable Tom Craddick, Chair IN RE: House Bill No. 925
Committee on Ways and Means By: Craddick

House of Representatives
Austin, Texas

FROM: Jim Oliver, Director

In response to your request for a Fiscal Note on House Bill No. 925 (relating to the appraised valve
of oil and gas property for ad valorem tax purposes) this office has determined the following:

The bill would amend Subchapter B, Chapter 23, Tax Code by adding Sec. 23.175, to provide
that if a real property interest in oil or gas were appraised on the basis of future income from the
sale of the oil or gas production, then the appraiser must use the average price of the product from
the previous year as the basis for appraisal.

The use of the average price of oil and gas for the preceding year, applied to a future income
strearn from a producing property, would result in a reduction of statewide taxable value of oil and
gas properties and thus a reduction in property tax revenues.

Assuming an $0.82 local fund assignment rate, under the Foundation School Program, the
reduction in property tax values would increase state costs by $45.1 million per year for Tier | alone.
This increase in state aid would partially offset the estimated loss of $68.7 million to local school
districts. .

The probable fiscal implication of implementing the provisions of the bill during each of the
first five years following passage is estimated as follows:

Fiscal Probable Cost to the Probable Loss to | Probable Loss
Year General Revenue Fund - School Districts to Counties
1994 $45,100,000 $23,564,000 |$16,103,000
1995 45,100,000 23,564,000 16,103,000
1996 45,100,000 23,564,000 16,103,000
1997 45,100,000 23,564,000 16,103,000
1998 45,100,000 23,564,000 | 16,103,000

Similar annual fiscal implications would continue as long as the provisions of the bill are in
effect.

Source: Comptroller of Public Accounts;
LBB Staff: JO, JWH, DE, WIR, OC

G:\FNOTES\H\H0920\H0925\H0925AF.490
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1% Printing HOUSE OF REPRESENTATIVES

By Craddick H.B. No. 925

Substitute the following for H.B. No. 925:

By Craddick C.S.H.B. No. 925

A BILL TO BE ENTITLED

AN ACT

' relating to the appraisal of oil and gas property for ad valorem

tax purposes.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:
SECTION 1. Subchapter B, Chapter 23, Tax Code, is amended by
adding Section 23.175 to read as follows:

Sec. 23.175. OIL OR GAS INTEREST. (a) 1If a real property

interest in oil or gas in place is appraised by a method that takes

into account the future income from the sale of oil or gas to be

produced from the interest, the method must use the average price

of the oil or gas from the interest for the preceding year as the

price at which the o0il or gas produced from the interest is

projected to be sold in the current year of the appraisal. T™The

average price for the preceding year is calculated by dividing the

sum of the prices for which oil and gas from the interest was

selling on each day of the preceding calendar vear, excluding

February 29, by 365. If there was no production of oil or gas from

the interest on any day during the preceding calendar year, the

average price for which similar oil and gas from comparable

interests was selling on that day is to be used. If market

conditions warrant, the average price from the preceding year may

be increased or decreased in the second and/or succeeding years of

an appraisal that takes into account the future income from the

sale of oil or gas to be produced from the interest. If the

009
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average price from the preceding year ig increased in the second or

any succeeding year of an appraisal that takes into account the

future income from the sale of oil or gas from the interest, the

annual percentage rate of increase may be no greater than the

annual percentage » rate increase projected .for that year by the

comptroller for revenue estimating purposes; however, in no event

may the price used in the second or any succeeding year of an

appraisal exceed 150 percent of the price used in the current year

of the appraisal. The price used in the current year may be

decreased by any amount in the second and succeeding year of an

aggraisal.
(b) The comptroller by rule shall develop and distribute to

each appraisal office appraisal manuals that specify methods and

procedures to discount future income from the sale of oil or gas

from the interest to present value.

(c) Each appraisal office shall use the methods and

procedures specified by the appraisal manuals developed under

Subsection (b) of this section.

SECTION 2. This Act takes effect >September 1, 1993. _

SECTION 3. The importance of this legislation and the
crowded condition of the calendars in both houses create an
emergency and an imperative public necessity that the
constitu'tional rule requiring bills to be read on three several

days in each house be suspended, and this rule is hereby suspended.
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COMMITTEE REPORT
o3443

The Honorable Pete Laney

Speaker of the House of Representatives (date)

Sir.

We, your COMMITTEE ON WAYS AND MEANS .

to whom was referred HBANS have had the same under consideration and beg to repor
(measure) . )

back with the recommendation that it

( ) do pass, without amendment.
( ) do pass, with amendment(s). .
(X) do pass and be not printed; a Complete Committee Substitute is recommended in lieu of the original measure.

Aﬁscal note was requested. ()j() yes ( ) no : An author's fiscal statement was requested, ( ) yes ()Q no
A criminal justice policy impact statement was requested. ( ) yes () no

An equalized educational funding impact statement was requested. ( ) yes (> no

An acluarial impact statement was requested. ( ) yes (X) no

A water development policy impact statement was requested. ( ) yes () no

() The Committee recommends that this measure be sent to the Committee on Local and Consent Calendars.

House Sponsor of Senate Measure

The measure was reported from Committee by the following vote:

AYE NAY PNV ABSENT
Craddick, Ch. X
Alexander, V.C. X
Berlanga i X
Haggerty X
Hetlin N
Horn X
Moreno I X
Oliveira X
Uher : : X
Williamson ___ X
Wolens /‘\
Total =] aye _)72, L )
) g (i bibeet
nay CHAIRMAN

__Q__ present, not voting
___.:_)__ absent
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H.B. 925 ' Ways and Means Committee
Craddick .

C.S.5.B. 925
Craddick

BILL ANALYSIS

BACKGROUND INFORMATION

Chapter 23, Tax Code, establishes methods and procedures for property appraisal in the state.
On January 1 each year, all taxable property is to be appraised using generally accepted appraisal
techniques. Subchapter B, Chapter 23, Tax Code, establishes appraisal methods for special
appraisals such as taxable leaseholds, intangibles of an insurance company, and mineral interests
not being produced.

PURPOSE

The bill would require appraisals of real property interests in oil or gas in place to use the
historical price of gas or oil during the previous year as the basis of determining taxable value.
The determination of the future price .of oil or gas would strictly depend on the price of oil or
gas in the preceding year unless market conditions warranted the use of the Comptrolier’s
forecast of oil and gas prices to adjust the previous year’s price.

SECTION BY SECTION ANALYSIS

SECTION 1. Amends Chapter 23, Tax Code by adding Section 23.175.
(a) Requires the use of historical oil and gas prices in determining taxable values
of oil and gas interests. If market conditions warrant, the Comproller’s forecast
of oil and gas prices be used to adjust the previous year’s value.
(b) Provides that the Comptroller shall develop and distribute to appraisal districts
a manual that specifies methods for appraising oil and gas properties using future
prices of oil or gas in determining present value.

() Requires each appraisal office to use the methods and procedures specified in
the appraisal manual distributed under subsection (b).

SECTION 2. Establishes effective date of January 1, 1994.

SECTION 3. Emergency clause.

COMPARISON OF SUBSTITUTE TO ORIGINAL

C.S.S.B. 925 contains a provision for including the Comptroller’s forecast of oil and gas prices
in the appraisal of oil or gas property should market conditions warrant. No such provision was
in H.B. 925.

C.S.S.B. 925 contains a provision capping the increase in oil or gas price used in the appraisal
at 150 of the price of the previous year. No such provision was in H.B. 925.

C.S.S.B. 925 contains a provision directing the Comptroller to develop and distribute a manual

for the appraisal districts to use to appraise oil and gas property using the future value of oil or
gas to determine present value. H.B. 925 contained no such provision.

w0 013
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RULEMAKING AUTHORITY

1t is the committee’s opinion that this bill does not delegate new rulemaking authority to any
state officer, agency, department, or institution.

SUMMARY _OF COMMITTEE ACTION

Public notice was posted in accordance to.the rules and a public hearing was held on March 3,
1993. No testimony was received on, for, or against the bill. Without objection, HL.B. 925 was
lefi pending before tlie committee.

On March 24, 1993, the Chair laid out ELB. 925 on pending business and a committee substitute
to the bill. Representative Craddick explained the bills to the committee. No testimony was
received on, for, or aguinst the bills. The commitiee adopted C.S.H.B. 925. By a record vote

of § ayes, 0 nays, O present not voting, and 3 absent, the committee voted to report HLB. 925 to°

the House as substituted with the recommendation that it be sent to the Local and Consent
Calendar and that it do pass. .
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE
73rd Regular Session

March 31, 1993

TO: Honorable Tom Craddick, Chair IN RE: Committee Substitute for
~ Committee on Ways and Means House Bill No. 925
House of Representatives
Austin, Texas

FROM: Jim Oliver, Director

In response to your request for a Fiscal Note on Committee Substitute for House Bill No. 925
(relating to the appraisal of oil and gas property for ad valorem tax purposes) this office has
determined the following:

The bill would amend Subchapter B, Chapter 23, Tax Code by adding Sec. 23.175, to require
that oil and gas appraisals use the average price of oil and gas for the preceding year to estimate
future income. If market conditions warrant, the average price from the preceding year could be
increased in the second and or succeeding years, but not to exceed the annual percentage rate of
increase projected for that year by the Comptroller for revenue estimating purposes. An increase
based on market conditions could not exceed 150% of the price used in the current year of the
appraisal.

The bill would also require the Comptroller by rule to develop and distribute to each appraisal
office appraisal manuals that specify methods and procedures to discount future income from the sale
of oil or gas from the interest to present value.

The Comptroller’s office would incur an administrative expense based on the anticipated.cost
of developing and distributing to each appraisal office appraisal manuals that specify methods and
procedures for appraisal of these properties, however, these costs could be absorbed under current
appropriation levels,

No significant fiscal implicatibn to the State or units of local government is anticipated.

Source: Comptroller of Public Accounts
LBB Staff: JO, JWH, DF, OC

G\FNOTES\H\H0920\H0925\HO925BF.490 % - - 015
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Chief Clerk
Houee of Reprasantatives
By C}raddick ) : : H.B. No. 925

Substitute the following for H.B. - No. 925:

By Lottt C.S.H.B. No. 925

A BILL TO BE ENTITLED
AN ACT
relating to the appraisal of oil and gas property for ad
valorem tax purposes.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:
SECTION 1. Subchapter B, Chapter 23, Tax Code is amended
by adding Section 23.175 to read as follows:

Section 23.175. OIL_ _OR GAS TINTEREST. (a) If a real

property interest din oil or gas in place is appraised by

2 _method that takeésS J1nt0 aCtOL e e =

a method that takes into account the future income from the

sale of oil or gas to be produced from the interest, the

method must use the average price of the oil or dgas from

the interest for the preceding vyear as the price at which

the oil or gas produced from the interest is projected to

be sold in the current vear of the appraisal. The average

price for the preceding vear is calculated by dividing the

sum' of the prices for which oil and gas from the interest

was selling on each day of " the preceding calendar vear,

excluding February 29, by 365. If there was no_pxroduction

of o0il or gas from the interest on any day during the

preceding calendar vyear, the average price for which similar

0il and gas from comparable interests was selling on that

day is to be wused. If market conditions warrant, the

average price from the preceding vear may be increased Or

decreased in the second and/or succeeding vears of an

appraisal that takes into account the future income from the

S0 017




<] 3 (831 [N

o

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

sale of oil or gas to bDe produced from the interest. 1f
® . .
the average. price from the preceding year is increased in

the second or_any succeeding year of an appraisal that takes

into _account the future income from. the sale of oLl or gas

from the interest, the annual percentage rate of increase

may be no dJgreater than the annual percentage rate increase

A=TIR L3 A=A

projected for that vear by the comptroller for revenue

estimating purposes; however, in no event may the price used

in the second or any succeeding vear of an appraigsal exceed

150 percent of the price used in the current vear of the

appraisal. The price used in the current vyear may be

decreased by any _amount in the second and succeeding year

of _an appraisal.
(b) The comptroller by rule ghall develop and

distribute to each appraisal office appraisal manuals that

specify methods and procedures to discount future income from

the sale of oil oxr gas from the ’ interest to present value.

(c) Each _appraisal office shall use the methods and
procedures specified by the appraisal manuals developed under

gubsection (b) of this section.
SECTION 2. This Act takes effect September 1, 1993.

SECTION 3. The importance of this legislation and the
crowded condition of the calendars in both vhouses create an
emergency and an imperative public necessity that  the
constitutional rule requiring bills to Dbe read on three
several days in each house bDe suspended, and this rule is

hereby suspended.
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HOUSE
ENGROSSMENT

By Craddick H.B. No. 925

A BILL TO BE ENTITLED
AN ACT
relating to the appraisal of oil énd gas property for ad valorem
tax purposes. | ‘
BE IT ENACTED BY THE LEéISLATURE OF THE STATE OF TEXAS:
SECTION 1. Subchapter B, Chapter 23, Tax Code, is amended by
adding Section 23.175 to read as follows:

Sec. 23.175. OIL OR GAS INTEREST. (a) If a real property

interest in oil or gas in place is appraised by a method that takes

into account the future income from the sale of oil or gas to be

produced from the interest, the method must use the average price

of the oil or gas frorﬁ the interest for the preceding year as the

price at which the oil or gas produced from the interest is

projected to be sold in the current year of the appraisal. The

average price for the preceding vear is calculated by dividing the

sum of the prices for which oil and gas from the interest was

selling on each day of the preceding calendar year, excluding

February 29, by 365. If there was no production of oil or gas from

the interest on any day during the preceding calendar year, the

average price for which similar oil and gas from comparable

interests was selling on that day is to be used. If market

conditions warrant, the average price from the preceding year may

be increased or decreased in the second and/or succeeding years of

an appraisal that takes into account the future income from the

sale of oil or gas to be produced Ffrom the interest. If the
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average price from the preceding year is increased in the second or

any succeeding year of an appraisal that takes into account the

future income from the sale of oil or gas from the interest, the

‘annual percentage rate of increase. may be no greater than the

annual percentage rate increase projected for that year by the

comptroller for revenue estimating purposes; however, in no event

may the price used in the gecond or any succeeding vyear of an

appraisal exceed 150 percent of the price used in the current year

of the appraisal..  The price used in the <current year may be

decreased by any amount in the sécond and succeeding year of an

(‘b) The comptroller by rule shall develop and distribute to

each appraisal office appraisal manuals that specify methods and

procedures tbvdiscount future income from the sale of o0il or gas

from the interest to present value.

(c) EBach . appraisal  office shall use the methods and

procedures specified by the appraisal manuals developed under

subgection (b) of this section.

SECTION 2. This Act takes effect September 1, 1993.
SECTION 3. The importance of this legislation and the
crowded conditlon of the calendats in both houses create an

emergency and an imperative public necessity that the

constitutional rule requiring bills to be read on three several’

days in each house be suspended, and this rule is hereby suspended.




Senate Research Center - H.B. 925
By: Craddick
Finance
5-11-93
Engrossed
BACKGROUND

All taxable property is to be appraised using generally accepted appraisal techniques on January 1
of each year. Chapter 23B, Tax Code, establishes appraisal methods for special appraisals such as -
taxable leaseholds, mtanglbles of an insurance company, and mineral interests not being used.

PURPOSE

As proposed, H.B. 925 sets forth methods for the appra.lsal of oil and gas property for ad valorem
tax purposes,

RULEMAKING AUTHORITY

It is the committee's opinion that rulemaking authority is granted to the comptroller of public
accounts in SECTION 1 (Section 23.175(b), Tax Code) of this bill.

SECTION BY SECTION ANALYSIS
SECTION 1. Amends Chapter 23B, Tax Code, by adding Section 23.175, as follows:

Sec. 23.175. OIL OR GAS INTEREST. (a) Sets forth the method for appraisal of a real
property interest in oil or gas.

(b) Requires the comptroller, by rule, to develop and distribute to each appraisal office
manuals that specify methods and procedures to discount future income from the sale of
oil or gas from the interest to present value.

(c) Requires each appraisal office to use the methods and procedures specified by the
manuals developed under Subsection (b).

SECTION 2. Effective date: September 1, 1993.
SECTION 3. Emergency clause.

SRC-FLB H.B. 925 T3[R) . . Page 1 of 1
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE
73rd Regular Session

April 22, 1993

TO: Honorable John Montford, Chair IN RE: House Bill No. 925, as engrossed
Committee on Finance By: Craddick
Senate Chamber :
Austin, Texas

FROM: Jim Oliver, Director

In response to your request for a Fiscal Note on House Bill No. 925, as engrossed (relating to the
appraisal of oil and gas property for ad valorem tax purposes) this office has determined the
following:

The bill would amend Subchapter B, Chapter 23, Tax Code by adding Sec. 23.175, to require
that oil and gas appraisals use the average price of oil and gas for the preceding year to estimate
future income. If market conditions warrant, the average price from the preceding year could be
increased in the second and or succeeding years, but not to exceed the annual percentage rate of
increase projected for that year by the Comptroller for revenue estimating purposes. An increase
based on market conditions could not exceed 150% of the price used in the current year of the
appraisal. ‘

The bill would also require the Comptroller by rule to develop and distribute to each appraisal
office appraisal manuals that specify methods and procedures to discount future income from the sale
of oil or gas from the interest to present value.

The Comptroller’s office would incur an administrative expense based on the anticipated cost
of developing and distributing to each appraisal office appraisal manuals that specify methods and

procedures for appraisal of these properties, however, these costs could be absorbed under current
appropriation levels.

No significant fiscal implication to the State or units of local government is anticipated.

Source: Comptroller of Public Accounts
LBB Suff: JO, TWH, DF, OC

GAFNOTES\H\H0920\HO925\H0925DF.540 ‘ ﬁ ?5
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By: Craddick (Senate Sponsor - Bivins) . H.B. No. 925
(In the Senate - Received from the House April 19, 1993;
ppril 19, 1993, read first time  and referred to Committee on
Finance; May 19, 1993, reported favorably by the Following vote:
Yeas 12, Nays 0; May 19, 1993, sent to printer.) ‘

COMMITTEE VOTE

o

Nay PNV Absent

Montford
Turner
Armbrister
Barrientos
Bivins
Ellis
Haley
Moncrief X
Parker
Ratliff
sims
Truan
Zaffirini
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A BILL TO BE ENTITLED
AN ACT

relating to the appraisal of oil and gas property for ad valorem
tax purposes.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:

SECTION 1. Subchapter B, Chapter 23, Tax Code, is amended by
adding Section 23.175 to read as follows:

Sec. 23.175. OIL OR GAS INTEREST. (a) If a real property
interest in oil or gas in place 1s appralsed by a method that takes
Into account the future income from the sale O oll oI gas to be
produced from the Tnterest, the method must use the average price
of the o0il or gas from the interest for the preceding vear as the
price at which the oll or gas produced from the interest 1S
projected to be sold in the Current year Of the appraisal, The
average price for the preceding vear is calculated by dividing the
sum of the prices for which oil and gas from the interest was
selling on each day of the preceding calendar vyear, excluding
February 29, by 365. If there was no production of oil or gas from
the .nterest on any day during the preceding calendar year, the
average price for which similar oil and gas from _comparable
Tnterests was sSelling on that day is to be used . If market
Conditions warrant, the average price from the recedin ear ma
be increased or decreased in the second and/or succeedin ears of
an appraisal that takes into_account tThe rfuture income from the
Ssale of o0il or gas to be produced from the interest. If the
average price from the preceding year Ts increased in_the second OT
any succeeding year of an appraisal that takes into account the
FTuture Lncome fFrom the sale of oil or gas from the interest, the
annual percentage rate of Increase may be no greater than the
annual percentage rate 1ncrease projected for that year by the
comptroller for_revenue estimating purposes; however, in no event
may the price used in the second or any succeeding year of an
appraisal exceed 150 percent of the price used in the current year
of the appraisal. The price used in__the current year may be
decreased by any amount in the second Znd succeeding year of an
appraisal.

{b) The comptroller by rule shall develop and distribute to
each appraisal office appraisal manuals that specify methods and
procedures to discount future income from the sale of oil or gas
from the interest to present value,

{c) Bach appraisal office shall use the me thods and
procedures specified by the appraisal manuals developed under
Subsection (b) Of this section.

SECTION 2. This Act takes effect September 1, 1993.

SECTION 3. The importance of this legislation and the
crowded condition of the calendars 1in both houses create an
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emergency and an imperative public necessity that the
constitutional rule requiring bills to be read on three geveral
days in each house be suspended, and this rule is hereby suspended.

* k k k

BAustin, Texas
May 19, 1993
Hon. Bob Bullock :
President of the Senate

Sir:
We, your Committee on Finance to which was referred H.B. No. 925,
have had the same under consideration, and I am instructed to
report it back to the Senate with the recommendation that it do
pass and be printed. .
Montford, Chairman
x % k Kk &

WITNESSES

No witnesses appeared on H. B, No. 925.
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(date)

FINANCE

_had the same under consideration and I am instructed to report it

We, your Committee on , to Which was referred the attached measure,

- - _ O
have on - | @ )77
(date of hearing)
back with the recommendation (s) that it:

(L)/ do pass and be printed
() do pass and be ordered not printed

() andis recommended for placement on the Local and Uncontested Bills Calendar.

A fiscal note was requested. (V{ yes () mno
A revised fiscal note was requested. () yes no
An actuarial analysis was requested. () yes no
Considered by subcommittee. - (v{ yes () no

The measure was reported from Committee by the following vote:

NAY ABSENT PNV

S|
>

Montford, Chair
Turner, Vice-Chair
Armbrister
Barrientos
Bivins

Eliis

Haley
Moncrief
Parker

Ratliff

Sims

Truan
Zaffirini
TOTAL VOTES

NANISH AN

—

Considered in public hearing
Testimony taken

A PSRN,
COMMITTEE/CLER v IZHAIRMS\! ‘ \

Paper clip the originsl and one copy of this signed form to the original bill g

Retain one copy of this form for Committec files :
]
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ENROLLED

H.B. No. 925

AN ACT
relating to the appraisal of oil and gas proper.ty‘ for ad valorem
tax pﬁrposes. '
BE IT ENACTED BY THE LEGISI._.ATURE OF THE STATE OF TEXAS:
SECTION 1. Subchapter B, Chapter 23, 'I;ax Code, is amended by
adding Section 23.175 to read as follows: '

Sec. 23.175. OIL OR GAS INTEREST. (a) If a real property

interest in oil or gas in place is appraised by a method that takes

into account the future income from the sale of 0il or gas to be

produced from the interest, the method must use the average price

of the oil or gas from the interest for the preceding yéar as the

price- at which "the oil or gas produced from the interest is

projected to be sold in the current year’ of the appraisal. The

average price for the preceding year is galculated by dividing the

sum of the prices for which oil and gas from the interest was

selling on each day of the preceding calendar year, excluding

February 29, by 365. If there was no production of oil or gas from

the interest on any day during the preceding calendar year, the

average price for which similar oil and gas from comparable

interests was selling on that day is to be used. If market

conditions warrant, the average price from the preceding year may

be increased or decreased in the second and/or succeeding vears of

an appraisal that takes into account the future income from the

sale of 0il or gas to be produced from the interest. If the

o | ’031
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average price from the preceding year is increased in the second or

any succeeding yeai of an appraisal that takes into account the

future income from the sale of oil or gas from the ihterest, the

annual percentage rate of increase may be no greater than the

annual percéntage rate increase projected for that year by the

comptroller for revenue estimating purposes; however, in no event

may the price used in the second or any succeeding year of an

appraisal exceed 150 percent of the price used.in the current year

of the appraisal. The price used in the current year may be

decreased by any amount in the second and succeeding year of an

appraisal.
(b) The comptroller by rule shall develop and distribute to

each appraisal office éppraisal manuals that specify methods and

procedures to discount future income from the sale of o0il or gas

from the interest to present value. -

(c) Bach appraisal office ghall use the methods and

procedures specified by the appraisal manuals developed under

Subsection (b) of this section.

SECTION 2. This Act takes effect September 1, 1993.

SECTION 3. ‘The importance of this legislation and the
crowded condition of the calendaré in both houses create an
emergency and an imperative public necessity that the
constitutional rule requiring bills to be read on three several

days in each house be suspended, and this rule is hereby suspended.

7Y,
-y
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H.B. No. 925

President of the Senate Speaker of the House

I certify that H.B. No. 925 was passed by the House on april

15, 1993, by a non-record vote.

Chief Clerk of the House

I certify that H.B. No. 925 was passed by the Senate on May

30, 1993, by a viva-voce vote.

-
A g

Secretary of ‘the Senate

APPROVED:

Date

Governor
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BILL ANALYSIS

Senate Research Center H.B. 925
By: Craddick
Finance
7-14-93
Enrolled
BACKGROUND

All taxable property is to be appraised using generally accepted appraisal techniques on January 1
of each year. Chapter 23B, Tax Code, establishes appraisal methods for special appraisals such as
taxable leaseholds, intangibles of an insurance company, and mineral interests not being used.

PURPOSE

As enrolled, H.B. 925 sets forth methods for the appraisal of oil and gas property for ad valorem
tax purposes.

RULEMAKING AUTHORITY

It is the committee's opinion that rulemaking authority is granted to the comptroller of public
accounts in SECTION 1 (Section 23.175(b), Tax Code) of this bill.

SECTIONBY SECTION ANALYSIS
SECTION 1. Amends Chapter 23B, Tax Code, by adding Section 23.175, as follows:

Sec. 23.175. OIL OR GAS INTEREST. (a) Sets forth the method for appraisal of a real
property interest in oil or gas.

(b) Requires the comptroller, by rule, to develop and distribute to each appraisal office
manuals that specify methods and procedures to discount future income from the sale of
oil or gas from the interest to present vaiue.

(c) Requires each appraisal office to use the methods and procedures spec1ﬁecl by the
manuals developed under Subsection (b).

SECTION 2. Effective date: September 1, 1993.
SECTION 3. Emergency clause.

SRC-FLB H.B. 925 73R) Page 1 of 1
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Bill Number: TX73RHB 925 Filed: 2/17/93
Author: Craddick
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President of the Senate Speaker of the House
I certify that H.B. No. 925 was passed by the House on April
15, 1993, by a non-record vote.

Chief Clerk of the House
I certify that H.B. No. 925 was passed by the Senate on May

30, 1993, by a viva-voce vote.

Secretary of the Senate

3/18/2010
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Bill Number: TXB8ORHB 2982 Filed: 03-07-2007

Author: Hardcastle

A BILL TO BE ENTITLED
AN ACT
relating to the ad valorem tax appraisal of oil or gas interests.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS :

SECTION 1. Section 23.175(a), Tax Code, is amended to read
as follows:

(a) 1If a real property interest in oil or gas in place is
appraised by a method that takes, into account the future income from
the sale of oil or gas to be produced from the interest, fhe method
must use the average price of the oil or gas from the interest for

the preceding calendar year multiplied by a market condition factor

as the price at which the oil or gas produced from the interest is
projected to be sold in the current year of the appraisal. The
average price for the preceding calendar year is calculated by

dividing the sum of the monthly average prices for which oil and gas

from the interest was selling during [em] each month [day] of the

breceding calendar year [—exeluding—February—29+] by 12 [365] . If
there was no production of oil or gas from the interest [er—ary—aay]
during any month of the preceding calendar year, the average price
for which similar oil and gas from comparable interests was selling

during that month [em—that—day] is to be used. The comptroller

comptroller's current calendar year gtatewide average price for oil

or gas, as applicable, forecasted for revenue estimating purposes

by the preceding calendar year actual statewide average price for

003
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oil or gas, _as applicable. For purposes of calculating the market

condition factor, "price" means the market value of oil or gas as

determined under Subchapter C, Chapter 201, or Section 202.053, as

applicable. The comptroller shall calculate the preceding calendar

vear actual statewide average prices for oil and gas and the market

condition factors for oil and gas and publish that information to be

used for ad valorem tax appraisal purposes concurrently with the

current calendar year statewide average prices for oil and gas

forecasted for revenue estimating purposes. The price for the

interest used in the second or a subsequent calendar yvear of the

appraisal shall reflect the same percentage rate increase Or

decrease in the price for oil or gas, as applicable, as projected

for that calendar vear by the comptroller for revenue estimating
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Read Bill - HB 2982 - As Filed

1 eppratsat—]

l’/' ‘ ) 2 SECTION 2. This Act applies only to the appraisal of
3 property for ad valorem tax purposes for a tax year beginning on or
4 after the effective date of this Act.
5 SECTION 3. This Act takes effect January 1, 2008.
3
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE, 80TH LEGISLATIVE REGULAR SESSION
April 10,2007
TO: Honorable Jim Keffer, Chair, House Committee on Ways & Means
FROM : John S. O'Brien, Director, Legislative Budget Board

IN RE: HB2982 by Hardcastle (Relating to the ad valorem tax appraisal of oil or gas interests.), As
Introduced

No significant fiscal implication to the State is anticipated.

The bill would amend Section 23.175 of the Tax Code to change the oil and gas price averaging
method in an income appraisal method from the daily average for the preceding calendar year to the
monthly average for the preceding year.

The bill would require that the average price of the oil or gas be multiplied by a market condition
factor, and the resulting price used as the price in the current year of the appraisal. The bill would
require that the Comptroller calculate the market condition factor by dividing the Comptroller's
current calendar year statewide average price for oil or gas forecasted for revenue estimating purposes
by the preceding calendar year actual statewide average price for oil or gas.

The Comptroller would have to publish the actual statewide average prices for oil and gas and the
market condition factors concurrently with the current calendar year statewide average prices for oil
and gas forecasted for revenue estimating purposes. Finally, the bill would require appraisal districts
to appraise oil and gas interests using the same percentage rate of increase or decrease in oil or gas
prices as projected by the Comptroller for revenue estimating purposes.

Because the state is constitutionally prohibited from imposing a state property tax, there would be no
direct fiscal impact on the state; however, Section 403.302 of the Govemment Code requires the
Comptroller to conduct a property value study to determine the total taxable value for each school
district. Total taxable value is an element in the state's school funding formula. Passage of this bill
could cause a change in school district taxable values reported to the Commissioner of Education by
the Comptroller.

The bill would modify the oil and gas pricing method that appraisal districts are currently required to
follow in their appraisals, but it would not overrule the general requirement that oil and gas interests

be appraised at market value. There would be no significant cost to the state and local units of
government.

The bill would take effect January 1, 2008.
Local Government Impact
No significant fiscal implication to units of local government 1 anticipated.

Source Agencies: 304 Comptroller of Public Accounts
LBB Staff: JOB, CT, SD, SIS
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) WITNESS LIST

HB 2982
HOUSE COMMITTEE REPORT

Ways & Means Committee

April 11,2007 - 1:00 PM or upon final adjourn./recess
For: LeBas, James (Texas Oil and Gas Association)
Valenza, John (Anadarko Petroleum Corp.)
Registering, but not testifying:
For: Perry, Steve (Chevron USA)
Stevens, Bill (Tx Alliance of Energy Producers)
Warndof, Donna (TIPRO - Tx. Independent Producers & Royalty Owners)
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HB 2982
80t Legislative Session (2007)

House Committee on Ways & Means
Committee meeting of 4/11/07
Otto explains HB 2982 by Hardcastle.

Rep. Otto: Members this bill has to do with ad valorem valuation of mineral interests.
Our present system of mineral appraisal was formalized when property tax laws were
codified and the state property tax board was created in 1979. Taxable value is
calculated as a present worth of future income capabilities. There are four components
of the present worth calculations: commodity price; the amount of commodity
produced; the operating and capital expenses; and, present worth factor. Prior to
passage of 23.175 of the code, appraisal firms could set prices in any manner they saw
fit. 23.175 was passed to make price estimates more accountable and realistic.
Requested changes to 23.175 are an attempt to make the pricing process more uniform
and enhance the accuracy of the taxable value. The current statute uses a year old price
as a starting point. The requested change would adjust that price to the current market
conditions. Current law is silent in regards to de-escalating prices. This requested
change would mandate that prices be de-escalated as appropriate. Appraisal
uniformity across the state would be enhanced and gaming of appraisal pricing would
be minimized as the comptroller’s pricing scenario would be mandated.

Members what we are attempting to do here, the comptroller publishes a forward
looking price of mineral product. We are simply saying we want take that pricing
structure and use it in coming up with the present value calculation. So that gives affect
both to when the comptroller is projecting increasing prices, values will rise. At the
same time when she projects decreasing prices, the value should go down. In the past
what we have happen is we always seem to get adjustment when the values or prices
are going up but they never go down. So by tying it to the comptroller schedule, we are
going to have consistency throughout the state on how the mineral interests are valued
on the present value calculation.

I will be happy to answer any questions.
Rep. Keffer: Members do we have any questions?

Rep. Flores: So then, I guess if it would be on a sliding scale and I know several
sessions ago we had to go back and correct it because the price had gone down so
much. We had to make some type of adjustments. So now she will have the authority

-



to do it as the price went up and as the price came down she will have the authority to
do that the comptroller’s office...

Rep. Otto: She is already publishes this information. So all we are doing is taking
advantage of something the comptroller is already putting out there and we are going
to say that is the data we will use then to use in the discounted present value of the
mineral interests to be used in the appraisal process. We are relying on her numbers
and it basically if she is projecting increasing in pricing in the future then values are
gonna go up...

Rep. Flores: So because it didn't have any typé of a cost, this will allow us ... this would
ensure there is fairness to both sides.

Rep. Otto: That’s correct.

Reé. Davis: There’snota ... (not audible).
Rep. Otto: This will be the standard.
Witnesses:

James Le Bas, Texas Oil and Gas Association, is for the bill. Mr. Otto did a very
thorough job of explaining the bill. So, I will be brief. Was around when the bill was
passed in 1993. Ibelieve this bill clarifies what the original intent was which is we
follow an independent and objective forecast which she is already done by the
comptroller’s office. In most places the bill is already being followed but there are a few
places where there has been some cherry picking going on. In order to ensure that
everybody is treated the same, this bill would iron all that out everywhere and should
improve uniformity the way taxes are imposed. We are in support of this bill.

No questions for the witness.

John Valenta, Anadarko Petroleum Corp., manager of ad valorem tax for the
Anadarko Petroleum Corp., we are here today to speak in favor of the bill. One of the
things we have when we are going to do ad valorem tax appraisals every year is that we
come in and we like to find a consistent and uniform practice of application of this law
23.175 was a good start when it was enacted in 1993. However, there has been some
gaming of the system. We are here to just to make sure it ‘s consistent, therefore, we are
'~ in favor of the passage of this bill.
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No questions for the witness.
Registering for, but not testifying:
Steve Perry, (Chevron USA)
Bill Stevens, (Tx Alliance of Energy Producers)
Donna Warndof, (TIPRO - Tx Independent Producers & Royalty Owners)

Rep. Otto closed on the bill. I would ask that members are agreeable that we move this-
as fast as possible since we are getting down to 47 days.

Left pending.

Reported favorably out of committee with no amendments on 4/18/07.
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80(R) HB 2982 - House Committee Report version - Bill Analysis

BILL ANALYSIS
H.B. 2982
By:
Hardcastle
Ways & Means
Committee Report
(Unamended)
BACKGROUND AND PURPOSE

The Texas constitution and state law require uniformity and equality in property
taxation. In response to large variations in oil and gas price forecasts that were being
used in appraising mineral properties, in 1993 the Legislature enacted Section 23.175
of the Tax Code. Section 23.175 ties the price forecast component of the appraisal
process to the forecast that is developed by the Texas Comptroller for the state’s

“revenue estimate. However, the statute’s only explicit limit is that imposed on price

increases, leading some appraisers to ignore the Comptroller’s forecast for years in
which price decreases are anticipated.

Ensuring accurate and uniform appraisals requires that an objective standard be used
for the price forecast. The Comptroller’s forecast is that standard under the Tax Code
and the intent of HB 2982 is that it be uniformly applied.

RULEMAKING AUTHORITY

It is the committee's opinion that this bill does not expressly grant any additional
rulemaking authority to a state officer, department, agency, or institution.

ANALYSIS

The bill amends Section 23.175 of the Tax Code to require that the starting-year price
to be used in appraising an oil or gas property be the average price received on that
property’s production in the prior year, multiplied by a market condition factor. The
Comptroller will calculate the market condition factor by the ratio of the current-year
statewide average price forecast of the Comptroller divided by the preceding calendar
year actual statewide average price. The Comptroller will calculate and publish the
market condition factor.

Percent changes in price to be used for all forecast years subsequent to the starting
year would be required to be the same as those forecasted by the Comptroller. The
current 150% cap on an increasing price forecast would be repealed. The Comptroller
shall publish the price forecast to be used.

This Act takes effect January 1, 2008.

EFFECTIVE DATE

January 1, 2008. )
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APPENDIX
STANDING COMMITTEE REPORTS
Favoerable reportsihave beenfiledby commiittees:asfcllows:
APl 24
Agriculture and Livestock - HB 1915
Business and Industry - HB 2392, HB 3147, HB 3518, HB 3674, SB 458
County Affairs - HB 2276, SB 1106
Criminal Jurisprudence - HB 3370, HB 3372
Culture, Recreation, and Tourism - HB 152, HB 693, HB 3113, HB 3863,
HB 3910, HJR 71, SB 182, SB 573
Defense Affairs and State-Federal Relations - HB 2694, SB 61
Economic Development - HB 2947, HB 3037
Wednesday, April 25, 2007 HOUSE JOURNAL — 62nd Day 2485
Elections - HB 1462

 Human Services - HB 2042, HB 2691, SB 344, 5B 744

Insurance - HB 2765, HB 3271

Judiciary - HB 2479

Juvenile Justice and Family Issues - HB 555, HB 876, HB 983, HB 1481,
HB 1993, HB 2410, HB 2501, HB 2502, HB 2940, HB 3022, HB 3993
Land and Resource Management - HB 631

Law Enforcement - HB 2833, HB 3613, SB 534

Licensing and Administrative Procedures - SB 904

Local Government Ways and Means - HB 1404, HB 3038, 5B 162, SB 940
Natural Resources - HB 599, HHB 1498, HB 2444, HB 2883, HB 4067
Public Education - HB 1632

Public Health - SB 625

State Affairs - HB 13, HB 21, HB 455, HB 2038, HB 2248, HB 2656,
HB 2666, HB 3453, HCR 198, SB 123

Transportation - HB 191

Wia§sand Weans - HB 646, FIB 1084, HB 1950, HB 1976, HB 2558,
FB.2982, HB 3461, HB 3546, HB 3928
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RESEARCH HB 2982
ORGANIZATION bill digest 5/3/2007 Hardcastle, Otto
SUBJECT: Determining the ad valorem tax appraisal value of o1l and gas mterests
COMMITTEE: Ways and Means — favorable, without amendaﬁent
VOTE: 8 ayes — Keffer, Ritter, Bonnen, Y. Davis, Flores, Paxton, Pena, Pitts

0 nays |

1 absent — Otto

WITNESSES: For — James LeBas, Texas Oil and Gas Association; John Valenza,
Anadarko Petroleum Corp.; (Registered, but did not testify: Steve Perry,
Chevron USA; Bill Stevens, Texas Alliance of Energy Producers; Donna
Warndorf, Texas Independent Producers and Royalty Owners)

Against — None

BACKGROUND: Tax Code sec. 23.175 governs the appraisal methods for oil and gas
interests. If the appraisal methods take into account the future income
from the sale of oil or gas to be produced from the interest, this method
must use the average price of the oil or gas from the preceding year as the
price at which the oil or gas is projected to be sold in the current year of
the appraisal.

DIGEST: Under HB 2982, an appraisal method that took into account the future
income from the sale of oil or gas would have to use the average price of
the oil or gas for the preceding calendar year, multiplied by a market
condition factor.

The average price for the preceding year would be calculated by dividing
the sum of the monthly average prices for which the oil and gas from the
interest was selling during each month, divided by 12.

The market condition factor would be calculated by dividing the
comptroller's current statewide average price for oil or gas by the
preceding year's statewide average price for oil or gas. The comptroller
would publish this information concurrently with the average prices for oil
and gas.
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HB 2982 .
House Research Organization e )

page 2 (( o

The price for the interest used in the second and subsequent years of
appraisal would reflect the same percent increase or decrease in the price
of oil or gas as projected by the comptroller for revenue estimating
purposes. :

The bill would take effect January 1, 2008, and would apply for tax years
beginning on or after that date.
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Bill Number: TX80RHB 2982 Date: 05-10-2007

ENGROSSED

A BILL TO BE ENTITLED
AN ACT
relating to the ad valorem tax appraisal of 0il or gas interxrests.

BE IT ENACTED BY .'I'HE LEGISLATURE OF .THE STATE OF TEXAS:

SECTION 1. Section 23.175(a), Tax Code, is amended to read
as follows:

(a) If a real property interest in oil or gas in place is
appraised by a method that takes into account the future income from
the sale of oil or gas to be produced from the interest, the method
must use the average price of the oil or gas from the interest for

the preceding calendar year multiplied by a market condition factor

as the price at which the oil or gas produced from the interest is
projected to be sold in the current year of the appraisal. The
average price for the preceding calendar year is calculated by
dividing the sum of the monthly average prices for which oil and gas

from the interest was selling during [en] each month [gay]l of the

preceding calendar year [; escetudine—Felruary—29+] by 12 [365]. If
there was no production of oil or gas from the interest [orr—any—day]
during any month of the preceding calendar year, the average price
for which similar oil and gas from comparable interests was selling

during_ that month [or—thet—day] is to be used. The comptroller

comptroller's current calendar year statewide average price for oil

or gas, as applicable, forecasted for revenue estimating PuUIrposes

by the preceding calendar year actual statewide average price for
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Page 1 of 3



Read Bill - HB 2982 - kngrossed
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oil or gas,. as.applicable. For purposes of calculating the market

condition factor, "price' means the market value of oil or gas. as

determined under Subchapter C, Chapter 201, or Section 202.053, as

applicable . The comptroller shall calculate the preceding calendar

year actual statewide average prices for oil and gas and the market

condition factors for oil and gas and'publish‘that information to be

used for ad valorem tax appraisal PULpPOBEE concurrently with the

forecasted for revenue estimating purposes. The price for the

interest used in the second or a_ subseguent calendar vear of the

appraisal shall reflect the same percentage rate increase or

decrease in the price for oil or gas, as applicable, as projected

for that calendar year by the comptroller for revenue estimating
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Read Bill - HB 2982 - Engrossed

1 apprec-sert—]

2 SECTION 2. This Act applies only to the appraisal of

3 property for ad valorem tax purposes for a tax year beginning om or
4 after the effective date of this Act.

5 SECTION 3. This Act takes effect January 1, 2008.
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Comparison between TX80RHB02982 the FIL version and

Bill Number: TXB80RHB 2982 Filed: 03-07-2007
Ruthor: Hardcastle

v -
telicon
WE OMEvmwwmos M.E_Ew
03-18-2010 - 09:14:20

TX80RHB02982 the ENG version

_ Bill Number: TXB80RHB 2982 Date: 05-10-2007
| ENGROSSED

Number of difference sections found: 1
Number of difference records found: 2

-- End of Comparison --
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LEGISLATIVE BUDGET BOARD
Austin, Texas

FISCAL NOTE, 80TH LEGISLATIVE REGULAR SESSIO]\\‘
May 16, 2007
T'O: Honorable Steve Ogden, Chair,.Senatc Committee on Finance
FROM.: John S. O'Brien, Director, Legislative Budget Board

IN RE: HB2982 by Hardcastle (Relating to the ad valorem tax appraisal of oil or gas interests.), As
Engrossed

No significant fiscal implication to the State is anticipated.

The bill would amend Section 23.175 of the Tax Code to change the oil and gas price averaging
method in an income appraisal method from the daily average for the preceding calendar year to the
monthly average for the preceding year.

The bill would require that the average price of the oil or gas be multiplied by a market condition
factor, and the resulting price used as the price in the current year of the appraisal. The bill would
require that the Comptroller calculate the market condition factor by dividing the Comptroller's
current calendar year statewide average price for oil or gas forecasted for revenue estimating purposes
by the preceding calendar year actual statewide average price for oil or gas.

The Comptroller would have to publish the actual statewide average prices for oil and gas and the
market condition factors concurrently with the current calendar year statewide average prices for oil
and gas forecasted for revenue estimating purposes. Finally, the bill would require appraisal districts
to appraise oil and gas interests using the same percentage rate of increase or decrease in oil or gas
prices as projected by the Comptroller for revenue estimating purposes.

Because the state is constitutionally prohibited from imposing a state property tax, there would be no
direct fiscal impact on the state; however, Section 403.302 of the Government Code requires the
Comptroller to conduct a property value study to determine the total taxable value for each school
district. Total taxable value is an element in the state's school funding formula. Passage of this bill
could cause a change in school district taxable values reported to the Commissioner of Education by
the Comptroller.

The bill would modify the oil and gas pricing method that appraisal districts are currently required to
follow in their appraisals, but it would not overrule the general requirement that oil and gas interests

be appraised at market value. There would be no significant cost to the state and local units of
government.

The bill would take effect January 1, 2008.
Local Government Impact
No significant fisca) implication to units of local government is anticipated.

Source Agencies: 304 Comptroller of Public Accounts
LBB Staff: 10B, CT, 8D, 88
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80(R) HB 2982 - Engrossed version - Bill Analysis Page 1 of 1

BILL ANALYSIS
Senate Research Center : H.B. 2982
80R9712 SMH-F By: Hardcastle, Otto (Seliger)
, Finance
5/18/2007
Engrossed

AUTHOR'S / SPONSOR'S STATEMENT OF INTENT

SECTION 3. Effective date: January 1, 2008.

. Current law requires uniformity and equality in property taxation. In response to large variations in oil and gas
price forecasts that were being used in appraising mineral properties, the 73rd Legislature, Regular Session,
1993, enacted Section 23.175 (Oil or Gas Interest), Tax Code. Section 23.175 ties the price forecast component
of the appraisal process to the forecast that is developed by the comptroller of public accounts (comptroller) for
the state’s revenue estimate. However, the statute’s only explicit limit is that limit imposed on price increases,
leading some appraisers to ignore the comptroller’s forecast for years in which price decreases are anticipated.
Ensuring accurate and uniform appraisals requires that an objective standard be used for the price forecast.

H.B. 2982 requires that the starting year price to be used in appraising an oil or gas property be the average
price received on that property's production in the prior year, multiplied by a market condition factor. This bill
requires the comptroller to calculate the market condition factor by a certain method and to publish the results.
RULEMAKING AUTHORITY

"his bill does not expressly grant any additional rulemaking authority to a state officer, institution, or agency.

SECTION BY SECTION ANALYSIS

SECTION 1. Amends Section 23.175(a), Tax Code, as follows:

(2) Requires the method used to appraise real property. interest in oil or gas that takes into account the
firture income from the sale of oil or gas to be produced from the interest (0il or gas) to use the average
price of the oil or gas for the preceding calendar year multiplied by a market condition factor as the price
at which the oil or gas is projected to be sold in the current year of appraisal. Provides that the average
price for the preceding calendar year is calculated by dividing the sum of the monthly average prices for
which oil and gas was selling during each month of the preceding calendar year by 12, rather than on
each day of that year, excluding February 29, by 365. Sets forth the method by which the comptroller
of public accounts (comptroller) is required to calculate the market condition factor. Defines "price" for
purposes of calculating the market condition factor. Requires the comptroller to calculate the preceding
calendar year actua) statewide average prices for oil and gas and the market condition factors for oil and
gas and to publish that information to be used for ad valorem tax appraisal purposes concurrently with
the current calendar year statewide average prices for oil and gas forecasted for revenue estimating
purposes. Requires the price for the interest used in the second or subsequent calendar year of the
appraisal to reflect the same percentage rate increase or decrease in the price for oi] or gas, as applicable,
as projected for that calendar year by the comptroller for revenue estimating purposes. Deletes existing
text relating to the use and computation of average prices from the preceding year.

{ ) "BCTION 2. Makes application of this Act prospective.
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" Texas Legislature Online - Committee Membership

{ Senate Committee on Finance (C540) Clerk: Amy Jeter
Legislature: 80(R) - 2007 Phone: (512) 463-0370
Appointment Date: 1/9/2007 Room: EXT E1.038

Position Member
Chair: . Sen. Steve Ogden
Vice Chair: Sen. Judith Zaffirini
Members: Sen. Kip Averitt
Sen. Bob Deuell
Sen. Robert Duncan
Sen. Kevin Eltife
Sen. Troy Fraser
Sen. Chris Harris
Sen. Juan Hinojosa
Sen. Eddie Lucio, Jr.
Sen. Jane Nelson
Sen. Florence Shapiro
Sen. Royce West
Sen. John Whitmire
Sen. Tommy Williams

View Membership History ' A
f"( J Bills Tn/Out of Committee | Meetings
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80(R) HB 2982 - Senate Committee Report version - Witness List Page 1 of 1

WITNESS LIST
P HB 2982 |
\S ) Senate Committee Report
Finance
May 19,2007 - 8:30 AM
FOR:

LaBas, James Fiscal Consulting (Texas Oil and Gas Association), Austin, TX
Stevens, Bill Exec V-P (Texas Alliance of Energy Producers), Austin, TX
Valenta, John Tax Manager - Property Tax (Anadarko Petroleum), Houston, TX

Registering, but not testifying:

For:
Aceyedo, Adrian Manager, Government Relations (Anadarko Petroleum), Austin, TX
Davis, Tricia Rep. American Royalty Council (ARC) (American Royalty Council), Austin,

X
Sellers, Tom (Conoco Phillips), Austin, TX

Warndof, Donna Director of Public Affairs (TIPRO Texas Independent Procedures &
Royalty Owners), Austin, TX
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HB 2982
80t Legislative Session (2007)

Senate Committee on Finance
Committee Meeting of 5/19/07
Sen. Eltife recognized for Sen. Seliger

Sen. Eltife: The Texas Constitution in state law requires uniformity in property
taxation. The present system on mineral appraisals was formalized and property tax
laws were set and the state property tax board was created in 1979. This bill set the
standard process for appraisal for oil and gas property based on the previous year
average production price and the comptroller's market condition factor. The resulting
price will be used as the price in the current year of the appraisal. The bill requires
appraisal districts to appraise oil and gas industries using the same percentage rate
regardless of the increase or decrease in price from the previous year to determine the
year’s average. The bill will change the oil and gas price averaging method from the
daily average for the preceding calendar year to the monthly average from the
preceding year. It will repeal the 150% cap on an increase in price forecast. This is for
consistency and true reliance on the comptroller’s yearly forecast. This legislation
would create appraisal uniformity across the state and gaming of appraisal pricing
would be minimized as the comptroller’s pricing scenario would be mandated.

Thank you Mr. Chairman. (No questions from members.)
Public testimony:

John Valenta, Tax Manager, Property Tax, (Anadarko Petroleum), Houston, Tx. I'm
here to testify in support of HB 2982. The bill supplements the original 23.175 that was
passed by the senate and the house in 1993. That bill when passed in 1993 added
uniformity to the appraisal system; however, there’s been some gaming of the system m
regards to the starting price of oil and gas and escalation scenarios used. This bill
simply would clarify that and bring everybody on a consistent uniform practice.
Presently the way the system is there is wide disparity in the appraisals and between
appraisals with...

Sen. Ogden: No lie. (Laughter) Go ahead. Iknow that to be true.

John Velenta: Simply what we are trying to do with this is to bring everybody on an
even playing field with this bill. Anadarko Petroleum and I are in support of this bill.
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Sen. Ogden: Ok. Thank you Mr. Valenta. I have a pretty good interest in this bill. T'll
probably have to do a white light on it but I understand the man’s testimony. ((

- James LaBas, Fiscal Consulting (Texas Oil and Gas Association), Austin, Tx. For the
bill, HB 2982. As you can see from the fiscal note, it's primarily a clarification. There
are a couple of changes need to be made to ensure the uniformity and the objectivity in
the appraisals. Technically, there’s sort of a soft spot in the law. It allows the down
years of the forecast to be ignored while only the up years can be looked at. If someone

 chose to cherry pick the forecast, and so this would make property appraisal process
use the entire data series from the comptroller including down years as well as up
years. The other change is makes, this is kinda of a less sweetened change, is it
addresses the very first year of a property appraisal using the price forecast,
comptroller again, as opposed to just using the previous year. So if the prices are rising,
the appraisal will go up that year. If prices are falling, appraisals go down that year.
All in all it ties everybody together to use a single standard and should achieve a
greater level of uniformity across the state. In addition, it repeals a 1993 cap 150% of the
old price. That goes away. Just in keeping with the general spirit that if the state has an
objective forecast we should use that. Everybody should be using the same ruler.
That's all that I've got.

Bill Stevens, Exec VP, (Texas Alliance of Energy Producers), Austin, Tx., The -
determination of the discounted net present value of oil and gas properties has always N
been a problem for us in appraisals. We think this particular piece of legislation goes a

long way to helping that. The fewer variable assumptions there are, the more definitive

it is. The better we all are for predictability. The Texas Alliance of Energy Producers is

happy to support this.

Sen. Ogden: I was reading the fiscal note here Bill, “What is a market condition
factor?” -

Bill Stevens: I’m going to bounce that one to the former comptroller's employee.

Sen. Ogden: The fiscal note says that the bill would require that the average price of oil
and gas be multiplied by a market condition factor. What is that?

Former Comptroller Employee: (Name not given.) In the very first year, under current
law it just says use last year’s price. The problem is that price is always obsolete by the

time this year comes. So what it would say is the comptroller will calculate and publish
last year’s price and this year’s price and compute that ratio. So if the price is rising, the
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market condition factor is 1.1, let’s say if it's going up 10%. If it’s falling, it's 0.9, if it’s
falling 10%. That's the market condition factor. It's a one year adjustment.

Sen. Ogden: And in a year that uh, let me see, like now our renditions are coming out.
Tell me like now...

Former Comptroller Employee: Well, if it were in affect now, the natural gas market
condition factor would be greater than 1 because the comptroller has called for an
increase in price.

Sen. Ogden: Between last year and this year.

Former Comptroller Employee: Between last year and this year. For oil they were
showing the reverse happening. Now as we know prices have risen this year.

Sen. Ogden: Right now uh. So, in this particular case would that mean that the
estimated price of oil will be higher for appraisal purposes this year than it would have
been under the current law? :

Former Comptroller Employee: Well, oil would have been lower because the
comptroller’s forecast showed a decline this year. For gas it would be higher because
they showed it rising this year.

Sen. Ogden: All right. Thank you.

Donna Warndof, Director of Public Affairs (TIPRO, Texas Independent Procedures &
Royalty Owners, Austin, TX, is for the bill.

Trisha Davis, represents American Royalty Council (ARC), Austin, T, is for the bill.

Adrian Acevedo, Manager, Government Relations (Anadarko Petroleum) Austin, TX, is
for the bill.

Tom Sellers, Conoco Phillips, Austin, TX; is for the bill.

Left pending in committee.
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By: Hardcastle, Otto (Senate Sponsor - Seliger) H.B. No. 2982
(In the Senate - Received from the House May 11, 2007;
May 15, 2007, read first time and referred to Committee on Finance;

~May 19, 2007, reported favorably by the following vote: Yeas 10,

Nays 0, 1 present not voting; May 19, 2007, sent to printer.)

A BILL TO BE ENTITLED
AN ACT

relating to the ad valorem tax appraisal of oil or gas interests.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:

SECTION 1. Section 23.175(a), Tax Code, is amended to read
as follows: '

(a) If a real property interest in oil or gas in place is
appraised by a method that takes into account the future income from
the sale of oil or gas to be produced from the interest, the method
must use the average price of the oil or gas from the interest for
the preceding calendar year multiplied by a market condition factor
as the price at which the oil or gas produced from the interest 1s
projected to be sold in the current year of the appraisal. The
average price for the preceding calendar year is calculated by
dividing the sum of the monthly average prlces for which oil and gas
from the interest was selling during lea] each month [&ax] of the
preceding calendar year [—exeludingEebruazry—29,] by 12 [365]. If
there was no production of oil or gas from the interest [en-any-da¥]
during any month of the preceding calendar year, the average price
for which similaz oil and gas from comparable interests was selling
during that month [em—that—day] is to be used. The comptroller
shall calculate the market condition factor by dividing the
comptroller's current calendar year statewide average price for oil
0X gas, as & icable, forecasted for revenue estimating purposes
by the Iece%in Calendar vear actual statewide average price for
01l oI gas, as applicable. For purposes-of ca culating the market
condition factor, "price" means the market value of oil or gas as
Jdetermined under Subchapter C, Chapter 201, or Section 202.053, as
applicable. The comptroller shall calculate the preceding calendar
year actual statewide average prices for o1l and gas and the market
condition Factors for oil and gas and publish that information to be
Used for ad valorem tax appraisal purposes Concurrent ly with the
current calendar year statewide average prices for 01l and gas
Forecasted for revenue. estimating purposes. . The price for the
Tnterest used in the second or a subsequent calendar yvear of the
appraisal shall reflect the same percentage rate increase oY
decrease in the price for oil or gas, as applicable, as projected
Ffor that calendar year by the comptrollexr for revenue estimating

purposes. [ 5

1
SECTION 2. This Act applies only to the appraisal of
property for ad valorem tax purposes for a tax year beginning on or
aftexr the effective date of this Act.
SECTION 3. This Act takes effect January 1, 2008.

* % % %k %
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Bill Number: TXBORHB 2982 Date: 05-23-2007

SENATE FLOOR AMENDMENT (S)

-§£“’ FLOOR AMENDMENT NO. 1
Amend HB 2982 (House Committee Printing) by adding the
following appropriately numbered Sections and renumbering the
remaining Sections of the bill:
SECTION _ . Section 162.227, Tax Code, is amended by adding
Subsection (c-1) to read as follows:

(c-1) A license holder may take a credit om a

return for the period in which the purchase occurred, and a person

who does not hold a license may file a refund claim with the

comptroller, if:

(1) the license holder or person paid tax on diesel

fuel;
(2) the diesel fuel is used in this state by movable
vf‘
() specialized equipment used in oil field well servicing; and
[

(3) the person who purchased the diesel fuel has

received or is eligible to receive a federal diesel fuel tax refund

under the Intermal Revenue Code of 1986 for the diesel fuel used by

movable specialized equipment used in oil field well ‘servicing.

SECTION __ . This Act takes effect September 1, 2007.
FLOOR AMENDMENT NO. 2
amend H.B. No. 2982 by adding the following appropriately
numbered SECTION to read as follows and renumbering subsequent
SECTIONS accordingly:
SECTION __ . Sectioms 201.059(g) amnd 202.058(h), Tax Code,
are repealed.
FLOOR AMENDMENT NO. 3
<J Amend H.B. No. 2982 by adding the following SECTION to the
B .

bill, appropriately numbered, and renumbering subsequent SECTIONS

043
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SECTLON __. (a) Section 271.02(e), Tax Code, is amended to
read ag follows:

(e) In this subsection, "portable drilling rig" includes o
equipment associated with the drilling rig. A portable drilling \J
rig designed for land-based oil or gas drilling or exploration
located on January 1 if the rig was located in the appraisal
digtrict that appraises property for the unit for the preceding 365
consecutive days. If the drilling rig was not located in the
appraisal district where it is located on January 1 for the
preceding 365 days, it is taxable by each [the] taxing unit in which
the owner's pri(ncipalb place of business -in this state is located on

January 1, unless the owner renders the rig under Chapter 22 to the

appraisal district in which the rig ig located on January 1, in

is located on January 1. If an owner elects to render any portable

drilling rig to the appraisal district in which the rig is located

on January 1 when the rig otherwise would be taxable at the owner's

principal place of business in this state, all the owner's portable

located on January 1. Notwithstanding any other provision of this

ubsection, if the owner of a portable drilling rig does pot have a

place of business in this state, the rig is taxable by each taing

unit in which the rig is located on January 1.

(p) Subsectiom (a) of this section applies only to a tax
year that begins omn or after the effective date of this section.

(¢) This section takes effect January 1, 2008 .
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Wednesday, May 23, 2007 SENATE JOURNAL 3097

(Senator Brimer in Chair)
BOUSE BILL 2982 ON SECOND READING

Senator Seliger moved to suspend Senate Rule 5.14(a) and the regular order of
business to take up for consideration HB 2982 at this time on its second reading:

HB 2982, Relating to the ad valorem tax appraisal of oil or gas interests.

The motion prevailed.

Senator Ogden asked to be recorded as "Present-not voting" on suspension of the
regular order of business.

The bill was read second time.

Senator Seliger offered the following amendment to the bill:
Floor Amendment No. 1

Amend HB 2982 (House committee printing) by adding the following
appropriately numbered Sections and renumbering the remaining Sections of the bill:
SECTION . Section 162.227, Tax Code, is amended by adding Subsection
(c-1) to read as follows
(c-1) A license holder may take a credit on a return for the period in which the
purchase occurred, and a person who does not hold a license may file a refund claim
with the comptroller, if:
(1) the license holder or person paid tax on diesel fuel;
(2) the diesel fuel is used m this state by movable specialized equipmment

~ used in oil field well servicing; and

(3) the person who purchased the diesel fuel has received or is eligible to
receive a federal diesel fuel tax refund under the Internal Revenue Code of 1986 for
the diesel fuel used by movable specialized equipment used in oil field well servicing.

SECTION . This Acttakes effect September 1, 2007.

The amendment to HB 2982 was read and was adopted by a viva voce vote.

All Members are deemed to have voted "Yea" on the adoption of Floor
Amendment No. 1 except as follows:

Present-not voting: Ogden.
Senator Seliger offered the following amendment to the bill:
Floor Amendment No. 2

Amend HB 2982 by adding the following appropriately numbered SECTION to
read as follows and renumbering subsequent SECTIONS acc<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>