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The Real Property Tax Solution

It has been reported that commercial and industrial property values in Galveston County are below full
market value as presented by the county appraisal district. Likely but there is a reason for that and it is called
mass appraisal. It has been suggested that the best way to fix the low values is to require the sales prices be
disclosed. I could not disagree more.

As long as we have a tax system based on market value and the actions of a handful of people, I will not
support full sales price disclosure.

Speaking from a very high level, most appraisal districts define neighborhoods by geographical area (for
homes), by use (strip shopping center to a strip shopping center) and income potential for commercial and
industrial properties (production capacity).

Although there are three approaches to valuing property (market, income and cost) and all three are
considered, the market (sales) is used for homes, income (capitalized) for commercial and industrial properties
with the cost being the back-up and particularly useful for brand new buildings. The cost approach is not
great for existing properties —especially for appraisal districts —because depreciation is difficult to estimate
without detailed information about a particular property. Everyone understands wear and tear (translating
into depreciation) but how much depends on maintenance and replacement of its parts - whether air
conditioners, a roof or a coker unit. Appraisal districts don’t have enough information to know this precisely.

For homes, three sales result in all values in a “neighborhood” being increased. If full sales price disclosure
was required, there would be far more blanket increases. People already (and should) protest their values
based on this method because properties are unique with regard to condition and finish items - granite
countertops have more value than laminates, etc. and appraisal districts do not know what is behind the front
door (nor the previously mentioned wear and tear).

I concur with Texas Association of Realtors opinion that under the current property tax valuation scheme, full
sales price disclosure would harm the real estate market as a handful of sales would cause all values - thus
taxes - to increase and would reduce mobility (meaning people would stop or reconsider purchasing a new
home).

Eliminate appraisal districts, base taxes on price paid, period (without punishing everyone else) and I am in.
What my new neighbor pays should not impact my value or tax burden. Generally speaking, when I talked to
the folks at TAR, they liked this proposal - as long as appraisal districts are gone!

If we are to be stuck with the current tax scheme, a superior solution (remember my personal preference is
price paid without appraisal districts) would be to have the GLO oversee valuations. It has access to the data
as it is in the business of valuing property. Ilike our new Comptroller —he is a smart man and I am looking
forward to working with him on improving current processes, at least until the Legislature studies this further
and the law changes.
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