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Most property owners
know that they will incur
some penalties and interest
if they do not pay their
property taxes on time.
However, many have
little understanding of the
magnitude of financial
expense they face when
delinquent tax provisions
in the Texas Property Tax
Code kick in.



Pricey Penalties, Interest

he formula specified in the
I code mandates a sizable initial
penalty plus interest charges

with monthly increases in both for five
months. After that, the penalty remains
at 12 percent, but interest continues to
grow each month. Section 33.01a states:

A delinquent tax incurs a pen-

alty of 6 percent of the amount

of the tax for the first calendar

month it is delinquent plus

1 percent for each additional

month or portion of a month

the tax remains unpaid prior to

July 1 of the year in which it

becomes delinquent. However, a

tax delinquent on July 1 incurs

a total penalty of 12 percent of

the amount of the delinquent tax

without regard to the number of

months the tax has been delin-

quent.

Typical property taxes unpaid on Feb.
1 immediately increase by 7 percent
(6 percent penalty and 1 percent interest).
By July 1, those unpaid taxes incur the
maximum penalty of 12 percent plus
6 percent interest. Beginning Aug. 1, the
penalty remains 12 percent while inter-
est continues to increase by 1 percent
each added month.

For a property with a $10,000 tax
liability, the February payment would be
$10,700; the July amount would increase
to $11,800. Determining the true cost
of those added charges in annualized
compound interest reveals that a Febru-
ary payment incurs combined added
amounts that actually equate to an 84
percent annual interest cost. The July
payment annual equivalent amounts to
33.56 percent in annualized cost.

In addition to those charges, the code
also allows taxing units to contract with
law firms for collection of delinquent
taxes with compensation potentially

adding another 20 percent of the total of
delinquent tax plus penalty and interest
(Section 630). Taxing units using attor-
neys for delinquent tax collection often
refer accounts for collection on July 1.
Adding 20 percent attorney’s fees boosts
that July payment to $14,160 for the
original $10,000 tax liability. That drives
the annualized cost of the July payment
to 71.62 percent annual compound

cost. Clearly, allowing taxes to become
delinquent imposes onerous costs on the
property owner.

Property Tax Lender Role

An increasing number of those delin-
quent on their property taxes have
discovered special lenders that will pay
the taxes, thus stopping the increases

in tax plus penalty and interest costs.

In return, a loan is secured by transfer

of the property tax lien from the taxing
unit to the lender. Used frequently in the

If the owner fails to pay his or her
property taxes on time, a taxing unit can
foreclose and sell the property to recover
the liability. Customarily, the local
taxing unit holds the lien while attempt-
ing to obtain payment from the owner.
However, the code allows for the transfer
of the property tax lien from the taxing
unit to a private entity lender that has
paid the taxes.

oan funds can apply only to
Ldelinquent property tax payments

and associated fees. They cannot
cover current taxes. Traditionally, the
loan amount covers past due property
taxes, penalties, interest and attorney’s
fees plus closing costs and origination
fees associated with the loan. State law
protects the property owner by limiting
tax lien transferee interest charges to 18
percent. The annual interest on these
loans typically ranges from 12 percent to
18 percent.

Typical property taxes unpaid on Feb. 1
immediately increase by 7 percent (6 percent
penalty and 1 percent interest). By July 1, those
unpaid taxes incur the maximum penalty of 12

percent plus 6 percent interest.
. ____________________________________________________________________________________|

1930s, these private party loans all but
vanished for eight decades. Now they
have re-emerged as an option for cash-
strapped owners.

Although Texas property taxes are
legally a personal obligation of the owner
on Jan. 1 of the tax year, they are secured
by a lien on the property. The property
tax lien is superior to all other liens,
meaning in the event of foreclosure, the
property tax lienholder gets paid first.

Most property tax lenders base loan
decisions on property features, loan
amount and the borrower’s creditworthi-
ness. Borrowers cannot be involved in a
bankruptcy proceeding and must be sole
titleholder of the property.

The Texas Property Tax Lender
License Act requires all property tax
lenders to be licensed by the state and
requires a separate license for each office
a lender operates. Lenders are regulated
by the Office of Consumer Credit Com-
missioner (OCCC) and the Texas Finance
Commission. A list of property tax
lenders who belong to the Texas Property
Tax Lienholders Association is at http://
www.tptla.org/.



This table shows the annual compound cost for delinquent tax payments including penalty,

interest and attorney’s collection fees. A 2011 tax paid in February 2012 incurs an 84 percent

annualized cost. A payment in September 2012 on $10,000 in delinquent tax would amount

to $14,400 with an annualized cost of 55.96 percent. A February 2012 payment of tax delin-
quent since 2008 amounts to $17,880, a 19 percent annual compound cost.

Pros, Cons of Tax Loans

A property tax loan can benefit own-
ers in a number of ways. The primary
benefit is that it ends the compounding
of penalties and interest. It also affords
the owner a way to overcome temporary
financial difficulties. By resolving the
delinquency, it eliminates the threat of
immediate foreclosure. And it consoli-
dates all taxes, interest, and fees into

a lump sum amortized in manageable
monthly payments.

The public taxing unit benefits from a
property tax lien transfer because it no
longer needs to take action to collect on
the account, saving the unit time, effort
and administrative costs. Plus, the entire
delinquent property tax balance, includ-
ing penalties and interest, is immedi-
ately available to the taxing unit.

he benefits come with poten-

I tial problems, however. While a

property tax loan initially buys
time for an owner, private lenders may
be more likely to foreclose quickly if the
owner falls behind on payments, defaults
on the loan or violates provisions in the
loan contract. Indeed, the private lender
may prefer to own the property rather
than continuing to collect payments.

Local taxing authorities, on the other
hand, do not routinely own and manage

real estate and may be more reluctant to
foreclose. In fact, property owners with
delinquent taxes may find it beneficial
to approach the taxing unit and ask
to set up installment payments. Once
an installment agreement is executed,
foreclosure is barred as long as the owner
makes payments on time, pays current
taxes and does not violate any provision
of the agreement. Interest and penalties
continue to accrue on the unpaid balance.
ollectors for taxing units can cre-
‘ ate escrow accounts that work
like the accounts most mortgage
servicers maintain for homebuyers. Buy-
ers prepay taxes in installments designed
to cover the amount of property tax
owed when tax bills become due. Execut-
ing an escrow agreement should ensure
that most or all taxes are paid before the
delinquency date.

For some homeowners, property tax
lien transfers are not the only solution
to property tax delinquency. Disabled
homeowners or those over 65 can opt to
participate in the Property Tax Deferral
Program. Participants postpone paying
taxes on their homesteads as long as they
continue to both own and reside in the
homestead. The program allows par-
ticipants to defer payment but does not
eliminate the liability.

long with the deferred property
Ataxes, participants are respon-

sible for interest, which accrues
at 8 percent annually. If the owner
moves from or sells the property, he
or she is responsible for paying all
deferred taxes, interest and penalties
in a lump sum payment by the 180"
day. This program should be used with
caution because excessive property tax
deferrals could erode all of the owner’s
equity.

Property tax lien transfers and install-
ment payments are effective methods of
dealing with delinquent tax liabilities.
However, owners should strive to avoid

the costly consequences of paying taxes
late. %

Dr. Gilliland (c-gilliland@tamu.edu) is a research
economist and Whitmore a research assistant with
the Real Estate Center at Texas AGM University.

THE TAKEAWAY

Failing to pay property taxes on

time is costly. The Texas Property
Tax Code ensures that penalties and
interest start high and keep going up.
Some lenders offer property tax loans
to owners, but those may take a big
bite out of equity.
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We’re Going to Need
a Bigger Trophy Case

During the last 40 years, the Real Estate Center staff
has won more than 200 awards for its communications
expertise. The winning legacy continues.
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Who Should Attend
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August 29-31, 2012
Hyatt Regency San Antonio Riverwalk
San Antonio, Texas

ual Legal Seminar on Ad Valorem Taxation provides a wealth
on a variety of legal, economic and other relevant issues.

learn about the latest legal issues in ad valorem
taxation

understand current economic trends

gain insight into how public policies are developed
examine appraisal practices

real estate licensees e investors
appraisers e land buyers
policy makers e land sellers
lenders e consultants
attorneys

Online www.recenter.tamu.edu/register
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