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TAX APPEALS

= The unpleasant reality is that tax appeals do happen

= Economic pressures have negatively affected the values of properties throughout
the state

= Office vacancy rates, foreclosures, short sales, etc. all impact market values

= Property owners are pursuing tax appeals to lower the assessment on their
properties to adjust them to better reflect current market conditions

@ SURPRISE!
WERE YOU READY?




STATEWIDE TRX APPERL TRENDS (26 YRS)
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TAX APPEALS

= Are you listening to your Tax Assessor?
= Is your Tax Assessor listening to you?

= Do your Assessor and your Expert communicate?
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MUNICIPAL PLANNING FOR TAX APPEALS

= Establishing appropriate reserve levels

= Consider a revaluation or reassessment
* When is the right time to engage in a revaluation or reassessment?

= Anticipating what may happen and planning appropriately for the inevitable
= Failure to plan will put the municipality at risk

BOND RATING PROCESS

= How can excessive tax appeals impact the bond rating process for a municipality?

= One of the components of a bond rating is the review of reserves available and
pending litigation or open obligations

= If the reserves have been depleted or are insufficient to cover the pending
appeals, the rating agency will look at this negatively

= The cost of issuing debt will increase in the event that there is a negative bond
rating change




TRX APPERL REFUNDS

= The municipality is burdened with returning monies that were collected for other
taxing entities

= The other taxing entities do not have to return their portion
= The municipality has to come up with all of the money from its own funds

= In most cases, a municipality is one of the smallest components of the overall tax
bill
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TAX LEVY BREAKDOWN (SUMMARIZED)
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LONG TERM IMPACT OF TAX APPEALS

= Indicator of a declining ratable base
= Shifting of the tax burden to other tax payers
= Shift from Commercial to Residential or vice versa
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GROUP APPEALS

= We have seen an increase in the number of group appeals

= An attorney will send a blanket of letters to a neighborhood, townhouse
iation, or condo iati ging a group filing of an appeal

= Once there is one successful appeal you are likely to see a snow ball effect
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PRYING FOR TAX APPEALS

* Impact on Current Year collections and the impact on Fund Balance
* Fund Balance (Surplus) levels are already at historic lows

* The forced return of appeals puts a municipality at risk of running deficits in Fund
Balance (Surplus)

* So how does a Municipality pay for Tax Appeals?
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LOCAL FINANCE NOTICE 2012-4

= This LFN came about as a result of a growing number of municipalities being faced
with tax appeal refunds in excess of the available reserves to fund them

= Provides guidance to local government on Preparing for Tax Appeals and Paying
for their Impact

= Many municipalities have been preparing for tax appeals by setting up
appropriate reserves and conducting revaluations or reassessments

= However, ic pressures have i d the ability of all to completely
prepare which puts them at risk
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LOCAL FINANCE NOTICE 2012-4

= Option 1:

v {ation to

= Option 2:
» Issue Notes in the Amount of Credits Reflecting Overpayment in Previous Quarters for the
Current Year
= Option 3:
» New Legislation Allows Municipalities to Borrow for Prior Year Cash Deficits Resulting
from Tax Appeals
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LFN 2012-4, OPTION 1

= For Municipalities who have not budgeted sufficient funds to refund property
owners for prior year taxes paid

= Can pass an emergency appropriation to authorize repayment

= That emergency appropriation, with the approval of the Local Finance Board, may
then be refunded over a period of years

= Generally, the Local Finance Board will approve such refundings so long as
maturities are designed to ensure that the annual impact of paying down the
refunding is a minimum of $50 on an average assessed home
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LFN 2012-4, OPTION 2

= To the extent that a Municipality’s budget is unable to absorb the revenue losses
associated with settled or adjudicated current year tax appeals, the municipality
may issue notes in the amount of 75% of the property tax credits reflecting the
overpayment of previous quarters for the current year

= This option was first made available in Fall of 2011 when the Attorney General’s
Office modified previous legal advice that prohibited such an option
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LFN 2012-4, OPTION 2

* The Local Finance Board generally places the following conditions on such
approvals:
1. Not to make similar applications in the future
2. To conduct a revaluation or reassessment in order to address the underlying factors
that lead to the substantial number of tax appeals

3. Not to hire any employees for the ensuing year without first receiving the approval of
the Director of the Division of Local Government Services
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LFN 2012-4, OPTION 3

= Governor Christie signed P.L. 2011, c. 224 into law on January 17,2012

= This law contains a provision permitting municipalities to seek Local Finance Board
approval to bond for the prior year deficit resulting, in part or in whole, due to
impacts from tax appeals
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LFN 2012-4, OPTION 3

¢ Section three of P.L. 2011, c. 224 states that:
“Any municipality that has ended the previous budget
year with a deficit in operations caused, whether in
whole or in part, by obligations created from tax
appeals, may issue notes with the approval of the
Local Finance Board on such conditions as the Local
Finance Board deems appropriate. The amount of
notes authorized pursuant to this provision shall not
exceed the cash payments or tax credits due to tax
appeals and shall be authorized by a bond ordinance
approved by the Local Finance Board.”
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LEN 2012-4, OPTION 3

= The amount of the notes cannot exceed the cash payments or tax credits due to tax
appeals

= This option should be used as a last resort; the Local Finance Board, as a condition
of support, will impose the same substantive level of State monitoring and
oversight as is imposed on Municipalities seeking financial assistance through the
Transitional Aid Program

= Just when you think you have it all figured out...

= LFN 2012-16 released August 2,2012

= O i ire for Municipalities and Counties Seeking Local Finance Board
Approval for Certain Applications

= Would be required for anyone seeking a number of items, one of which is
“Ji of. ling bonds/notes relating to tax app or




LFN 2012-16 REQUIRED DISCLOSURE

= The extent of their preparation for tax appeal impacts and reasonable foreseeable
emergencies
= For example, has the municipality set aside funds for pending tax appeals commensurate
with their potential exposure?

= The extent to which efficiencies have been implemented, including but not limited
to personnel actions such as layoffs, furloughs, and/or attrition as well as the
elimination or reduction of non-essential services (Who determines this?)

= Whether the municipality refrains from paying excessive compensation to part
time officials, including elected officials
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LFN 2012-16 BOARD REVIEW

* The LFN contained the following statement:

“Please note that the Board will closely scrutinize
questionnaire responses. Municipalities or counties
whose answers indicate a lack of preparation for
reasonable foreseeable liabilities or an unwillingness to
pay down liabilities through efficiency and spending
restraint, risk denial of their applications.”
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CAP LAWS & RESTRICTIONS IMPOSED

= Municipalities are subject to a Levy CAP of 2%

= There are a couple of exceptions
= Health Benefit Increases over the 2% but not in excess of SHBP increases
= Pension Costs
» Debt Service and Capital Improvements

» Extraordinary costs incurred directly related to a declared emergency approved by the
Governor
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IMPACT OF TAX APPEALS ON THE TAX
BASE

= What happens to the tax rate?
= Who covers those appeals?

= Redistribution of the tax effort
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IMPACT OF A TAX APPEAL ON TAX RATE

Prior to Tax Appeal
550,000 $50,000
Tax Rate $5.00/$100 AV Tax Rate 5.56/$100 AV
Total Ratable $1,000,000 Total Ratable $900,000
Base Base

* The example above assumes that there was a successful tax appeal which reduced the

d value by $100,000
that the tax cffort dos not change but simply impacts the tax rate itsclf
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RESERVE FOR TAX APPEALS

* How to set it up

* Budget Appropriation

* Direct Charge to Budget Operations
* Funding Goals

* What is an appropriate level to fund?

* What was the worst tax appeal year ever experienced by the municipality? That would
be a good starting point

* How do you get there?
« Time and Money

* Establishing and maintaining an appropriate tax appeal reserve may take several years
of i i and pati
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TRX APPEAL SETTLEMENTS

= In an ideal world, tax appeal settlements would involve future value reductions
rather than reductions in the current year

= This eliminates the need to come up with the funding to return the tax money

= The tactic of a prospective tax assessment settlement allows the tax burden to be
redistributed in subsequent year(s)

= Is a less controversial way of dealing with value inequities

= A good working relationship with your commercial property owners will help to
facilitate this
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STATE TRX APPEALS

= In the event that a municipality experiences a large number of State Tax appeals

= A refunding ordinance may be adopted, but requires approval of the Local Finance
Board

= Allows the costs of the appeals to be spread over a number of years (Usually
limited to 3-5 but may be more depending upon the circumstances)

= The refunding ordinance may only be used for settled appeals
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CONCLUSION

‘What we have learned is that there is a great need for planning, planning and
more planning

‘Without a good long range plan the municipality is at risk of financial pressures in
excess of their financial means

Planning includes not only how to pay for the appeals but also for how to mitigate
the inevitable occurrence of appeals

Planning should not occur in the bad years, it should be something that is
accomplished during good times so that the municipality has the ability to endure
the bad

The planning process should take into consideration “Murphy”. What can go
wrong will go wrong!
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