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Key Points

* Do not limit homeown-
ers'access to capital
through tax lien lending
by imposing new notifi-
cation requirements.

e Amend §32.06 (a-2) of
the Texas Tax Code to
eliminate its two-tier
treatment of Texans with
mortgaged properties.

* Make no attempt to
eliminate or alter the tax
lien's high priority status
after it's been transferred
to a third party.

* Refrain from enacting
any additional barriers
to tax lien lending that
restrict and/or deny
Texas property owners
access to market-based
tax relief.
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Reducing Access to Capital
for Texas Homeowners
HB 2832

HB 2832, if passed, would limit property owners’ access to credit. It requires property
owners who are struggling to pay their property taxes to notify their mortgage servicer,
then wait ten days before being able to obtain a tax lien loan to pay their taxes. This follows
similar legislation (HB 2491) in 2005 that forced homeowners to wait until their taxes were
delinquent before they could obtain a tax lien loan. The practical effect of HB 2832 would
be that property owners will either be denied access to tax lien lending or incur additional
late fees before getting access.

Texas taxpayers have expressed a strong demand for property tax lending services over the
past few years, driven in large part by sharp increases in Texas property taxes, which have
risen almost three times faster than household income. Tax lien lending is a specialized
lending practice that offers Texas property owners a reasonable means to take control of
their outstanding tax debt by negotiating a short-term loan with a licensed tax lender and
then transferring the tax lien that the government automatically attaches to the property as
collateral for the loan. This allows property owners to spread out their tax obligation over
several years rather than paying in a lump sum as is typically demanded by state law. Even
when taxing districts offer payment plans, tax lien lending usually offers more flexible pay-
ments tailored to the property owner’s needs.

Mortgage lenders and delinquent property tax collectors have opposed tax lien lending.
Mortgage lenders do not like the fact that the tax lien lender has a priority lien on the prop-
erty. But this lien already exists with the government—it is simply transferred to the lender.
No harm comes to the lender because of this transfer. Mortgage lenders also claim that
property owners seeking tax lien loans are in default on their mortgage agreement because
they have not paid their taxes. But it is the 2005 legislation that forces property owners to
wait until they are delinquent before they can access a tax lien loan.

Consumers benefit from tax lien lending by being able to work through tough economic
times. Governments benefit from tax lien lending because they receive tax payments in a
more timely fashion. Even mortgage lenders benefit from tax lien lending because their
customers, with an affordable payment plan for their taxes, are better able to make mort-
gage payments.

The Facts

o The Office of Consumer Credit Commissioner reports that 72 licensed lenders issued
14,526 property tax loans in 2012.

o Property taxes climbed 205 percent statewide from 1991 to 2010 or an average of 6.3
percent per year. Conversely, personal income increased by only 70 percent or an aver-
age of 2.7 percent per year.

o The delinquency rate in Travis County has jumped from 5.1 percent in 2000 to 10.6
percent in 2013.
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o After one year of delinquency, a property owner will have added 12 percent in interest, 12 percent in late penalties, and
somewhere between 15 and 20 percent in collection fees onto their original tax bill.

o The Finance Commission reports that a tax lien transfer could cost a taxpayer significantly less than remaining in de-
linquency: $13,156 as compared to $16,608 over five years.

Recommendations

« Do not limit homeowners access to capital through tax lien lending by imposing new notification requirements.

o Amend §32.06 (a-2) of the Texas Tax Code to eliminate its two-tier treatment of Texans with mortgaged properties,
specifically the requirement that these property owners wait until their taxes have become delinquent before initiating
a tax lien transfer.

o Make no attempt to eliminate or alter the tax lien’s high priority status after it's been transferred to a third party.

o Refrain from enacting any additional barriers to tax lien lending that restrict and/or deny Texas property owners access
to market-based tax relief.

Resources

Tax Lien Transfers: A Reasonable Means of Rectifying Property Tax Obligations by Kathleen Hunker, Texas Public Policy
Foundation (Dec. 2014).

Tax Lien Lending is a Cost-Effective Way to Manage Property Tax Debt by Bill Peacock, Texas Public Policy Foundation
(May 2014).
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