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Facility Improvement Financing for
Texas Appraisal Districts

Texas Appraisal Districts are unique in political subdivisions both in the way they
operate and are governed, but also in the manner in which they are authorized to
finance property acquisitions.

The operations of Texas appraisal districts (‘CAD" or “CADs") are governed by Chapter
6 of the Texas Tax Code (the Tax Code). Pursuant to Chapter 6.01 of the Tax Code,
CPQS are separate and distinct political subdivisions of the State of Texas.

Further, in Chapter 6.051(a), the CAD board of directors are expressly authorized to

“purchase or lease real property and may construct improvements as necessary to

establish and operate the appraisal office or a branch appraisal office.”y However, the

Tax Code does not provide CADs the authority to issue debt to pay forhe purchase of /
property or the consfruction of improvements thereon. > I%) mw«( Ly 7y
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Because the Texas Legislature has not granted CADs the specific statutory
authority to issue traditional debt instruments that are available to other political
subdivisions (bonds, certificates of obligation and anticipation notes), CADs must utilize
a lease structure to finance the acquisition and construction of their appraisal offices
over time.

A lease purchase structure has been successfully utilized by many CADs in Texas,
including those serving the largest cities and counties in the state.

Once the CAD has identified the property it wishes to purchase, determined how much
money it will need to borrow for the acquisition and construction of improvements, the

1. Since Chapter 6 of the Tax Code does not expressly allow appraisal districts to
pledge revenues or property as security for a debt instrument, a non-profit corporation is.
created (the “Holding Company”) to hold fee simple title to the property during the ferm
of the lease purchase agreement The Holding Company will not be an agency or
mstrumentahty of the CAD but will be governed by a majority of the members of the
CAD board of directors.
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2. The Holding Company will acquire title to the property and will enter into a loan
secured by a deed of trust on the property fo finance the acquisition and i_rﬁb‘r"b"\‘iém‘éntof'

the properly.

3. The CAD and the Holding Company. will enter into a lease agreement

under which the Holding Company will lease the property to the CAD and provide funds
to the CAD for the construction of the desired improvements. L s
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4. The term of the lease agreement will be the same as the Holding Company'¢loan ¢7 3
and the rental payments will be equal to the Holding Company’s principal and interest
payments under the loan.

S. The lease agreement will include an option for the CAD to purchase the real
property at the end of the term for a nominal amount (typically $1.00) and may-imclude
options to pay off the lease-purchase agreement early to acquire full title to the
property.

6. The Holding Co will assign its rights to the CADs lease payments to  the lender
—-as security for the loan. In the event of a payment default by the CAD, the lender will ~

have the right to terminate the lease agreement and foreclose on the property. The loan
between the Holding Company and the CAD is a limited recourse loan, so the lender's
only remedy in the event of a default is foreclosure and termination of the lease
agreement. The Holding Company will have no obligation to make payments under the
loan if the CAD does not make its rental payments. 4. /S the Hold:
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7. Upon the termination of the lease agreement and conveyar%gz'fdtpgproﬂrty tot e(
CAD, the CADs board of directors will conclude the affairs of the Holding Company in
accordance with the bylaws and terminatfz'_é' existence.
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For additional information regarding the structuring of the financing for your CAD please

contact Government Capital Corporation. We can also assist you by providing sample

holding company formation documents, auffiorizing résolutionsand-other ancillary
- documentation.
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