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Date:  July 25, 2006 

 

To:  Mayor and Council 
 

From:   Stephen L. Morgan, City Auditor 
 

Subject: Property Tax: Annexations Audit - Follow-up Results 
 

 
 
Our office performed follow-up work on the Property Tax: Annexations Audit issued in July 
2003.  The purpose of this follow-up work was to verify whether City planning staff has 
completed analysis of properties along Lake Austin that are currently exempt from paying City 
property tax to determine whether to maintain the exemption.  
 
We found that City planning staff has made important progress related to our original 
recommendation with the scheduled annexation of an area called the “Peninsula” and the 
decision to begin to provide services and collect taxes from those properties adjacent to the 
Peninsula that are currently exempt from taxation.   
 
Additionally, in our review of appraisal district records for properties in the Lake Austin area, we 
found several anomalies, including 34 properties omitted from the City property tax roll and one 
property erroneously paying property tax to the City.  Given the errors found in the appraisal 
district records, the City should collaborate with the appraisal district to ensure that all properties 
within Austin’s city limits are correctly attributed to Austin.  While the City does not have 
responsibility for maintaining the appraisal district records, it is in the City’s best interest to 
ensure that all properties within the city limits are paying property tax to the City of Austin.    
 
We have issued three recommendations that address the need for the City to collaborate with the 
appraisal district to correct the present problems and to ensure that all properties are correctly 
added to the City tax roll by the appraisal district in the future. 
 
We appreciate the cooperation and assistance we received from staff in the City Neighborhood 
Planning and Zoning Department and from the Travis Central Appraisal District during this 
follow-up project.   
 
 
Stephen L. Morgan, CIA, CGAP, CFE, CGFM 
City Auditor 
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PROPERTY TAX FOLLOW-UP 
COUNCIL SUMMARY 

 
This report presents the results of our follow-up work on the Property Tax: Annexations audit 
issued in 2003.  The purpose of this follow-up work was to verify whether City planning staff 
has completed analysis of properties along Lake Austin that are currently exempt from paying 
City property tax to determine whether to maintain the exemption. 
 
We found that City planning staff has made important progress related to our original 
recommendation with the scheduled annexation of an area called the “Peninsula” and the 
decision to begin to provide services and collect taxes from those properties adjacent to the 
Peninsula that are currently exempt from taxation.  Additionally, in our review of appraisal 
district records for properties in the Lake Austin area, we found several anomalies, including 34 
properties omitted from the City property tax roll and one property erroneously paying property 
tax to the City.  Given the errors found in the appraisal district records, the City should 
collaborate with the appraisal district to ensure that all properties within Austin’s city limits are 
correctly attributed to Austin.  While the City does not have responsibility for maintaining the 
appraisal district records, it is in the City’s best interest to ensure that all properties within the 
city limits are paying property tax to the City of Austin.    
 
We have issued three recommendations that address the need for the City to collaborate with the 
appraisal district to correct the present problems and to ensure that all properties are correctly 
added to the City tax roll by the appraisal district in the future.  Management concurs with these 
recommendations. 
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 ACTION SUMMARY    
 PROPERTY TAX FOLLOW-UP    

  
       Rec. # Recommendation Text         Management      Proposed 
         Concurrence       Implementation 
       Date 

01 As annexation in the Lake Austin area 
continues and services get extended to the 
annexed properties, the Director of the 
Neighborhood Planning and Zoning 
Department should determine whether it is 
feasible to provide services and collect tax 
from the properties that are adjacent to 
annexed areas that are currently subject to 
the 1986 ordinance. 
 

Concur Ongoing, as part 
of annexation 
review 

02 In order to address current problems with 
the City property tax roll, the Director of 
the Neighborhood Zoning and Planning 
Department should collaborate with the 
Travis Central Appraisal District (TCAD) 
to ensure that existing errors in the City 
tax roll are corrected and that TCAD’s 
records of City boundaries around Lake 
Austin are accurate. 
 

Concur July 2006 

03 In order to prevent future problems with 
the City property tax roll, the Director of 
the Neighborhood Zoning and Planning 
Department should establish a process for 
ensuring that future additions to the City 
property tax roll are incorporated 
accurately by the appraisal district and 
that City jurisdictional boundaries are 
correctly reflected in the appraisal district 
records. 
 

Concur Implemented 
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BACKGROUND 
 
The City of Austin levies taxes on all properties located within its full purpose jurisdiction, 
unless exempt by law.  The strip of land along Lake Austin, below a certain elevation, has been 
within the City limits since 1891.  However, the properties located in this area have never 
received full municipal services and have not been taxed by the City.   
 
In 1986, the City reiterated and codified this exemption.  City Ordinance 860130-A exempts 
certain properties located below the 504.9’ contour line of Lake Austin from paying the City 
portion of property taxes.  According to the ordinance, the exemption is granted on the basis that 
the City is not providing municipal services to these properties, due to the difficulty and expense 
of providing services to this area.  Additionally, the 1986 ordinance clarifies that this special 
status is granted until all City services are available in this area and the City Council, by 
resolution, orders taxes to be collected on all or part of the value of such area. 
 
The area covered by the ordinance is shown in the map below and it includes:  
 The north shore of Lake Austin from Capital of Texas Hwy (Loop 360) to Mansfield Dam 

(16 miles). 
 The south shore of Lake Austin from Tom Miller Dam to Mansfield Dam (20 miles).  

 
EXHIBIT 1 

Lake Austin Area 

 
         SOURCE: OCA analysis of properties along Lake Austin, May 2006. 
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OBJECTIVES, SCOPE, AND METHODOLOGY 
 
Objectives 
The purpose of a follow-up audit is to assess the progress that the department has made toward 
addressing the original audit findings and implementing the recommendations set forth in the 
original audit report.  
 
The purpose of this follow-up work was to verify what evaluation City planning staff has done to 
determine whether to tax and serve properties along Lake Austin that are exempt from paying 
property tax. 
 
 
 
 
 
 
 
 
 
Scope 
The audit follows up on the Property Tax Annexations audit findings and focuses on the 
recommendation made to the City planning staff, specifically pertaining to the properties located 
in the full purpose jurisdiction that are exempt from City property taxes.   
 
Methodology: 
In order to perform this follow-up work, the audit team used various methods, including: 
 Interviewing City staff in the City Neighborhood Planning and Zoning Department as well as 

staff in other City departments involved in the annexation process, including Financial and 
Administrative Service Department, Austin Fire Department, and Austin Water Utility; 

 Interviewing staff in the City Law Department; 
 Interviewing staff at the Travis Central Appraisal District; 
 Reviewing and analyzing a variety of internal City documents pertaining to annexation; 
 Reviewing applicable State and City law; 
 Testing property tax records: 

o Performed data analysis, using Geographic Information System (GIS), on all 
properties located in and around the Lake Austin below the 504.9 contour line;  

o Used property tax appraisal records for 2005 from the Travis Central Appraisal 
District (TCAD) and matched them with data from the City’s GIS; and  

o Identified anomalies. 
 
This audit follow-up work was conducted in accordance with generally accepted government 
auditing standards.   

 
 
 
 

Original Audit Recommendation (July 2003): 
The Transportation, Planning, and Sustainability Department should evaluate the 
costs and benefits of providing services and taxing the properties near Lake 
Austin that are currently exempt, as well as to evaluate whether to annex for full 
purpose the adjoining properties that are now in the City’s limited purpose 
jurisdiction. 
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FOLLOW-UP RESULTS 
 
The City planning department has made important progress towards implementing the 
recommendation set forth in the original audit report.  However, during our review of appraisal 
district tax records for properties in the Lake Austin area we found several anomalies, including 
34 properties omitted from the City tax roll and one property erroneously paying property tax to 
the City.  While the City does not have responsibilities for maintaining the appraisal district 
records, it is in the City’s best interest to ensure that all properties within the city limits are 
paying property tax to the City of Austin.    
 
The City planning department has made progress related to the 
recommendation set forth in the original audit report. 
 
The City planning department has made progress related to the original audit recommendation 
with the scheduled annexation of an area called the “Peninsula” and the decision to begin to 
provide services and collect taxes from those properties located in the Lake Austin area adjacent 
to the Peninsula currently exempt from taxation.  Our work revealed that difficulties in providing 
services to other properties along Lake Austin still exist; however, there may be exempted 
properties that can be served and taxed in the future as annexation in the area progresses.  The 
Peninsula area is shown in Exhibit 2 on the following page.  
 
The City Neighborhood Planning and Zoning Department (NPZD) has made important 
progress related to the audit recommendation set forth in the 2003 audit report.  NPZD has 
made progress related to the original audit recommendation by initiating the three-year 
annexation process for the Peninsula area and recommending the removal of the property tax 
exemption at the end of the three-year period for the properties adjacent to the Peninsula 
annexation area.  According to City staff, this area has been selected primarily because it is 
already, for the most part, receiving City water and wastewater services, which, along with fire 
protection services, are among the main cost drivers of annexations.  
 
NPZD has not conducted a cost and benefit analysis for providing services to all the exempt 
properties around Lake Austin, as originally called for in the recommendation, but has moved 
forward with identifying exempt properties in the full purpose area that can be served by the 
City.  Rather than conducting an analysis of the entire area exempt by ordinance, NPZD 
concentrated their efforts on either areas that already have a large number of City water and 
wastewater customers or areas that are not served by another water and wastewater provider.  As 
a result of this analysis, NPZD has selected a subset of the Lake Austin area for annexation and 
removal of the property tax exemption.   
 
The area under consideration includes (1) the Peninsula annexation area which includes a portion 
of the city’s limited purpose jurisdiction and extra territorial jurisdiction that will be annexed; 
and (2) the area adjacent to the Peninsula, which includes a small area in the city’s full purpose 
jurisdiction that is currently covered by the 1986 ordinance (see Exhibit 2).  The City will begin 
to provide services to this area and will collect taxes from the properties in this area in 
conjunction with the three-year annexation process.  All the properties in the Peninsula 
annexation area and in the adjacent area are scheduled to be fully served and taxed by the City 
beginning in 2009 at the end of the State-mandated three-year annexation process.   
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Our analysis of the Lake Austin area subject to the 1986 ordinance indicates that 
difficulties of providing services to these properties along Lake Austin still exist; however, 
there may be exempted properties that can be served and taxed in the future.  The 1986 
ordinance exempted properties located along Lake Austin below the 504.9’ contour line from 
paying property tax because of the difficulty and expense of providing municipal services to 
those areas at that time.  Today, the vast majority of residents in the area covered by the 
ordinance still do not receive services from the City of Austin, though there are some properties 
that are receiving some City services, such as water or wastewater services.  However, the 
majority of the properties that are being served by one or more City department are located in the 
area adjacent to the Peninsula for which the exemption by ordinance will be removed in 2009.   
 
The area subject to the ordinance includes the land along Lake Austin below the 504.9’ contour 
line, which is characterized by narrow and steep roads and impervious terrain.  Moreover, the 
majority of the area covered by the 1986 ordinance lies along a thin stretch of land along Lake 
Austin that extends to the far west side of Travis County, away from the City.  This distance 
makes it difficult for the City to provide public safety services such as police and fire, which 
require short response times.  Additionally, the majority of the properties in this area receive 
water and wastewater services from private companies or municipal utility districts. 
 
As discussed above, the difficulty and expense of providing services to properties along Lake 
Austin still stand.  However, there may be properties that can be served and taxed in the future as 
the City grows westward and annexation in the areas occurs. 
 

EXHIBIT 2 
Lake Austin Area and Peninsula Area  

 
   SOURCE: OCA analysis of properties along Lake Austin, May 2006. 
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Recommendations 
01. As annexation in the Lake Austin area continues and services get extended to the annexed 

properties, the Director of the Neighborhood Planning and Zoning Department should 
determine whether it is feasible to provide services and collect tax from the properties 
that are adjacent to annexed areas that are currently subject to the 1986 ordinance. 

 
MANAGEMENT RESPONSE:  Agree/Underway 
As City services are extended to the properties surrounding the 504.9’ contour area, the Neighborhood 
Planning and Zoning Department will evaluate the feasibility of amending the 1986 ordinance. 
 
 
 
Audit work performed on property tax records showed several anomalies, 
including several properties missing from the City tax roll. 
 
Analysis performed on appraisal district records for properties located along the Lake Austin 
area showed several errors, including 34 properties located within Austin’s full purpose 
jurisdiction that are currently not on the City tax roll and one property that is erroneously paying 
property tax to the City.  Given the errors found in the appraisal district records, the City should 
collaborate with the appraisal district to ensure that all properties within Austin city limits are 
correctly attributed to Austin.  While the City does not have responsibilities for maintaining the 
appraisal district records, it is in the City’s best interest to ensure that all properties within the 
city limits are paying property tax to the City of Austin.  Exhibit 3 in the following page shows 
the location, within the City of Austin, of the anomalies identified.  
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EXHIBIT 3 
Location of Anomalies 

 
 

SOURCE: OCA analysis of properties along Lake Austin, May 2006. 
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Due to errors in appraisal district records, twelve properties located in the City full 
purpose jurisdiction and in an area not exempted by the ordinance are currently not 
paying property tax to the City of Austin.  These properties are located on the north shore of 
Lake Austin downstream from Loop 360 and are therefore not located in an area subject to the 
1986 ordinance.  This area along Lake Austin and below the 504.9’ contour line has been part of 
the City full purpose jurisdiction since 1891, when the Texas State Legislature incorporated the 
City of Austin.  According to TCAD staff, the appraisal district erroneously omitted three 
properties from the City tax roll.  The remaining nine properties are not on the City tax roll due 
to differences between the City and TCAD’s jurisdictional boundaries records.   
 
As shown in Exhibit 4 below, the total assessed value for these properties is approximately $11 
million, resulting in a yearly revenue loss for the City of approximately $49,000.  This amount is 
based on the 2005 property certified value and is calculated using the City’s approved 2005-06 
property tax rate of $0.4430 per $100 of taxable assessed value. 
 

EXHIBIT 4 
Assessed Value and Estimated Revenue Loss for 12 Properties on North Shore 

Total Assessed Value (AV)
Estimated Yearly Revenue Loss to COA

(AV * COA tax rate)
11,152,923$              49,407$                                                

SOURCE: OCA analysis of properties along Lake Austin, May 2006. 
NOTE: The estimated revenue loss does not incorporate possible exemptions. 

 
All 12 properties are receiving City services at varying levels as shown in Exhibit 5 below.  
Specifically, most properties do not receive either water or wastewater services though all 
receive electric and drainage services and most properties receive solid waste services.  All 
properties are eligible to receive City fire and police protection as well as library services. 
 

EXHIBIT 5 
City Services Received by 12 Properties on North Shore 

Type of Service
Number of Properties 

Receiving COA Services
Electric 10
Water 3
Wastewater 3
Solid Waste 9
Drainage 10
Fire 12
Police 12
Library 12  

SOURCE: OCA analysis of properties along Lake Austin, May 2006. 
 

Twenty-two additional properties, located in a portion of the Peninsula area within the 
City’s full purpose, are not paying property tax to the City of Austin.  These properties are 
located in areas that City records indicate were annexed by the City for full purpose in either 
1968 or 1973.  However, TCAD jurisdictional boundary records erroneously reflect that these 
properties are outside of the city limits.   
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As shown in Exhibit 6 below, the total assessed value for these properties is approximately $12 
million, resulting in a yearly revenue loss for the City of approximately $52,000.  This amount is 
based on the 2005 property certified value and is calculated using the City’s approved 2005-06 
property tax rate of $0.4430 per $100 of taxable assessed value. 
 
The great majority of these properties (19) are located above the contour line and therefore have 
never been subject to the 1986 ordinance and should be paying City tax.  The remaining three 
properties have a small portion of land below the contour line, however they should not be 
exempt under the 1986 ordinance as they have been annexed into the full purpose jurisdiction 
and annexation negates the ordinance.  All 22 properties are located in the Peninsula area for 
which the exemption by ordinance will be removed in 2009.  

 
EXHIBIT 6 

Assessed Value and Estimated Revenue Loss for 22 Properties in Peninsula Area 

Total Assessed Value 
(AV)

Estimated AV to COA*
(calculated on % of property in 

COA Full Purpose)

Estimated Yearly Revenue 
Loss to COA

(AV to COA * COA tax rate)
12,119,723$          11,719,629$                          51,918$                             

* Two properties are only partially within the City Full purpose jurisdiction. 
SOURCE: OCA analysis of properties along Lake Austin, May 2006. 
NOTE: The estimated revenue loss does not incorporate possible exemptions. 

 
Of these 22 properties, which should be on the City property tax roll, two are undeveloped lots 
and the remaining 20 properties are all receiving City services at varying levels as shown below.  
None of the properties receive solid waste services but almost all of them receive electric, water, 
wastewater, and drainage services. All are eligible to receive City fire and police protection as 
well as library services. 
 

EXHIBIT 7 
City Services Received by 22 Properties in Peninsula Area 

Type of COA 
Service

Number of Properties 
Receiving COA Services

Electric 19
Water 18
Wastewater 18
Solid Waste 0
Drainage 18
Fire 22
Police 22
Library 22  

SOURCE: OCA analysis of properties along Lake Austin, May 2006. 
 

Our work identified one property located along Lake Austin and crossed by the contour 
line which is erroneously paying property tax to the City of Austin.  In addition to the 34 
properties missing from the City tax roll noted above, our work identified one property, located 
in an area exempt by the ordinance, which is erroneously assessed City property tax on a portion 
of the property.  According to TCAD staff, this property was incorrectly added to the City tax 
roll by the appraisal district.  
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Approximately 20 percent of the property is within Austin’s full purpose jurisdiction and below 
the contour line.  This portion is in an area that has never been annexed by the City and as a 
result should be exempt from taxation according to the 1986 ordinance.  The total assessed value 
for this property is approximately $3.5 million, resulting in a yearly overpayment to the City of 
approximately $3,600, without considering possible exemptions.  This amount is based on the 
2005 property certified value and is calculated using the City’s approved 2005-06 property tax 
rate of $0.4430 per $100 of taxable assessed value.  

 
While the City does not have responsibilities for maintaining the appraisal district records, 
it is in the City’s best interest to ensure that all properties within the city limits are paying 
property tax to the City of Austin.  Errors in the appraisal district records have surfaced as 
result of work performed by our office.  Additionally, we found that there is currently no entity 
within the City with ongoing responsibility for reviewing appraisal district records.  According to 
the current process, when an annexation occurs, the City planning department notifies the 
appraisal district by sending an annexation notice that includes the annexation ordinance and the 
legal description of the annexation boundaries.  Upon receiving notifications from the City, 
TCAD updates their database to add the properties contained in the annexed areas to the City tax 
roll beginning January 1st of the following year.  However, the City of Austin does not later 
verify that all affected properties were updated and added to the City tax roll.  In addition, the 
City does not currently take steps to review the City jurisdictional boundaries against appraisal 
district records.  Given the errors encountered in the appraisal district records during our review, 
the City should collaborate with the appraisal district to ensure that all properties within Austin 
city limits are correctly attributed to Austin.  
 
 
Recommendations 
02. In order to address current problems with the City property tax roll, the Director of the 

Neighborhood Zoning and Planning Department should collaborate with the Travis 
Central Appraisal District (TCAD) to ensure that existing errors in the City tax roll are 
corrected and that TCAD’s records of City boundaries around Lake Austin are accurate. 

 
MANAGEMENT RESPONSE:  Agree/Underway 
The Neighborhood Planning and Zoning Department is working with the Travis Central Appraisal District 
to correct the errors identified and will review property records to ensure that properties within City’s 
boundaries are accurately included on the tax roll.  
 
 
03. In order to prevent future problems with the City property tax roll, the Director of the 

Neighborhood Zoning and Planning Department should establish a process for ensuring 
that future additions to the City property tax roll are incorporated accurately by the 
appraisal district and that City jurisdictional boundaries are correctly reflected in the 
appraisal district records.  

 
MANAGEMENT RESPONSE:  Agree/Implemented  
The Neighborhood Planning and Zoning Department will implement an additional step in the annexation 
process to ensure that annexed properties are added to the tax roll.  
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APPENDIX A 
MANAGEMENT RESPONSE 
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ACTION PLAN 
PROPERTY TAX FOLLOW-UP 

 

Rec 
# Recommandation Text Concurrence 

Proposed Strategies for 
Implementation 

Status of 
Strategies 

Responsible 
Person/ Phone 

Number 

Proposed 
Implementation 

Date 
01 As annexation in the Lake Austin 

area continues and services get 
extended to the annexed 
properties, the Director of the 
Neighborhood Planning and 
Zoning Department should 
determine whether it is feasible to 
provide services and collect tax 
from the properties that are 
adjacent to annexed areas that are 
currently subject to the 1986 
ordinance. 
 

Concur  The Neighborhood Planning 
and Zoning Department will 
provide analysis and 
recommendations to the 
City Manager’s office so 
that as City services are 
extended to the properties 
surrounding and included in 
the 504.9’ Contour Area, 
resolutions that will order 
the collection of taxes on 
properties now being served 
by the City may be 
recommended to the City 
Council.  

 

The current status  
of the 
recommendation is 
underway. 

Virginia Collier, 
Principal Planner 
(512) 974-2022 
NPZD 

Annexation review 
is a continuous 
process. When 
properties adjacent 
to the Lake Austin 
area are identified 
and proposed for 
annexation as part 
of Austin’s annual 
annexation 
program, the 
provision of city 
services and 
assessment of city 
property tax for 
properties that are 
adjacent to annexed 
areas that are 
currently subject to 
the 1986 ordinance 
will be considered. 
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Rec 
# Recommandation Text Concurrence 

Proposed Strategies for 
Implementation 

Status of 
Strategies 

Responsible 
Person/ Phone 

Number 

Proposed 
Implementation 

Date 
02 In order to address current 

problems with the City property 
tax roll, the Director of the 
Neighborhood Zoning and 
Planning Department should 
collaborate with the Travis 
Central Appraisal District 
(TCAD) to ensure that existing 
errors in the City tax roll are 
corrected and that TCAD’s 
records of City boundaries around 
Lake Austin are accurate. 

Concur The Neighborhood Planning 
and Zoning Department has 
reviewed TCAD records 
and the City of Austin’s 
boundaries in the Lake 
Austin area and concurs that 
the 34 properties identified 
in the City Auditor’s 
Property Tax Follow-up 
Report are within the City’s 
taxing jurisdiction. Steps to 
notify both the Travis 
Central Appraisal District 
have been initiated to 
ensure their inclusion on the 
City’s tax roll.  TCAD will 
also be instructed to remove 
the parcel from the City’s 
tax roll that was identified 
as being outside the City’s 
taxing jurisdiction.  TCAD 
has agreed to notify the 
individual property owners. 
 
Significant improvements in 
Geographic Information 
Systems (GIS) have 
enhanced the capability to 
accurately determine 
appropriate taxing 
jurisdiction assignments.  
The Neighborhood Planning 
and Zoning Department 
uses GIS extensively and 
will review property records 
to ensure that the errors are 
corrected and properties 
annexed in the Lake Austin 
area are accurately included 
on the tax roll. 

 

The current status  
of the 
recommendation is 
underway. 
 

Virginia Collier, 
Principal Planner 
(512) 974-2022 
NPZD 

July 2006 
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Rec 
# Recommandation Text Concurrence 

Proposed Strategies for 
Implementation 

Status of 
Strategies 

Responsible 
Person/ Phone 

Number 

Proposed 
Implementation 

Date 
03 In order to prevent future 

problems with the City property 
tax roll, the Director of the 
Neighborhood Zoning and 
Planning Department should 
establish a process for ensuring 
that future additions to the City 
property tax roll are incorporated 
accurately by the appraisal district 
and that City jurisdictional 
boundaries are correctly reflected 
in the appraisal district records. 
 

Concur Implementation of an 
additional step in the 
annexation process will be 
undertaken to ensure that 
annexed properties have been 
added to the City’s tax roll.  
Annexation staff in the 
Neighborhood Planning and 
Zoning Department will 
verify a representative sample 
of annexed parcels for proper 
inclusion on the roll, focusing 
on jurisdictional boundaries 
as well. 

The current status  
of the 
recommendation is 
implemented. 
 

Virginia Collier, 
Principal Planner 
(512) 974-2022 
NPZD 

Annually in 
March - a review 
of TCAD records 
for areas annexed 
by the city should 
reflect changes 
resulting from 
annexations 
completed during 
the previous 
calendar year. 
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APPENDIX B 
CITY ORDINANCE 860130-A 
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