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OL SBackground Report On
The Assessment of Real Property: Answersto Frequently Asked Questions

INTRODUCTION

The process of assessing land and structures, referred to as"'red property,” to determineitstaxable
valueisrarely anissue when property taxesarelow. In many New Jersey towns and cities, however,
property taxes arerelatively high and can be asource of aggravation for many of the State'sred property
taxpayers.

A property tax bill isthe product of two factors: thelocal tax rate, set by the county tax board
based on the budget needs of the various taxing entities; and the assessed value of the parcel of real
property. When thelocd tax rate cannot be lowered due to revenue requirementsto meet loca budgets,
the focus of the taxpayers often turns to the assessment process.

A great dedl of the displeasurefelt by property taxpayers over the assessment of their property
results from alack of understanding about the means by which the assessed value of their property is
determined by the local tax assessor. This report will provide answers to the most frequently-asked
questions about the assessment of real property.

WHAT ISASSESSED VALUE?

Theterm "assess' hastwo different meanings with respect to property taxation. Firg, itisoften
used in common parlanceto refer to taxesbilled to aparticul ar property, asin: "'In 2005, $3,500 in school
taxeswere assessed against 111 Maple Avenue.” The second meaning, with which we are concerned
here, is more statutorily precise. The assessed value of a parcel of real property isthe dollar-value
determination by the municipal tax assessor asto the property'sworth, relativeto all the other taxable
real property in the municipality. A property's assessed valueisusually equivaent to its taxable value,
unlessal or aportion of the property hasqudified for atax exemption. Intechnica terms, the municipal
tax assessor isdirected by law to value each parcel at itstrue value, "deemed to be valuation at current
market pricesor values' (N.J.S.A.54:1-35.3, N.J.S.A.54:4-2.25 and N.J.S.A.54:4-23) as of October 1
of the year prior to the year for which thetaxesare billed. Infact, in arisng market, the assessed value
isgenerdly lessthan aproperty's market val ue because few assessors have thetime or resourcesto adjust
the value of each parcel on an annual basis. Thisdoesnot present aproblem, however, when al of the
properties in the municipality are undervalued to the same degree, more or less.!

! Since each municipal tax assessor may in fact assesstheir municipdity at adifferent percentage
of market value than other assessorswithin thecounty, in order to fairly apportion the county tax burden
according value, theindividual municipal assessments have to be annudly adjusted to compensate for the
differences. That process, known as equdization, is accomplished by multiplying amunicipality'stota
assessment by itsassessed to true value ratio, as determined by the Director of the Division of Taxation
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WHY ASSESSREAL PROPERTY?

Thecostsof loca government servicesareprimarily paidfor throughlocal real property taxation.
The advantagesto paying for local government through atax on red property arethat itisvery stable as
afunding source and the collection of delinquent taxes can be accomplished fairly easily throughthesale
of tax liensor, with greater effort, through the foreclosure of tax liens. In any case, the law providesfor
an automatic lien againgt real property in the amount of the taxes assessed against that property and it is
relatively easy to enforce the lien because the property does not move. Moreover, itisatax paid by
business and industrial property ownersaswell asresidentia property owners, and by ownersof vacant
properties as well as owners of properties on which buildings and structures have been erected.

Redl property taxes areimposed by counties and taxing districts. At the present timethe State
does not impose ared property tax. The primary taxing districts are municipalities, school districts (loca
andregional), firedigtricts, county and municipal free public libraries, and speciad improvement digtricts,
athough other districts may be created by amunicipaity whose boardsimpose taxes to fund the provision
of specialized servicesfor which thedistrict was created. The municipality functionsasthetax collector
for the county and the taxing districts and is required to pay these other entitiesin full, even if the
municipality does not collect al of the taxes that have been billed.

Article VIII, Section |, paragraph 1 of the New Jersey Congtitution, known as the uniformity
clause, requiresal real property to be assessed for taxation according to the same standard of value, and
taxed at the general tax rate of the taxing district in which it is Stuate, for the use of the taxing district.
This constitutional provision isintended to ensure that the property tax burden is distributed fairly,
according to property value, throughout a county or taxing district.

WHO ASSESSESMY PROPERTY?

Every municipality isrequired to agppoint atax assessor. The assessor isrequired to completea
State certification program and is appointment for an initial four year term. Upon reappointment, the

(N.JS.A.54:1-35.1 et seq.). Thedivision collects sales data

FN* cont'd
throughout the State and then the Director determines an average assessment to true valuerratio for each
municipality by comparing the assessment on propertiesthat sold during the year with their actual sale
prices. Equalized property valuesare a so used in the formulae to distribute State school aid and State
library aid.
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assessor can beremoved only for good cause. Although appointed by the municipality, tax assessorsare
intended to be independent of thelocal political establishment and are subject to control by the Director
of the Division of Taxation in the Department of the Treasury. By contrast, municipal tax collectorsare
subject to control by the Divison of Loca Government Servicesin the Department of Community Affairs.

HOW DO | KNOW WHAT MY PROPERTY ASSESSMENT ISFOR EACH TAX YEAR?

N.J.S.A.54:4-38.1 requiresthetax assessor to notify each taxpayer of the current assessment and
preceding year'staxesby mail prior to February 1t of each year. Thereafter, the assessor or county board
of taxationisrequired to notify each taxpayer by mail within 30 days of any changeto that assessment. The
notification of change of assessment must contain the prior assessment along with the current (changed)
assessment. Any noticeissued by the assessor or county board of taxation aso must include information
ingtructing thetaxpayer on whereto filean gpped of the assessment and thefinal date by which that appesl
may be filed.

WHY DOESN'T THE ASSESSED VALUE OF A PROPERTY ALWAYS MATCH THE
MARKET VALUE OF THE PROPERTY?

The assessed value of aproperty will only match the market value of that property inthoseyears
that the municipaity implements areva uation or areassessment program that resultsin al property being
assessed at 100% of true (market) value. If arevaluation or reassessment program has not occurredin
theyear in which the property isvalued, then due to continuousfluctuationsinthe rea estate market, the
assessed vauewill beginto deviatefrom market value. Uniformity will bemaintained withinthemunicipality
if dl property assessments deviate to the same degree from market value. This uniformity requirement
would act to prevent anew house from being assessed at its sal es price when the rest of the municipality
isassessed below current market values. For example, the purchaser of anew home costing $400,000
would see the assessment of that property set at $400,000 only if all other property located in the
municipality were assessed at 100% of true vaue. If the municipal percentage of assessed to true value
of al property was 88%, that same house costing $400,000 would be assessed for taxation at $352,000.

The practice by someloca assessors of raising the assessed value of newly purchased homesto
the salesprice (commonly referred to as" spot assessment™) was declared unconstitutional by the New
Jersey Supreme Court in 1990in Township of West Milford v. Van Decker, 120 N.J. 354. The court
ruled that the municipal assessor's practice of increasing the assessed value only of homes sold in the
municipality during the year, and leaving the assessments of all other properties alone for that year,
constituted a" spot assessment” in violation of the uniformity clause of the State Congtitution. The court
specificaly stated that under no circumstances may the assessed valuation of a property be increased only
because it has been sold.
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HOW ISMY ASSESSMENT CALCULATED?

The assessor performs separate assessments on the land and on the improvementsthat comprise
theparcel of red property. Theimprovementsgeneraly consist of buildingsand structureswhich may lose
value over time due to deterioration. By adding the assessment for the land to the assessment for the
improvementson theland, the assessor determinesthetotal assessed valuefor the parcel of red property.
According to the Handbook for New Jersey Assessors, promulgated by the Divison of Taxation, thereare
three accepted approachesto determining the assessed value of aparcel of rea property. Thesearethe
comparative approach, the reproduction cost approach, and theincome approach. The Handbook also
notesthat al three approachesto determining val ue should be used whenever possibleto determinethetrue
value of a property.

The compar ative approach usesthe sales prices paid in actua sales of rea property throughout
themunicipaity in an effort to estimate the value of aproperty if it were placed onthemarket for sale. This
method is sometimes referred to as the market data approach or the sales approach. These data are
collected and published on an annual basisby the Director of the Division of Taxation. Thesadesusedto
determineaproperty'sval ueunder thismethod must be of comparative properties, and must be bona-fide
sales, meaning that they must represent an arms-length transaction between awilling seller and awilling
buyer. For example, asae of aproperty between family memberslikely would not be considered bona
fidefor the purpose of representing a comparable sae since the sales price would be assumed to be below
market value.

The replacement cost approach uses current building costsand current standards of material and
design to estimate the cost of creating astructure or building having the same utility asthe property being
assesed. A depreciation of that number isthen applied, so that the assessment will bereflective of the age
of the structure or building being assessed. A separate valueis caculated for the land, and added to the
value determined for the structure or building, to arrive at the total assessment.

Theincome approach anayzestheincome produced by a property to estimate the amount that
awilling buyer would invest in the purchase of the property. The primary useof thismethod isfor income-
producing properties such as stores, gpartment buildings, hotels, and other types of propertieswherethe
property producesincome. Thismethod isvery complicated and requiresthe assessor to make adetailed
budgetary study of the property, subtracting expenditures from gross annual income to determine net
income, and then capitdizing that income at an interest rate which the property'sinvestor can anticipate as
areasonablereturn. Under thisapproach, the capitalized vaue of the net income representsthe value of
theproperty. Theowner of anincome-producing property isstatutorily required to produceincome data
if requested by the assessor.

TheRed Property Appraisd Manua for New Jersey Assessorslistssevera factorsthat assessors
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must consider when vauing the land portion of aparcel for taxation. The Manua notesthat the value of
theland will be determined by its"highest and best” (most profitable) use and that the supply and demand
for land will regulatethat value. Other factors used to determine the value of land for assessment purposes
includethe size, shape, depth, and topography of the parcel, thelocation of the parcel, and the frontage
of that location. Inaddition, soil type and productivity or capability of the soil areimportant factorsin
determining the valuation of farm property.

An exception to the "highest and best™ userulesisthe assessment of farmland. Article V11, Section
I, paragraph 1(b) of the New Jersey Constitution, approved by the votersin 1963, contains a special
provison alowing land, not lessthan five acresin area, which is determined by the assessor to be actively
devoted to agricultural or horticultural use, and to have been so devoted for at |east the two successive
yearsimmediately preceding thetax year, to be vaued for purposes of taxation at the value which theland
hasfor agricultura or horticultura use. The property owner isrequired to gpply for farmland assessment
consideration. When the property ceasesto qudify for farmland assessment treatment, the Congtitution
requiresthat additional property taxes beimposed. These additional taxes, called "roll-back taxes," are
imposed in an amount equal to the difference between the taxes paid or payable on the basis of the
farmland assessment and the taxes that would have been paid or payable had the land been valued and
assessed not asfarmland. These additional taxes are payable for the tax year in which the assessor
determines the change in the use from farmland, and for each of the two immediately preceding tax years.
The purpose of thisroll-back tax isto recapture some of the taxes which would have been paid on the land
if it had been assessed and taxed at the same standard of value as other real property inthe municipaity
in order to eliminate some of the windfall profits realized by afarmer selling to areal estate developer.

Thelaw aso alowsfor assessment reductionswhererea property issubject to aconservation or
historic preservation easement, both of which restrict the owner's use of the property. Inthe caseof a
conservation easement, apartid interest inthetitleto aproperty isgiven by the owner to the State, aloca
government unit or acharitable conservancy, in order to hold the property predominantly initsnatural,
scenic or open or wooded state, or for wildlife conservation. The easement may forbid or limit the
development of the property or the activities allowed on the property. Inthe case of ahigtoric preservation
easement, apartia interest inthetitleto aproperty isgiven by the owner to the State, aloca government
unit or acharitable conservancy in order to preserve abuilding or structurewhichishistoricaly sgnificant
for itsarchitecture, archaeology, or itshistoric associations. Asin the case of aconservation easement, a
historic preservation easement may forbid or limit changesin either the gppearance or use of the property,
or redtrict any activity that may have adetrimenta effect on the preservation of the property. Pursuant to
the provisions of N.J.S.A.13:8B-7, the assessor must consider the existence of any conservation or
historical preservation easement acquired pursuant to the "New Jersey Conservation Restriction and
Historic Preservation Restriction Act,” P.L.1979, ¢.378 (C.13:8B-1 et seq.), in establishing thefull value
of any property subject to such restriction.
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When aproperty is certified by the Commissioner of Environmental Protection asahistoric Site
pursuant to N.J.S.A.54:4-3.52 et seg. or pursuant to the provisionsof N.J.S.A.54:4-3.52a et seq., itis
exempt from taxation.

DO | HAVE ANY RECOURSE IF | DO NOT AGREEWITH MY ASSESSMENT?

Thelaw providesa property owner severd mechanismsfor gppedling an assessment that he or she
deemsto betoo high. In generd, however, the assessed va ue of aproperty that fallswithin the common
leve rangefor that municipdity, being plusor minus 15% of the average assessed to truevaueratio for that
municipaity, will be considered to have been assessed correctly. Therefore, an assessor isgranted 15%
margin of error in each direction from the average ratio when determining an assessed vaue. It should be
noted that aproperty taxpayer also hastheright to appeal the assessment on any other property located
withinthe sametaxing digtrict, dthoughthisisrarely done. N.J.S.A.54:3-21 authorizesproperty taxpayers,
no later than April 1t of each year, to file an assessment appeal with the county board of taxation. If the
assessed val uation of ataxpayer's property exceeds$750,000, the appeal may be madedirectly tothe Tax
Court. Thefiling of an appea with the county board of taxation requires the payment of afiling feein the
amount of $5 for aproperty having an assessed value of lessthan $150,000; $25 for aproperty having
an assessed val ue of more than $150,000 but less than $500,000; $100 for aproperty having an assessed
vaue of more than $500,000 but |ess than $1,000,000; and $150 in the case of a property having an
assessed value of $1,000,000 or more. N.J.S.A.54:3-26 requiresthe county board of taxation to hear and
determine all assessment appeal s within a 3-month period, however, the Director of the Division of
Taxation in the Department of the Treasury may grant an extension of this 3-month period if the county
board of taxation is able to demonstrate the need for an extension. A judgment by a county board of
taxation may be appealed to the Tax Court by any party involved in the appeal (the taxpayer or the
municipality in which the property is situate).

N.J.S.A.54:3-26 d 50 requiresthat, when no request for review istaken to the Tax Court to review
theaction or determination of the county board, thejudgment of the county board shall be conclusiveand
binding upon the municipal assessor and the municipality for the assessment year, and for the next two
assessment years, unlessthe value of the property has changed after the assessment date. Thisbinding
judgment and assessment "freeze" terminates with thetax year immediately preceding the effective date of
acomplete revaluation or reassessment of al municipa red property. Also, if, as of October 1 of the year
immediately preceding the tax year, the property has gained an addition that qualifies as an added
assessment, has converted to acondominium or cooperative, or has been subject toasubdivision or a
zoning change, then the binding effect of the county board of taxation'sjudgment will terminate with that
pretax year.?

2N.J.S.A.54:51A-8 similarly applies the "freeze act" to Tax Court judgments.
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