TAX-RELATED STATE AND LOCAL
FCONOMIC DEVELOPMENT PROGRAMS

The State of Texas has established state and local economic development programs that
provide support and incentives for companies that invest and expand their operations

and workforces in Texas communities.

The Comptroller's Data Analysis and

Transparency Division provides detailed infor-

mation about these programs, serving as a

turnkey resource for improving government effi-

ciency and achieving economic growth through:
tax programs and incentive support;

job creation initiatives;
economic impact analysis;
financial transparency;

limiting financial exposure; and

budgeting and purchasing efficiencies.

|. PROPERTY TAXES

TAX INCREMENT FINANCING
Tax Code, Chapter 311

Tax increment financing is a tool local governments
can use to employ public financing for improve-
ments to infrastructure and buildings within a
designated area known as a reinvestment zone. The
future tax revenues of each taxing unit that levies
taxes on the property located within the zone repay
the cost of improvements. Each taxing unit may
choose to dedicate all, a portion of or none of the
tax revenue gained as a result of improvements
within the reinvestment zone.

A reinvestment zone may be initiated directly by a
municipality or through a petition submitted by the
affected property owners. Although counties were
authorized by statute to form reinvestment zones in

2005, Attorney General Opinion KP-0004 issued in
2015 stated that a court would likely rule a county
reinvestment zone is not permitted under the Texas
Constitution as currently written. Counties interested
in initiating tax increment financing should seek the
advice of legal counsel.

Once a city has begun the process of establish-
ing a tax increment financing reinvestment zone,
other taxing units (except school districts) are
allowed to participate in the tax increment financ-
ing agreement. These zones are commonly referred
to either as a tax increment financing (TIF) zone or
a tax increment reinvestment zone (TIRZ).

The relevant statute outlines a multi-step pro-
cess for implementing tax increment financing.

TAX ABATEMENT ACT

Tax Code, Chapter 312

A tax abatement is a local agreement between a
taxpayer and a taxing unit that exempts from taxation
all or part of the increase in the value of real property
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and/or tangible personal property for a period not to
exceed 10 years. The purpose of tax abatements is to
assist cities, counties and special purpose districts to
attract new industries, encourage the retention and
development of existing businesses and promote cap-
ital investment by easing the property tax burden on
certain projects for a fixed period of time. School dis-
tricts may not enter into tax abatement agreements.

The relevant statute outlines a six-step process
for establishing tax abatement agreements.

VALUE LIMITATION
Tax Code, Chapter 313

An appraised value limitation is an agreement
between a taxpayer and a school district in which
the taxpayer proposes to build or install property

— and create jobs meeting certain wage and other
requirements — in exchange for a 10-year limit on its
taxable value for school maintenance and operations
tax (M&Q). For the term of the limitation agreement,
school M&O taxes are not levied on the property
value in excess of the limitation amount. Limitation
amounts are established by statute and vary by
school district from $10 million to $100 million. A
taxpayer’s application for a value limitation agree-
ment is submitted directly to the school district and
requires an application fee set by each district. The
Comptroller’s office and each local school board
must approve each application and agreement.

FREEPORT AND GOODS-IN-TRANSIT EXEMPTIONS

Tax Code Sections 11.251, 11.437 and 11.253
authorize local taxing entities to exempt from taxation
inventory or property that consist of freeport goods.
Freeport goods are tangible personal property
(Section 11.251) including goods, wares, merchan-
dise, aircraft parts and ores. (The exemption does
not apply to oil, natural gas or liquid or gaseous
materials immediately derived from refining oil or
natural gas.) Freeport goods qualify for the exemp-
tion if they leave Texas within 175 days from the
date they are brought into or acquired in the state.

Section 11.253 exempts from taxation a per-
son’s inventory or property that consists of goods-
in-transit; i.e., tangible personal property including
goods, wares, merchandise, aircraft parts and ores
other than oil, natural gas and petroleum products.

Value Limitation

Goods in transit qualify for the exemption if: (Chapter 313)
the goods are acquired inside or outside of Texas;
the goods are warehoused and shipped to anoth-
er location within or outside of the state within
175 days of being acquired or imported into the Freeport and

state; and

the goods are stored at a warehouse that is not Goods-In-Transit

in any way owned or controlled by the owner of

Exemptions
the goods.

Section 11.437 allows a warehouse operator
to apply for a freeport exemption for cotton stored
in a warehouse on behalf of all the owners of the
cotton. Once granted, the exemption automatically
renews each year. Further, as long as the cotton is
shipped out of state, it does not have to meet the
175-day limit to qualify for the exemption.

Property qualifies as freeport goods or goods-in-
transit regardless of whether the person who owns the
property on January 1 is the same person who trans-
ports the goods out of the state. Further, taxation
of freeport goods or goods in transit is at the taxing
unit’s discretion. A local government may repeal the
exemption by a majority vote of its governing body.
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II. SALES TAXES

DEVELOPMENT CORPORATION ACT
Local Government Code,
Chapters 501-505
The Development Corporation Act of 1979
authorizes cities to adopt a sales and use
tax and establish a Type A or a Type B eco-
nomic development corporation, or both, to
administer the tax funds, provided that city
voters approve this special, dedicated tax
at an election held for that purpose.

All cities located in a county with
a population less than 500,000 may
impose the Type A sales tax if the new
combined local sales tax rate would not
exceed 2 percent. Some cities located in
counties with a population of 500,000
or more (Bexar, Dallas, El Paso, Harris,
Hidalgo, Tarrant and Travis) also may adopt the
Type A sales tax for economic development efforts,
but a city’s eligibility varies from county to county.

Type A sales tax revenue may fund manufactur-
ing and industrial facilities; research and devel-
opment facilities; recycling facilities; distribution
centers; small warehouse facilities and distribution
centers; military facilities; primary job training facil-
ities; corporate headquarter facilities; job training
classes; career centers; telephone call centers;
business infrastructure; airport facilities; and oper-

ation of commuter rail, light rail or commuter buses.

All cities are eligible to adopt the Type B sales
tax if the combined local sales tax rate would
not exceed 2 percent. Type B sales tax revenue
may be used for the same purposes as Type A. In
addition, Type B revenue also may fund retail busi-
ness incentives (if the city population is less than
20,000); sports and athletic facilities; entertain-
ment, tourist and convention facilities; public parks
and related open space improvements; affordable
housing; and water supply and conservation pro-
grams (with special voter approval).

As of June 2019, 210 cities have adopted the
Type A economic development sales tax; 513 cities
have adopted the Type B economic development
sales tax.

COUNTY ASSISTANCE DISTRICTS
Local Government Code, Chapter 387

Any county may adopt this sales tax, in all or part
of the county, if the new combined local sales tax
rate would not exceed 2 percent at any location
within the assistance district. A county may create
any number of districts. The county commission-
ers court may serve as the governing body of a
district; alternatively, the commissioners court, by
order, may appoint a board of directors to adminis-
ter the district.

Assistance district revenue may fund construc-
tion, maintenance or improvement of roads or high-
ways; provision of law enforcement and detention
services; maintenance or improvement of libraries,
museums, parks or other recreational facilities;
promotion of economic development and tourism;
firefighting and fire prevention services; and provi-
sion of services that benefit the public welfare.
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[1l. OTHER INCENTIVES AND SPECIAL
ASSESSMENTS

ENTERPRISE ZONES
Government Code, Chapter 2303

The Texas Enterprise Zone Program is an eco-
nomic development tool that enables local commu-
nities to partner with the State of Texas to promote
job creation and capital investment in economical-
ly distressed areas of the state. Local communities
may provide incentives such as tax abatements,
fee waivers and reduced regulations to businesses
within an enterprise zone.

Communities also may nominate businesses for
selection by the state as enterprise projects. As
such, these businesses may be eligible for sales
tax refunds and other benefits. The Comptroller’s
office administers enterprise zone tax refunds
under Tax Code Section 151.429.

CHAPTER 380/381 AGREEMENTS
Local Government Code, Chapters 380 and 381

Chapters 380 (cities) and 381 (counties) of the

Local Government Code respectively grant cities and
counties broad discretion to make loans and grants of
public funds or the provision of public services, at lit-
tle or no cost, to promote all types of business devel-
opment including industrial, commercial
and retail projects. Each agreement may
be uniquely tailored to address the spe-
cific needs of both the local government
entity and the business prospect.

Cities should review their charters for
provisions that may restrict their ability
to implement an incentive agreement.
Both cities and counties should consid-
er adopting policies or guidelines to pro-
vide a framework for negotiating devel-
opment agreements. Cities and counties
throughout Texas have utilized Chapter
380 or 381 agreements to attract busi-
nesses and jobs to their communities.

MUNICIPAL AND COUNTY HOTEL OCCUPANCY TAX
Tax Code, Chapters 351 and 352

More than 500 home rule and general law cities and
62 counties impose a local hotel occupancy tax within
their jurisdictions. For most cities, the tax rate may
not exceed 7 percent of the price paid for the use of
a hotel room. The tax rate for eligible counties varies.
Cities with populations less than 35,000 also may
impose the hotel occupancy tax in the city’s extrater-
ritorial jurisdiction (ETJ). The maximum combined rate
of state, county, and municipal hotel occupancy taxes
may not exceed 17 percent.

Expenditures of hotel occupancy tax revenue
must comply with a two-part test. First, each
expense must promote the hotel and convention
industry (i.e., “put heads in hotel beds”). Second,
each disbursement also must conform to at least
one of nine statutorily designated categories: con-
vention and visitor centers; convention registration;
advertising the city; promotion of the arts; historic
restoration and preservation; sporting events (if
the city is located in a county with 1 million pop-
ulation or less); upgrading existing sports facilities
or sports fields for certain municipalities; tourist
transportation systems; and signage directing tour-
ists to sights and attractions.

Enterprise Zones

Hotel Occupancy Tax

Chapter 380/381

Agreements
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PUBLIC IMPROVEMENT DISTRICTS
Local Government Code, Chapter 372

Public improvement districts (PIDs) offer cities and
counties a means for improving their infrastructure
to promote economic growth in an area. The Public
Improvement District Assessment Act authorizes
cities and counties to levy and collect special
assessments on properties located within their
limits or ETJ. Certain large counties have additional
financing options available.

PIDs may be formed to create water, wastewater,
health and sanitation, or drainage improvements;
street and sidewalk improvements; mass transit
improvements; parking improvements; library
improvements; park, recreation and cultural
improvements; landscaping and other aesthetic
improvements; art installation; creation of pedes-
trian malls or similar improvements; supplemental
safety services for the improvement of the district,
including public safety and security services;
supplemental business-related services for the
improvement of the district including advertising

and business recruitment and development; or
tourism-related improvements in certain cities
located in Dallas and Tarrant counties.

MUNICIPAL MANAGEMENT DISTRICTS
Local Government Code, Chapter 375

These districts, also called downtown management
districts, are created within existing commercial
areas to finance facilities, infrastructure and ser-
vices beyond those already provided by individual
property owners or municipalities. The improve-
ments may be funded by self-imposed property
taxes, special assessments and impact fees or by
other charges on district property owners. Certain
residential property may be exempted from these
taxes or fees.

A management district is created to supplement,
not supplant, the municipal services available to
an area. Creating such a district does not relieve a
city from its obligation to provide basic services to
the area.
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NEIGHBORHOOD EMPOWERMENT ZONES
Local Government Code, Chapter 378

A neighborhood empowerment zone is an area
designated within a municipality that is created
to promote affordable housing; increased eco-
nomic development; enhanced quality of social
services, education or public safety; or the reha-
bilitation of affordable housing in the zone. To
promote and fund these objectives, a city may:
waive or adopt fees related to the construc-
tion of buildings in the zone including build-
ing inspection fees and impact fees;

make agreements, for a period of not more than 10
years to refund municipal sales tax on sales made
in the zone;

enter into agreements abating municipal property
taxes on property in the zone subject to the dura-
tion limits of Tax Code Section 312.204; and

set baseline performance standards, such as
the Energy Star Program as developed by the
Department of Energy, to encourage the use of
alternative building materials that address con-
cerns relating to the environment or to building
costs, maintenance or energy consumption.

NORTH AMERICAN FREE TRADE AGREEMENT
(NAFTA) IMPACT ZONES

Local Government Code, Chapter 379

NAFTA impact zones are intended to promote
business opportunities for local businesses,
increased economic development or employment
opportunities for residents.

A NAFTA impact zone must be located in an area
where the present condition substantially arrests or
impairs the city’s growth, retards the provision of hous-
ing, or constitutes an economic or social liability to
public health, safety, morals or welfare; an area that is
predominantly open, and because of obsolete platting,
deteriorating structures or other factors, substantially
impairs or arrests the growth of the city; an area that
is in a federally-assisted new community located in a

home rule city or in the area immediately adjacent to
a federally-assisted new community in a home rule
city; entirely in an area that meets the requirements for
federal assistance under Section 119 of the Housing
and Community Development Act of 1974. Alternatively,
as a result of NAFTA impact zone designation, the area
must be reasonably likely to contribute to the retention
or expansion of primary employment or to attract major
investment in the zone that would benefit the property
and contribute to the city’s economic development.
Similar to neighborhood empowerment zones,
within a NAFTA impact zone a city may use the
following incentives:
fee adoption or waivers related to building con-
struction in the zone including building inspec-
tion fees and impact fees.

enter into agreements not to exceed 10 years,
to refund municipal sales tax on sales made in
the zone.

enter into agreements abating municipal prop-
erty taxes on property in the zone subject to the
duration limits of Tax Code Section 312.204.

set baseline performance standards, such as
the Energy Star Program as developed by the
Department of Energy, to encourage the use of
alternative building materials that address con-
cerns relating to the environment or to building
costs, maintenance, or energy consumption.

NAFTA impact zones are created and adminis-
tered locally.

Neighborhood
Empowerment Zones
(Chapter 378)

NAFTA Impact Zones
(Chapter 379)
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Comptroller.Texas.Gov

Receive economic development
tax help by email at
econ.dev@cpa.texas.gov

Texas Comptroller of Public Accounts
111 East 17th Street
Austin, Texas 78711-1440

Sign up to receive email updates on
the Comptroller topics of your choice at
comptroller.texas.gov/subscribe.
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Cigarette and Tobacco

888-4-FILING (888-434-5464)
TELEFILE: To File by Phone

800-252-1389
GETPUB: To Order Forms and Publications

800-654-FIND (800-654-3463)
Treasury Find

800-322274
Unclaimed Property Claimants
Unclaimed Property Holders
Unclaimed Property Name Searches
512-463-3120 in Austin

877-44RATE4 (877-441-2834)
Interest Rate
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