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Texas Property Tax Incentives
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• In the economic development area, the name of 
the tax incentive game in Texas is property tax
relief.

• In Texas, property taxes are generally a local 
matter – the Texas Constitution prohibits a state 
property tax.  

• Most property tax incentives in Texas are 
discretionary and are awarded on a case-by-case 
basis to entice desirable companies to relocate or 
expand in the area.



Maximizing Incentives
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• Maintain a legitimate and competitive site 
selection landscape as long as possible

• Demonstrate to the taxing jurisdictions how they 
and the community at large will benefit from the 
project

• Adopt and maintain a strict and tightly-controlled 
communication process



Maximizing Incentives

4

• Include tax incentives management as an integral 
part of the site selection process from the 
beginning and introduce tax incentives into 
discussions with local jurisdictions early in the 
process
• Incentives rarely drive site selection decisions, but they 

are important to ensure the economic feasibility of the 
project.

• Incentives are often a tie breaker between finalist 
locations.



Maximizing Incentives

5

• Obtain a thorough understanding of the incentives 
(including the underlying legal authorities) to 
determine which incentives are potentially available 
for the project
• Knowledge and information are key
• Savvy companies enter into negotiations with an 

understanding of:
‒ Exactly what incentives are available
‒ How those incentives have been used in the past for similar 

projects
‒ How best to use the incentives for the project at hand

• Be wary of the first offer or standard packages –
remember, this is a negotiation



Maximizing Incentives
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• Calculate the value of the incentives based upon 
estimates of future property valuations and 
business activity

• Never rely on estimates provided by state or local 
governments or local chambers of commerce or 
economic development organizations

• Be conservative in making commitments.
• Capital investment
• Job creation
• Construction schedule



Maximizing Incentives
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• Be ready for:
• a lot of paperwork
• review by government officials
• recapture provisions

• Use local advisors
• After the final location decision is made and the 

agreements are signed, monitoring, maintenance 
and compliance are essential to ensure that all of 
the benefits are fully realized



A Very Simple Example
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Investment = $100.00
Discount Rate = 7.00%
Depreciation Rate = 3.00%
Tax Rate = 3.00%

Year Value Nominal Tax Benefit PV Tax Benefit
1 100.00$       3.00$    2.80$            
2 97.00$         2.91$    2.54$            
3 94.09$         2.82$    2.30$            
4 91.27$         2.74$    2.09$            
5 88.53$         2.66$    1.89$            
6 85.87$         2.58$    1.72$            
7 83.30$         2.50$    1.56$            
8 80.80$         2.42$    1.41$            
9 78.37$         2.35$    1.28$            
10 76.02$         2.28$    1.16$            

26.26$  Total PV Tax Benefit = 18.75$          Total Nominal Tax Benefit =

Assumptions:
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A Closer Look At Property Tax Abatement
Chapter 312, Texas Tax Code



Property Tax Abatement
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• A tax abatement is an agreement between a 
property owner and taxing unit that exempts all or 
part of the increase in the value of real property 
and/or tangible personal property from taxation for 
a period not to exceed 10 years.

• School districts may not enter into abatement 
agreements.



Property Tax Abatement
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• Each taxing unit that wants to consider a tax 
abatement proposal must:
• adopt guidelines and criteria governing tax 

abatement agreements by the taxing unit; and
• have a reinvestment zone designated by the 

county or city in an area in the taxing 
jurisdiction of the taxing unit (and/or the ETJ in 
the case of a city).



Property Tax Abatement
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• Public hearings and other procedural 
requirements must be met to adopt guidelines 
and criteria and to designate a reinvestment zone.

• Only cities and counties may designate 
reinvestment zones.
• For this reason, tax abatement agreements are initiated 

with a city or county.



Property Tax Abatement
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• The statute affords each taxing unit a great deal  
of flexibility in developing its guidelines and 
criteria.

• Always start by reading the applicable guidelines 
and criteria.



Property Tax Abatement
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• Categories of property that often are not eligible 
for abatement under taxing units’ guidelines and 
criteria:
• Office buildings
• Certain other types of commercial real estate
• Inventory
• Supplies

• Guidelines and criteria may be amended with a 
three-fourths vote of the members of the 
governing body of the taxing unit.



Property Tax Abatement
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• Key provisions of guidelines and criteria and tax 
abatement agreements
• Detailed versus general guidelines and criteria
• Term of the abatement

‒ 10 years maximum
• Percentage abated

‒ Fixed percentage over the term of abatement
‒ Sliding scale
‒ Construction period issues and deferrals

• Employment requirements (if any)
• Minimum investment requirements (if any)
• “Buy Local” requirements (if any)
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A Closer Look At School District Value 
Limitations
Chapter 313, Texas Tax Code



School District Value Limitations
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• Chapter 313 encourages large-scale 
manufacturing, research and development, and 
certain energy capital investment projects.

• Under an appraised value limitation agreement, a 
property owner agrees to build or install property 
and create jobs in exchange for a ten-year 
limitation on the taxable value for school district 
maintenance and operations (M&O) tax purposes.

• The limitation does not apply for school district 
interest and sinking fund (I&S) tax purposes.



School District Value Limitations
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• The minimum investment and appraised value limitation 
vary by school district and whether the school district is 
non-rural or rural.

• The non-rural minimum investment and appraised value 
limitation are determined on a sliding scale that begins at 
$100 million for large urban areas and is reduced in $20 
million increments to a low of $20 million a year for areas 
with a lower tax base.

• The rural minimum investment and appraised value 
limitation amounts range for $30 million to $1 million.



School District Value Limitations
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• Job and wage requirements must be satisfied. 
• Minimum of 25 new “qualifying jobs” in “non-rural” school 

districts
• Minimum of 10 new “qualifying jobs” in “rural” school districts
• School districts can grant waivers of these minimums under 

certain circumstances.
• The applicable minimum wage target must be met for each 

new “qualifying job” and for each non-qualifying job.
• Other requirements for a job to be a “qualifying job.”
• Jobs held by employees of contractors can qualify as 

“qualifying jobs,” but beware of compliance issues.



School District Value Limitations
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• Chapter 313 authorizes two types payments from 
agreement holders as part of a Chapter 313 
agreement:
• Revenue protection (or so-called “make whole”) payments
• Reimbursements for extraordinary educational expenses 

resulting from a temporary increase in enrollment
• In negotiating the terms of the “make whole” 

payments, companies should insist on:
• “No worse off” caps
• Option to terminate



School District Value Limitations
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• Chapter 313 also permits, but expressly limits, 
“supplemental payments” that may be received by a 
school district as part of the consideration for the execution 
of a 313 agreement

• The tax savings are almost always split with the school 
district as part of the calculation of “supplemental 
payments.”

• However, these “supplemental payments” are capped at a 
maximum of $100 per student per year in average daily 
attendance for a maximum of 15 years (16 years if there is 
a partial year in the qualifying time period). 



School District Value Limitations
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• The required minimum investment must be made in the first two 
complete tax years of the appraised value limitation agreement (the 
“Qualifying Time Period”).

• Deferrals of the Qualifying Time Period are permitted.

• The application for an appraised value limitation agreement is filed 
with the school district and is reviewed by the Tax Comptroller who 
conducts an economic impact study and makes certain determinations 
required by Chapter 313.

• There is a requirement that the Comptroller must find the limitation on 
appraised value is a determining factor in the applicant's decision to 
invest capital and construct the project in Texas.



School District Value Limitations
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• The school district may not enter into a Chapter 313 
agreement unless the Comptroller issues a certificate 
containing the positive determinations required by the 
statute.

• The Comptroller has promulgated a form of agreement 
that must be used.  Certain areas of the form agreement 
allow latitude in negotiating provisions, while other areas 
cannot be changed. 

• The state will now be conducting audits of compliance with 
agreements.



24

A Closer Look At Industrial 
District Agreements



Background
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• Section 42.044 of the Texas Local Government Code allows for the 
creation of “industrial districts” in the extraterritorial jurisdiction (“ETJ”) 
of a city.

• The predecessor of Section 42.044 was first enacted as part of the 
Municipal Annexation Act of 1963.

• Since that time, industrial districts have been allowed to give cities a 
way to expand their revenue base while still providing business 
incentives – specifically, lower effective taxes and protection from city 
regulation.

• Over the last 55 years, the use of industrial district agreements in 
Texas initially developed principally in industrialized areas along the 
Texas Gulf Coast (including in the ETJ’s of Port Arthur, Beaumont, 
Nederland, Orange, Houston, Deer Park, La Porte, Baytown, Texas 
City, and Corpus Christi) and are increasingly used in other urban 
areas of the state.



Section 42.044 of the Texas Local 
Government Code
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• The governing body of a city may designate any part of its ETJ as an 
industrial district.

• ETJ is statutorily defined as “the unincorporated area that is 
contiguous to the corporate boundaries of the municipality.”  The 
geographical extent of any city’s ETJ is contingent upon the number of 
inhabitants of the city:

Number of Inhabitants Extent of Extraterritorial Jurisdiction
Fewer than 5,000 One-half Mile
5,000—24,999 One Mile
25,000—49,999 Two Miles
50,000—99,999 Three and one-half Miles
100,000 and over Five Miles
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• The governing body of a city may treat the designated area in a 
manner “considered by the governing body to be in the best interests 
of the city.”

• The governing body may make written contracts with owners of land 
in the industrial district:
• to guarantee the continuation of the extraterritorial status of the industrial 

district and its immunity from annexation by the city for a period not to 
exceed 15 years, and

• with “other lawful terms and considerations that the parties agree to be 
reasonable, appropriate, and not unduly restrictive of business activities.”

Section 42.044 of the Texas Local 
Government Code
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• The parties to an industrial district agreement may renew or extend it 
for successive periods not to exceed 15 years each.

• In the event any owner of land in an industrial district is offered an 
opportunity to renew or extend a contract, then all owners of land in 
that industrial district must be offered an opportunity to renew or 
extend a contract.
• Some cities have established industrial districts that contain more than 

one landowner (sometimes many landowners).  In this situation, the 
statute requires that all landowners in the district be afforded the 
opportunity to renew or extend an industrial district agreement.

• Other cities have established industrial districts on a landowner-by-
landowner basis with each owner’s land being its own industrial district.  
In this situation, the city can negotiate different terms with different 
landowners, and the city is not required to offer each landowner an 
opportunity to renew or extend a contract.

Section 42.044 of the Texas Local 
Government Code



Overview of Annexation
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Recent Developments
• On December 1, 2017, municipal annexation as it has existed in 

Texas for over a century was fundamentally changed when Senate Bill 
6 became effective.

• The bill requires landowner or voter approval of annexations in the 
state’s largest counties (those with 500,000 population or more) and in 
counties that opt-in to the bill through a petition and election process.  
These are “Tier 2” annexations under the bill.

• Cities not subject to Senate Bill 6 (i.e., those in counties with a 
population of less than 500,000 that are not annexing into such a 
county and those in a county that has not held an election to become 
subject to the bill) may continue to annex under laws not affected by 
Senate Bill 6.  These are “Tier 1” annexations under the bill.



Costs of Annexation
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• Property taxes assessed on 100% of taxable value
• City sales taxes
• Electricity surcharges
• Zoning restrictions applicable to new uses

(e.g., alterations, construction, etc.)
• Building permits
• Building codes
• Occupancy certificates
• Use permits
• Health and safety ordinances
• Environmental ordinances
• Other ordinances



Issues in IDA’s
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• Industry Parties
• Landowners
• Improvement owners
• Lessees and other users
• Affiliates of owners, lessees of other users

• Term of the Agreement
• Anywhere from 1 to 15 years
• Cannot exceed 15 years
• Industry and/or city party unilateral option to renew/extend

• City’s agreement that:
• Land will retain its ETJ status and will be immune from annexation by 

the city
• City rules and regulations governing zoning and platting of land will not 

apply
• City building, electrical, plumbing, inspection and similar codes not 

permitting use and occupancy requirements will not apply
• Any city rules governing methods of operation will not apply



Issues in IDA’s
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• Payments in Lieu of Tax
• Two Basic Approaches

• Fixed annual payments
• Percentage payments – payments based on a percentage of the property 

taxes that would have been paid if the property had been located within the 
city limits

• Pros and Cons of Fixed Annual Payments
• Pro – certainty 
• Con – future changes in underlying assumptions
• Others

• Percentage payments
• The percentage is only a part of the story
• In comparing cities, it is the combination of the percentage and the tax rate 

that yields the appropriate comparison



Issues in IDA’s
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Payments in lieu of Tax
• Percentage Payments – Issues and Considerations

• Fixed percentage
• Scaled percentages
• Differing percentages for:

‒ land
‒ improvements
‒ inventory and other personal property (exempt)

• Caps
• Floors

‒ force majeure, plant closing and other exceptions to floor
• Minimum increases
• Lower percentages for new improvements

‒ Fixed lower percentage
‒ Phased-in percentages that increases over time



Issues in IDA’s
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“Buy local” provisions
• Cities are increasingly including “buy local” provisions in industrial 

district agreements.

• These provisions require the industry party to use efforts to hire locally 
and to use local vendors in its procurements.

• What area is local?
• City limits

• Larger area

• Standard of Effort
• Best efforts

• Reasonable efforts

• Commercially reasonable efforts

• Good faith efforts

• Other standards of effort

• Reporting and Recordkeeping

• Port Arthur Example
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Other Property Tax Incentives



Other Property Tax Incentives
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• Tax Increment Financing – Chapter 311, Texas 
Tax Code

• Freeport Exemption for Inventory
• Foreign Trade Zone Exemption for Inventory
• Chapter 380 (City) and Chapter 381 (County) 

Grants in the Form of Property Tax Rebates
• Exemption for Pollution Control Equipment



Other Incentives
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• Texas Enterprise Fund
• Economic Development Refund of Franchise 

and Sales and Use Taxes
• Sales Tax Exemption for Manufacturing 

Equipment



Closing Comments
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• Politics
• Government Relations





Disclaimer
Norton Rose Fulbright LLP, Norton Rose Fulbright Australia, Norton Rose Fulbright Canada LLP, Norton Rose Fulbright South Africa (incorporated as Deneys Reitz Inc) and Fulbright & Jaworski LLP, each of which is a separate legal 
entity, are members (“the Norton Rose Fulbright members”) of Norton Rose Fulbright Verein, a Swiss Verein.  Norton Rose Fulbright Verein helps coordinate the activities of the Norton Rose Fulbright members but does not itself 
provide legal services to clients.
References to “Norton Rose Fulbright”, “the law firm”, and “legal practice” are to one or more of the Norton Rose Fulbright members or to one of their respective affiliates (together “Norton Rose Fulbright entity/entities”). No 
individual who is a member, partner, shareholder, director, employee or consultant of, in or to any Norton Rose Fulbright entity (whether or not such individual is described as a “partner”) accepts or assumes responsibility, or has 
any liability, to any person in respect of this communication. Any reference to a partner or director is to a member, employee or consultant with equivalent standing and qualifications of the relevant Norton Rose Fulbright entity.
The purpose of this communication is to provide information as to developments in the law.  It does not contain a full analysis of the law nor does it constitute an opinion of any Norton Rose Fulbright entity on the points of law 
discussed. You must take specific legal advice on any particular matter which concerns you. If you require any advice or further information, please speak to your usual contact at Norton Rose Fulbright.
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