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Overview

OnJune 9, 2023, Texas House Bill 5 (“H.B. 5”) was signed into law. The
legislation—entitled the Texas Jobs, Energy, Technology, and Innovation Act—
introduced an incentive program for certain large-scale economic development
projects in qualified industries. Applicants who propose the construction of an
eligible project in a school district (“incentive program”) can apply for a 10-year
abatement of property taxes in that school district, which generally reduces the
taxable value of property to 50% of market value for that tax year. If the
property is located in a qualified opportunity zone, the taxable value is further
reduced to 25% of the market value of the property for the tax year. Under the
incentive program, the taxable value is completely waived (reduced to zero)
during the construction period.

This Tax Alert summarizes some of the provisions of H.B. 5.

The school district property tax incentive program

To participate in the incentive program, a person proposing the construction of
an eligible project in that school district must submit an application to the
Texas Comptroller of Public Accounts (“Comptroller),” who will determine
whether the application should be recommended for approval. If approval is
recommended, the application is subject to the final approval of the governor
and the school district’s governing body.

If approved, the applicant will enter into an agreement with the governor and
the governing body of the school district to reduce the taxable value of the
eligible property for purposes of the school district’s property taxes.

Eligible projects
An eligible project means the following:

o Newly built or expanded: (1) manufacturing facilities; (2) facilities
providing utility services (e.g., electricity); (3) facilities for natural
resource development; (4) and facilities engaged in the research,
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development, or manufacture of high-tech equipment or technology;
and

e Constructed or expanded critical infrastructure
Ineligible projects

The following newly constructed or expanded projects are deemed ineligible
for the incentive program:

e Non-dispatchable electric generation facilities
e Electric energy storage facilities
Job creation and investment requirements

e Generally, eligibility for an agreement under the incentive program is
contingent on the following: (1) creating and maintaining a certain
number of full-time jobs in Texas and (2) investing a certain amount of
capital in the eligible project.

e The minimum threshold for job creation/maintenance and investment
amounts are based on the population of the county in which the
project is located. The newly created/maintained job thresholds range
from 10 to 75 full-time jobs, and the capital investment thresholds
range from $20 million to $200 million.

Additional information

e Under the incentive program, the taxable value of eligible property is
reduced to zero during the construction period—which is defined as
each tax year beginning with the tax year following the year in which
the agreement relating to the property is entered into and ending
December 31 of the tax year that includes the construction completion
date for the eligible project.

e For the Comptroller to recommend approval of an application for
participation in the incentive program, the Comptroller must find that
“the agreement is a compelling factor in a competitive site selection
determination and that, in the absence of the agreement, the applicant
would not make the proposed investment in the state.”

e |n addition to the application that includes detailed information about
the proposed project, applicants must also submit application fees,
including a fee payable to the school district of up to $30,000.

e Asa part of the agreement, applicants must execute a performance
bond to protect the interests of the state and school district in an
amount determined by the Comptroller. Applicants must also report
certain information to the Comptroller on a biennial basis.

e The program is set to expire December 31, 2033.
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