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What is The Texas Economic Development Act? 

 

The Texas Economic Development Act is found in Chapter 313 of the Tax Code.  It 
allows a school district to offer a temporary limitation for school property tax purposes 
on the property value of new investment in the state (it follows Chapter 312, the chapter 
which allows cities and counties to offer property tax abatements).  Under Chapter 313, a 
local school district may defer for 8 years the time before a new investment project goes 
onto the tax rolls at full value.  The limitation on the taxable value of a project does not 
take effect until the third year of the project.  A taxpayer may also make a separate 
application to the school district for a credit for taxes paid during the first two years on 
the value of property in excess of the limitation amount. 
 
 

Why Was the Act Passed? 

 
Chapter 313, the Texas Economic Development Act, was passed in 2001 as HB 1200.  
The original bill had five authors and 100 co-authors in the House.  The bill was offered 
in response to Texas losing a number of major new industrial projects to other states—
events largely attributable to the state’s high property tax burden, and in particular, local 
school property taxes.   
 
School districts had at one time been able to offer tax abatements similar to those of cities 
and counties, but this authority was repealed in the mid 1990s.  With the loss of school 
tax abatement authority, Texas fell from the nation’s top industrial location in 1996, as 
ranked by Site Selection Magazine, to 37th  in 2000.  Over those years, Texas lost 12 
major facilities to other states—4 to Oklahoma alone.   
 
 

What Kind of Projects are Currently Eligible? 

 
Projects making new investments in connection with: 
 
● manufacturing,  
● research and development,  
● electricity generation using certain low emission technologies, and 
● nuclear energy. 

 
 

How Many Jobs Must a Project Create? 

 
The project must create 25 new jobs, or 10 jobs if the project is to be in a rural or 
economically disadvantaged school district.  At least 80 percent of these jobs must pay 
110 percent of the county’s average manufacturing wage and provide health coverage.  A 
school board can waive the jobs requirement if it makes a finding that the jobs creation 
requirement exceeds the industry standard for that particular type of facility.   
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How Much Investment Must Be Made, and How Much of a Limitation May a 

School District Offer? 

 
The required amount of investment for a project to qualify differs depending on the 
property value of a school district.  A higher level of investment is required in very large 
or property wealthy school districts than in smaller or less wealthy districts; smaller or 
less wealthy districts may offer a correspondingly lower value limitation, as shown in the 
following table: 
 

Total Property Value of School 
District 

Minimum Amount of 
Investment Required 

Minimum Amount of 
Tax Value Limitation 

$10 billion or more $100 million $100 million 
$1 billion, but less than $10 
billion 

$80 million $80 million 

$500 million, but less than $1 
billion 

$60 million $60 million 

$100 million but less than $500 
million 

$40 million $40 million 

Less than $100 million $20 million $20 million 

 
 

Are Certain School Districts Able to Offer Lower Limitations or Require a Lesser 

Amount of Investment to Qualify? 

 
Yes.  A school district that is in a “rural county (i.e. has a population less than 50,000, is 
not in a statistical metropolitan area, and did not experience population growth in the 
1990s of more than three percent per year) or is in a “strategic investment area” may 
operate under lower thresholds, depending on their industrial value as shown in the next 
table.  A “strategic investment area” is an area defined in the old franchise tax statute as a 
county with an unemployment rate above the state average and with a level of per capita 
income below the state average.  Certain sub-county areas may qualify if they are a 
federally designated urban enterprise community, an urban enhanced enterprise 
community; or a defense economic readjustment zone designated under Chapter 2310, 
Government Code.  A project qualifying under these provisions is eligible if it creates a 
minimum of 10 jobs, though the requirement may be waived by the school board if the 
jobs creation requirement exceeds the industry standard for that particular type of facility. 
 

Industrial Value of School 
District 

Minimum Amount of 
Investment 

Minimum Amount of 
Tax Value Limitation 

$200 million or more $30 million $30 million 
$90 million, but less than $200 
million 

$20 million $20 million 

$1 million, but less than $90 
million 

$10 million $10 million 

$100,000 but less than $1 
million 

$5 million $5 million 

Less than $100,000 $1 million $1 million 
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How Does the Program Work? 

 
The figure below illustrates how the program works.  A taxpayer considering to build a 
new facility, or expand an existing facility, applies for a tax limitation to the school 
district in which the project will be located.  In the example below, a taxpayer proposes to 
make a new investment of $500 million for a facility that will take two years to construct.  
The school district in this case agrees to offer a value limitation of $100 million for 
maintenance and operations taxes.   
 
The first two years after the application is approved are the “qualifying period,” which in 
this case corresponds with the construction of the project.  During these two years, the 
taxpayer pays property tax on the full value of the property, which the chief appraiser 
values based on the “construction in place; ” however, the school district may 
subsequently grant a credit to the taxpayer for the amount of taxes paid on value in excess 
of the limitation during the qualifying period.  This credit typically begins in the fourth 
year of the project and is claimable in installments over 7 years.  In the third year after 
the application is approved, the taxable value of the property associated with the project 
is capped at $100 million, and it remains capped for 8 years.  The chief appraiser will still 
independently value the property based on its full value.  The taxable value and the 
amount of the exempt value above the limitation are reported by the school district to the 
Comptroller as a part of their “self-report” of property value.  In year 11, the limitation 
expires and the property goes onto the tax rolls at full value.  Thereafter it remains fully 
valued on the tax rolls and is not eligible for a continuation of the limitation or for a new 
limitation.  
 
The table on the following page illustrates the numbers behind this example.  The district, 
in this case, levies a maintenance and operations tax rate of $1.04.  The tax is applied to 
the full, unlimited, value of the property in years 1 and 2, the qualifying period.   
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All dollars in millions.  Assumed school tax rate is $1.04 per $100 of taxable value. 

 
The full amount of property taxes due in year 1 and two are $1.56 million and $3.12 
million, respectively.  In year 3, the value limitation takes effect, and the property is 
valued at $100 million for tax purposes, resulting in a tax liability of $1.04 million.  In 
year 4, if the school district has approved, the taxpayer may begin to claim a credit for the 
taxes paid in the first two years on the amount of the property in excess of the value 
limitation granted.  This amounts to $3 million which is claimable in one-seventh 
increments through the tenth year of the project.  The annual net tax liability in these 
years is $0.67 million.  After the tenth year, the limitation expires; the property is fully 
valued at $500 million, and the resulting tax liability is $5.2 million annually.  
 

 

What are PILOTs? 

 
To grant a property value limitation a school district must enter into a legal agreement 
with the owners of the new investment.  State law requires that the agreement provide 
that the taxpayer will protect the school district from any loss of state aid associated with 
the limitation.  In addition, these agreements commonly provide for what have been 
termed “payments in lieu of taxes,” (aka “PILOTs” or “PILTs”) in which the taxpayer 
agrees to make additional payments to the school district.  These payments may range 
anywhere from zero to 50 percent of the tax savings.  School districts have used these 
funds for a variety of educational purposes, including enhanced programs, scholarships, 
and facilities improvements.  
 
The PILOTs also provide a safety net for a school district at its “rollback” tax rate (as are 
roughly 85 percent of Texas districts).  Tax Code Section 313.029 prohibits a school 
district granting a tax limitation from increasing its maintenance and operations tax rate 
over its “rollback rate” for the next two years.    
 
 

 
Appraised 

Value 
Taxable 
Value 

School 
District 

Taxes Due 

Credit for 
Initial 
Taxes 

Net School 
District 

Taxes Due 
Applicant’s 

Tax Savings 

Year 1 $150.00  $150.00  $1.56   $1.56  $0.00  

Year 2 $300.00  $300.00  $3.12   $3.12  $0.00  

Year 3 $500.00  $100.00  $1.04   $1.04  $4.16  

Year 4 $500.00  $100.00  $1.04  $0.37  $0.67  $4.53  

Year 5 $500.00  $100.00  $1.04  $0.37  $0.67  $4.53  

Year 6 $500.00  $100.00  $1.04  $0.37  $0.67  $4.53  

Year 7 $500.00  $100.00  $1.04  $0.37  $0.67  $4.53  

Year 8 $500.00  $100.00  $1.04  $0.37  $0.67  $4.53  

Year 9 $500.00  $100.00  $1.04  $0.37  $0.67  $4.53  

Year 10 $500.00  $100.00  $1.04  $0.37  $0.67  $4.53  

Year 11 $500.00  $500.00  $5.20  $0.37  $5.20  $0.00 
Year 12, and 
all future 
years $500.00  $500.00  $5.20   $5.20  $0.00  



Questions and Answers About the Texas Economic Development Act: 
Tax Code Chapter 313 

 

Texas Taxpayers and Research Association (TTARA) 
 400 W. 15th Street, Suite 400 

Austin, Texas 78701 

(512) 472-8838 

 
Do These PILOTs Violate the Court’s Equity Standard? 

 
In a handful of school districts the amount of PILOTs are substantial.  This has invited 
concerns about violating the equity requirements of our school finance system.  School 
finance experts have testified that the payments do not violate the equity standard 
established by the Texas Supreme Court because our basic system of public education is 
already equalized.  Further, the amount of PILOTs and the period over which they are 
paid are much less than existing amounts of “hold harmless” aid in the current school 
finance system (some school districts today continue to receive “hold harmless” aid on 
top of the current equalized system dating from 1993). 
 
 
How Do the Property Value Limitations Affect State Aid and School Finance? 

 
State aid to school districts is based on a complicated set of formulas that take into 
account the local property value wealth of a school district and is used to “equalize” 
wealth disparities across districts.  A property poor school district receives relatively 
more state aid than a mid-wealth district, and a very wealthy district may actually have to 
return a portion of its local tax collections to the state through “recapture.”   
 
When a school district offers a value limitation, it only taxes the amount of the property 
up to the value limit and temporarily exempts the portion of the value in excess of the 
limit.  The state does not count exempt property as a part of a local district’s property tax 
wealth because the district does not collect tax on it—be it a homestead exemption, an 
appraisal cap, or a value limitation under Chapter 313.  Consequently, as the project 
expands above the value limit, the state does not reduce the amount of state aid due to the 
district under the equalization formulas.  It is not a matter of the state sending extra 

money to a district for the amount of property the district exempts, it is a matter of the 
state not reducing its aid to the school district as a result of property the school district 
does not tax.   
 
When the property does go onto the local tax rolls at full value, all things being equal, the 
state will reduce the amount of aid it provides the district. 
 
 


