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Executive Summary

Magic Valley Wind Farm II, LLC (Company) has requested that the Raymondville Independent
School District (RISD) consider granting a property value limitation under Chapter 313 of the
Tax Code, also known as the Texas Economic Development Act. In an application submitted
to RISD on September 8, 2015 the Company plans to invest $77.1 million to construct a
manufacturing facility. Moak, Casey & Associates (MCA) has been retained to prepare an
analysis of this value limitation and help the district navigate the overall application and
agreement process.

The Magic Valley Wind project is consistent with the state's goal to “encourage large scale
capital investments in this state.” When enacted as House Bill 1200 in 2001, Chapter 313 of
the Tax Code granted eligibility to companies engaged in manufacturing, research and
development, and renewable electric energy production to apply to school districts for
property value limitations. Subsequent legislative changes expanded eligibility to clean coal
projects, nuclear power generation and data centers, among others.

Under the provisions of Chapter 313, RISD may offer a minimum value limitation of $20
million. This value limitation, under the proposed application, will begin in 2018-19 and
remain at that level of taxable value for Maintenance and Operations (M&Q) tax purposes for
ten years. The entire project value will remain taxable for 1&S or debt service purposes for
the term of the agreement.

MCA’s initial school finance analysis is detailed in this report, incorporating the major
legislative changes adopted in May. The overall conclusions are as follows, but please read all
of the subsquent details in the report below for more information.

(

Total Revenue Loss Payment owed to RISD $1,098,809

Total Savings to Company after Revenue Loss Payment.
(This does not include any supplemental benefit $4,386,710
payments to the district.)

Application Process

After the school district has submitted an application to the Comptroller’s Office
(Comptroller), the Comptroller begins reviewing the application for completeness. The
purpose of this review is to ensure all necessary information and attachments are included
in the application before moving forward with the formal review process. At the time the
application is determined complete—typically 4-6 weeks after receipt—the Comptroller will
deliver a Completeness Letter to the company and the school district.

The issuance of a Completeness Letter is important because it sets the timeline for the rest of
process, From the date of issuance, the Comptroller has 90 days to conduct its full review of
the project and provide its certificate for a limitation on appraised value. After the certificate
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is received, the district has until the 150t day from the receipt of the Completeness Letter or
until December 31st, whichever is earlier, to adopt an agreement.

Each value limitation agreement is unique and to ensure the proper revenue-loss protection
and maximum supplemental benefits are in place, an understanding of the school district’s
finances and a thorough knowledge of the Ch. 313 statute are required. MCA and O'Hanlon,
McCollom & Demerath will ensure the best interests of RISD are secured. After the
Comptroller’s certificate is received, 0'Hanlon, McCollom & Demerath will contact the school
district to discuss the value limitation agreement and begin negotiations of the supplemental
benefit payment with the Company, A final version of the agreement must be submitted to
the Comptroller for review 30 days prior to final adoption by the school district’s board of
trustees.

At the final board meeting, the school board will review the Value Limitation Agreement and
Findings of Fact that detail the project’s conformance with state law, In some instances, the
school board may also be required to adopt a job waiver or create a reinvestment zone during
this meeting, although only the job waiver will be required in the board's consideration of the
Magic Valley Wind application, Prior to this meeting, 0'Hanlon, McCollom & Demerath will
provide the district with the necessary agenda language and any additional action items.

How the 313 Agreement Interacts with Texas School Finance

M&O funding for Texas schools relies on two methods of finance: local school district
property taxes and state aid. State aid consists of three components: Tier I, Tier II and
additional state aid for tax reduction (ASATR), although ASATR is currently scheduled to be
eliminated by the 2017-18 school year. (For more detailed information on the school finance
funding system, please review the Texas Education Agency's School Finance 101: Funding of
Texas Public Schools.)

Tier I provides state funding based on ADA and special student populations, as well as
transportation. The local funds for Tier I are M&O taxes raised at the compressed tax rate—
$1.00 per $100 of taxable value for most school districts (less any recapture payments owed
to the state from high property-wealth school districts).

Tier II guarantees a specific amount of funding per student in weighted average daily
attendance for each penny of a school district’s tax effort above a specified level. There are
two levels of Tier 11 funding—funding under the six so-called golden pennies and the eleven
so-called copper pennies. Voter approval is required in most cases to access the last two
golden pennies and the eleven copper pennies.

Additional State Aid for Tax Reduction (ASATR) guarantees a school district a set amount
of state and local M&O funds per student in weighted average daily attendance to compensate
for the mandatory reduction in, or compression of, the local M&O tax rate that was adopted
in 2005 or 2006. ASATR funding is expected to be eliminated by the 2017-18 school year
under current law.

For a school district that approves a Chapter 313 value limitation, the first year is often
problematic financially. The implementation of the value limitation often results in an M&0
revenue loss to the school district in the first year of the limitation that would not be
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reimbursed by the state, but require some type of compensation from the Company under
the revenue protection provisions of the agreement. This is because the general school
finance formula system calculates state aid entitlements using the property value for the
preceding year as certified by the Comptroller.

In most instances smaller revenue losses would be anticipated in years 2-10 of the limitation
when the state M&O property values are aligned at the minimum value established by the
Board on both the local tax roll and the corresponding state property value study. If the full

value of the project increases significantly during the value limitation period, the
revenue losses may be greater than originally estimated.

A taxpayer receiving a value limitation pays M&O taxes on the reduced value for the project
in years 1-10 and receives a tax bill for &S taxes based on the full project value throughout
the qualifying and value limitation period (and thereafter).

Future legislative action on school funding could potentially affect the impact of the
value limitation on the school district’s finances and result in revenue-loss estimates
that differ from the estimates presented in this report.

Underlying School District Data Assumptions

A key element in any analysis of the school finance implications of a Chapter 313 agreement
is the provision for revenue protection in the agreement between the school district and the
applicant. The agreement calls for a calculation of the revenue impact of the value limitation
in years 1-10 of the agreement, under whatever school finance and property tax laws are in
effect in each of those years. This meets the statutory requirement under Section
313.027(f)(1) of the Tax Code to provide school district revenue-protection language in the
agreement. This approach also reduces guess work as to future changes in school finance
and property tax laws.

The general approach used here to analyze the future revenue stream of the school district
under a value limitation is to maintain static enrollment and property values in order to
isolate the effects of the value limitation under the school finance system. Student
enrollment counts are held constant at 1,853 students in average daily attendance (ADA) in
analyzing the effects of the project on the finances of RISD. The District’s local tax base
reached $239.5 million for the 2016 tax year (the most recent year available) and is
maintained for the forecast period in order to isolate the effects of the property value
limitation. An M&O tax rate of $1.1700 is used throughout this analysis. The impact of any
previously-approved Chapter 313 projects is factored into the M&O tax bases used for both
models presented below.

RISD has estimated 2016-17 state property wealth per weighted ADA or WADA of
approximately $90,612. As a result, RISD is not considered a Chapter 41 or recapture
district under the school finance system. Table 1 summarizes the enrollment and property
value assumptions for the 15 years that are the subject of this analysis.

Recent legislative changes are incorporated into these estimates. The basic allotment was
raised from $5,040 to $5,140 per WADA, which is used throughout the state aid
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calculations. The Tier I guaranteed yield level for up to six cents of tax effort was increased
from $61.86 in 2014-15 to $74.28 and $77.53, respectively, for the 2015-16 and 2016-17
school years.

In addition, RISD is eligible for a “fractional” funding adjustment, since it imposed less than
$1.50 M&O tax rate for the 2006 tax year. Given the analysis shown below, it does not
appear that RISD would benefit from shifting tax effort to take advantage of the fractional
funding fix approved by legislators and that change is not incorporated in these estimates.

The mandated school district homestead exemption increase from $15,000 to $25,000 has
been incorporated into the analysis. Given that the models below focus exclusively on the
Magic Valley Wind Farm II, LLC project values, however, the homestead exemption change
does not have a significant impact on this analysis.

The M&O tax rate for 2015 is maintained at $1.1700 per $100. Although the impact of the

Chapter 313 project value returning to the total tax roll for M&O funding purposes could
result in a lower M&O tax rate that analysis is beyond the scope of this revenue report.

Table 1 - Base District Information with Magic Valley Wind Project Value and Limitation Values

CPTD
Value CPTD
with Value
M&O CAD Value Project with
Year of School Tax I1&S Tax CAD Value with CPTD with CPTD With per Limitation
Agreement Year ADA WADA Rate Rate with Project Limitation Project Limitation WADA per WADA

QTPO 2016-17  2,020.77 264233 $1.1700 $0.1531 $239,522,130 $239,522,130 $239,426,357 $239,426,357  $90,612 $90,612
QTP1 2017-18 2,020.77 2,642.33 $1.1700 $0.1531 $239,522,130 $239,522,130 $245,087,695 $245,087,695  $92,754 $92,754
QTrP2/VL1  2018-19 1,858.29 2,642.33 $1.1700 $0.1531 $316,584,630 $259,522,130 $245,087,695 $245087,695  $92,754 $92,754

VL2 2019-20 1,853.29 2,642.33 §$1.1700 $0.1531 $313,502,130 $259,522,130 $322,150,195 $265,087,695 $121,919 $100,324
VL3 2020-21 1,85329 264233 §$1.1700 $0.1531 $310,419,630 $259,522,130 $319,067,695 $265,087,695 $120,753 $100,324
VL4 2021-22 1,8563.29 264233 $1.1700 $0.1531 $307,337,130 $259,522,130 $315,985,195 $265,087,695 $119,586 $100,324
VL5 2022-23 185329 2,642.33 $1.1700 $0.1531 $361,632,087 $316,899,587 $312,902,695 $265,087,695 $118,419 $100,324
VL6 2023-24 1,853.29 264233 §1.1700 $0.1531 $355,661,982 $314,011,982 $367,197,652 $322465,152 $138,968 $122,038
VL7 2024-25 1,853.29 264233 $1.1700 §0.1531 $349,691,876 $311,124,376 $361,227,547 $319,577,547 $136,708 $120,945
VL8 2025-26  1,853.29 2642.33 $1.1700 $0.1531 $343,851,067 $308,366,067 $355,257,442 $316,680,942 $134.449 $119,853

VL9 2026-27 1,853.29 264233 $1.1700 $0.1531 $338,216,264 $305731,264 $340,416,632 $313,931,632 $132,238 $118,809
VL10 2027-28 1,853.29 2,642.33 $1.1700 $0.1531 $332,534,437 $303,214,445 $343,781,829 $311,296,829 $130,106 $117,812

VP1 2028-29 1,8563.29 264233 §$1.1700 $0.1631 $324,047,804 $324,047,804 $338,100,002 $308,780,010 $127,955 $116,859
VP2 2029-30 1,853.29 264233 $1.1700 $0.1531 $318,586,318 $318,586,318 $329,613,369 $329,613,369 $124,744 $124,744
VP3 2030-31 1,853.20 2,642,33 $1.1700 $0.1531 $313,310,161 $313,310,161 $324,151,884 $324,151,884 $122,677 $122,677
VP4 2031-32  1,853.29 2,64233 $1.1700 $0.1531 $311,214,726 $311,214,726 $318,875,726 $318,875,726 $120,680 $120,680
VP5 2032-33  1,853.20 2,642.33 $1.1700 $0.1531 $306,130,618 $306,130,618 $316,780,292 $316,780,292 $119,887 $119,887

*Basic Allotment: $5,140; AISD Yield: $77.53; Equalized Wealth: $514,000 per WADA

QTP=  Qualifying Time Period
VL= Value Limitation
VP=__ Viable Presence

M&O Impact of the Magic Valley Wind project on RISD

School finance models were prepared for RISD under these assumptions through the 2032-
33 school year. Under the proposed agreement, a model is established to make a calculation
of the “Baseline Revenue Model” by adding the total value of the project to the model, but
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without assuming that a value limitation is approved. These model results are detailed in
Table 2.

Additionally, a separate model is established to make a calculation of the “Value Limitation
Revenue Model” by adding the project’s limited value of $20 million to the model. These
results are shown in Table 3.

Table 4 displays the results of the comparison between the Baseline Revenue Model and the
Value Limitation Revenue Model (Tables 2 and 3). The difference between the two models
indicates there will be a total revenue loss of $1,098,809 over the course of the Agreement,
with nearly all of this loss reflected in the first limitation year (2018-19). Nearly all of the
reduction in M&O taxes under the limitation agreement is offset through an increase in state
aid.

Table 2- “Baseline Revenue Model”--Project Value Added with No Value Limitation

State Aid Recapture
M&O Taxes Additional From from the
@ State Aid- Additional  Additional Additional Homestead Other Total
Year of School Compressed Hold Recapture Local M&O M&O Tax Local Tax Hold State General
Agreement Year Rate State Aid Harmless Costs Collections  Collections Effort Harmless Aid Fund
! QTPO 2016-17 $2,200,116  $12,225,222 $0 $0 $374,020 $1,608,302 30 $0  $79,584  $16,487,244
QTP1 2017-18 $2,200,116  $12,168,609 30 $0 $374,020 $1,563,438 $0 $0  §79,502  $16,385,685
QTP2/VLA 2018-19 $2,966,741  $12,168,609 30 $0 $504,345 $2,107,396 $0 $26,674  $78,954  $17,852,919
VL2 2019-20 $2,935,916  $11,397,984 $0 $0 $499,106 §1,467,484 $0 $0  $78,979  $16,379,469
VL3 2020-21 $2,905,091  $11,428,809 $0 $0 $493,865 $1,470,528 $0 $0 §79,003 $16,377,296
VL4 2021-22 $2,874,266  $11,459,634 $0 $0 $488,625 31,474,772 30 $0  $79,027  $16,376,324
VLS 2022-23 $3,405,740  $11,490,459 $0 $0 $578,975 $1,769,399 $0 $14,422  $78,690 $17,337,685
VL6 2023-24 $3,346,616  $10,947,509 $0 $0 $568,925 $1,398,182 $0 30 $78732  $16,339,964
VLT 2024-25 $3,267,493  $11,007,211 $0 30 $558,874 $1,404,782 $0 $0 $78775 $16,337,135
VL8 2025-26 $3,229636  $11,066,312 80 $0 $549,038 $1,411,836 $0 $0  $78,817  $16,336,239
VL9 2026-27 $3,173.815  §11,125,320 30 30 $539,549 1,420,365 50 $0  $78,857 $16,337,906
VL10 2027-28 $3,117,500  §11,181,668 50 $0 $529,975 $1,426,860 $0 $0  $78,897  §16,334,900
VP1 2028-29 $3,028,467  $11,238,486 30 30 $514,839 $1,417,067 $0 30 $78,958  §16,277.817
VP2 2029-30 $2,974,945  $11,323,352 $0 $0 $505,741 $1,442,697 $0 $0 $78,997 $16,325,732
VP3 2030-31 $2,923,239  $11,377,967 30 $0 $496,950 $1,448,836 $0 $0 $79,035 $16,326,027
VP4 2031-32 $2,902,703  §11,430,729 50 $0 $493,459 $1,470,300 $0 $0  $79,050 $16,376,241
VP5 2032-33 $2,852,879  $11,451,683 $0 $0 $484,990 $1,457 877 $0 $0  $79,086 $16,326,515
QTP= Qualifying Time Period
VL= Value Limitation
VP=_ \Viable Presence
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Table 3- “Value Limitation Revenue Model”--Project Value Added with Value Limit

State Aid Recapture
M&O Taxes Additional From from the
@ State Aid- Additional Additional Additional Homestead Other Total
Year of School Compressed Hold Recapture Local M&0  M&O Tax Local Tax Hold State General
Agreement Year Rate State Aid Harmless Costs Collections  Collections Effort Harmless Aid Fund
QTPo 2016-17 $2,200,116 $12,225,222 $0 $0 $374,020 $1,608,302 $0 $0 $79,584 $16,487,244
QTP1 2017-18 $2,200,116 $12,168,609 $0 $0 $374,020 $1,563,438 $0 $0 $79,502 $16,385,685
QTP2/VL1  2018-19 $2,396,116 $12,168,609 $0 $0 $407,340 $1,702,731 $0 $0 $79,314 $16,754,110
VL2 2019-20 $2,396,116 $11,968,600 $0 $0 $407,340 $1,542,322 $0 $0 $79,319 $16,393,706
VL3 2020-21 $2,396,116 $11,968,609 $0 $0 $407,340  $1,542,322 $0 $0 $79,324 $16,393,711
VL4 2021-22 $2,396,116 $11,968,609 $0 $0 $407,340  $1,542,322 30 $0 §79,329 $16,393,716
VLS 2022-23 $2,958,415 $11,968,609 $0 $0 $502,931  $1,906,128 50 $16,011 $78,972 $17,431,066
VL6 2023-24 $2,930,116 $11,394,834 $0 $0 $498,120 $1,462,499 $0 $0 $78,995 $16,364,564
VL7 2024-25 $2,901,818 $11,423,711 $0 $0 $403,309 $1,466,436 $0 $0 $79,018 $16,364,292
VL8 2025-26 $2,874,786  $11,452,587 $0 $0 $488,714  $1,470,895 50 $0 $79,041 $16,366,023
VL9 2026-27 $2,848,965 $11,480,170 $0 $0 $484,324 $1,474,623 $0 $0 §79,062 $16,367,144
VL10 2027-28 $2,824,300 $11,506,518 $0 $0 $480,131  $1,476,952 $0 50 §79,082 $16,366,983
VP1 2028-29 $3,028,467 $11,531,686 $0 30 $514,839 $1,600,755 $0 $0 $78,958 $16,754,705
VP2 2029-30 $2,974,945 $11,323,352 $0 $0 $505,741  $1,442,697 $0 $0 $78,997 $16,325,732
VP3 2030-31 $2,923,239 $11,377,967 %0 $0 $496,950 $1,448,836 $0 $0 $79,035 $16,326,027
VP4 2031-32 $2,902,703 $11,430,729 $0 $0 $493,459  $1,470,300 $0 $0 $79,050 $16,376,241
VP5 2032-33 $2,852,879 $11,451,683 $0 $0 $484,990  $1,457,877 $0 $0 $79,086 $16,326,515
QTP= Qualifying Time Period
VL= Value Limitation
VP=__ Viable Presence
Table 4 - Value Limit less Project Value with No Limit
State Aid Recapture
M&O Taxes Additional From from the
@ State Aid- Additional Additional Additional Homestead Other Total
Year of School Compressed Hold Recapture Local M&O M&O0 Tax Local Tax Hold State General
Agreement Year Rate State Aid  Harmless Costs Collections  Collections Effort Harmless Aid Fund
QTPO 2016-17 $0 $0 $0 $0 $0 $0 $0 $0 $0 §0
QTP1 2017-18 $0 $0 $0 $0 50 $0 $0 $0 $0 $0
QTP2/VLT 201819 -$570,625 $0 $0 $0 -$97,005 -5404,665 50 -$26,874 $360 -$1,098,809
VL2 2019-20 -$539,800 $570,625 $0 $0 -$91,766 $74,838 $0 $0 %340 $14,237
VL3 2020-21 -$508,975 $539,800 $0 $0 -$86,525 $71,794 50 $0  $321 $16,415
VL4 2021-22 -$478,150  $508,975 $0 $0 -$81,285 $67,550 $0 $0  $302 $17,392
VL5 2022-23 -$447,325 $478,150 $0 $0 -$76,044 $136,729 $0 $1,589  $282 $983,381
VL6 2023-24 -$416,500 $447,325 $0 $0 -$70,805 $64,317 50 $0  $263 $24,600
VL7 2024-25 -$385,675 $416,500 $0 $0 -$65,565 $61,654 $0 50  $243 $27 167
VL8 2025-26 -$354,850 $385,675 $0 $0 -$60,324 $59,059 $0 $0  $224 $29,784
VL9 2026-27 -$324,850 $354,8560 $0 $0 -$55,225 $54,258 $0 $0  $205 $29,238
VL10 2027-28 -$293,200 $324,850 $0 $0 -$49,844 $50,092 $0 $0  $185 $32,083
VP1 2028-29 $0 $293,200 $0 $0 $0 $183,688 $0 $0 $0 $476,888
VP2 2029-30 $0 $0 $0 $0 $0 $0 $0 $0 30 $0
VP3 2030-31 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
VP4 2031-32 %0 $0 $0 $0 $0 $0 $0 $0 $0 $0
VP5 2032-33 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
QTP= Qualifying Time Period
VL= Value Limitation
VP=__ Viable Presence
M&Q Impact on the Taxpayer
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Table 5 summarizes the impact of the property value limitation in terms of the potential tax
savings to the taxpayer under the property value limitation agreement. The focus of this

table is on the M&O tax rate only, A $1.1700 M&O tax rate is assumed in 2015-16 (the most
recent year available) and thereafter.

Under the assumptions used here, the potential tax savings from the value limitation total
$5.1 million over the life of the agreement. The RISD revenue losses are expected to total
approximately $1,098,809 over the course of the agreement. In total, the potential net tax
benefits (after hold-harmless payments are made) are estimated to total $4,386,710 million,
prior to any negotiations with Magic Valley Wind on supplemental payments,

Table 5 - Estimated Financial Impact of the Magic Valley Wind Project Property Value Limitation Request
Submitted to RISD at $1.1700 M&O Tax Rate

Taxes Taxes Tax School

Estimated Assumed Before after Savings @ District Estimated

Year of School Project Taxable Value M&O Value Value Projected Revenue Net Tax

Agreement Year Value Value Savings Tax Rate Limit Limit M&O Rate Losses Benefits
QTPO 201617 $0 $0 $0 $1.170 $0 $0 $0 $0 $0
QTP1 2017-18 $0 $0 $0 $1.170 $0 30 $0 $0 $0
QTPZ/VL1  2018-19 $77,062,500 $20,000,000 $57,062,500 $1.170 $901,631 $234,000 $667,631 -$1,098,809 $0
VL2 2019-20 $73,980,000 $20,000,000 $53,980,000 $1.170 $865,566 $234,000 $631,566 $0 $631,566
VL3 2020-21 $70,897,500 $20,000,000 $50,897,500 $1.170 $829,501 $234,000 $505,501 $0 $595,501
VL4 2021-22 $67,815,000 $20,000,000 $47,815,000 $1.170 $793,436 $234,000 $559,436 $0 $559,436
VL5 2022-23 $64,732,500 $20,000,000 $44,732,500 $1.170 $757,370 $234,000 $523,370 $0 $523,370
VL6 2023-24 $61,650,000 $20,000,000 $41,650,000 $1.170 $721,305 $234,000 $487,305 $0 $487,305
VL7 2024-25 $58,567,500 $20,000,000 $38,567,500 $1.170 $685,240 $234,000 $451,240 $0 $451,240
VL8 2025-26 $55,485,000 $20,000,000 $35,485,000 $1.170 $649,175 $234,000 $415,175 $0 $415,175
VL9 2026-27 $52,485,000 $20,000,000 $32,485,000 $1.170 $614,075 $234,000 $380,075 $0 $380,075
VL10 2027-28 $49,320,000 $20,000,008 $29,319,992 $1.170  $577,044 $234,000  $343,044 $0  $343,044
VP1 2028-29 $43,237,500 $43,237,500 $0 $1.170 $505,879 $505,879 50 $0 $0
VP2 2029-30 $40,072,500 $40,072,500 $0 $1.170 $468,848 $468,848 $0 $0 $0
VP3 2030-31 $36,990,000 $36,990,000 $0 $1.170 . $432,783 $432,783 $0 $0 $0
VP4 2031-32  $36,990,000 $36,990,000 $0 $1.170 $432,783 $432,783 $0 $0 $0
VP5 2032-33 $33,907,500 $33,907,500 $0 $1.170 $396,718 $396,718 $0 $0 $0
$9,631,352  $4,577,011  $5,054,341 -$1,098,809 $4,386,710

QTP= Qualifying Time Period
VL= Value Limitation
VP=_ Viable Presence

1&S Funding Impact on School District

The project remains fully taxable for debt services taxes, with RISD currently levying a
$0.1531 I&S rate. While the value of the Magic Valley Wind project is expected to depreciate
over the life of the agreement and beyond, local taxpayers should benefit from the addition
of the Magic Valley Wind project to the local I1&S tax roll.
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The project is not expected to affect RISD in terms of enrollment. Continued expansion of
the project and related development could result in additional employment in the area and
an increase in the school-age population, but this project is unlikely to have much impact on
a stand-alone basis.

(

Note: School district revenue-loss estimates are subject to change based on numerous factors, including:

» Legislative and Texas Education Agency administrative changes to the underlying school
finance formulas used in these calculations.

o Legislative changes addressing property value appraisals and exemptions.
e Year-to-year appraisals of project values and district taxable values.

\ e Changes in school district tax rates and student enrollment.
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