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September 9, 2009

Dr. David M. Jones

Superintendent

Webb Consolidated Independent School District
P.O. Box 206

Broni, Texas 78344-0206

Dear Superintendent Jones:

On Aug. 3, 2009, the agency received the completed application for a limitation on appraised value
originally submitted to the Webb Consolidated Independent School District (Webb CISD) by Cedro Hill
Wind LLC (Cedro Hill) in May 2009, under the provisions of Tax Code Chapter 313. This letter presents
the Comptroller’s recommendation regarding Cedro Hill’s application as required by Section 313.025(d),
using the criteria set out by Section 313.026. Our review assumes the truth and accuracy of the statements
in the application and that, if the application is approved, the applicant would perform according to the
provisions of the agreement reached with the school district. Filing an application containing false
information is a criminal offense under Texas Penal Code Chapter 37.

According to the provisions of Chapter 313, Webb CISD is currently classified as a rural school district in
Category 3. The applicant properly applied under the provisions of Subchapter C, as applicable to rural
school districts, and the amount of proposed qualified investment ($170 million) is consistent with the
proposed appraised value limitation sought ($10 million). The property value limitation amount noted in
this recommendation is based on property values available at the time of application and may change
prior to the execution of any final agreement.

Cedro Hill is proposing the construction of wind power electricity generating facility in Webb County.
Cedro Hill is an active franchise taxpayer, as required by Tax Code Section 313.024(a), and is in good
standing. After reviewing the application using the criteria listed in Section 313.026, and the information
provided by Cedro Hill, the Comptroller’s recommendation is that Cedro Hiil’s application under Tax
Code Chapter 313 be approved.

Our recommendation does not address whether the applicant has complied with all Chapter 313
requirements. As stated above, we prepared the recommendation by generally reviewing the application
and supporting documentation in light of the Section 313.026 criteria and a cursory review of the industry
standard evidence necessary to support the waiver of the required number of jobs. Chapter 313 places the
responsibility to verify that all requirements of the statute have been fulfilled and that the evidence
supports the finding required by Section 313.025(f-1) for the job waiver on the school district. Section
313.025 states that Webb CISD may approve the application only if it makes the following findings: that
the information in the application is true and correct, the applicant is eligible for a limitation and that
granting the application is in the best interest of the school district and state.
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The Comptroller’s recommendation is based on the final, completed application. It is contingent on the
district approving an agreement within a year from the date of this letter, and is valid only for a qualifying
time period starting on or before Sept. 9, 2010. As required by Comptroller Rule 9.1055 (34 T.A.C.
9.1055), a signed agreement must be forwarded to our office as soon as possible after execution. Please
visit our Web site at www.window state.tx.us/taxinfo/proptax/hb1200 to find an outline of the program
and links to applicable rules and forms.

Should you have any questions, please contact Robert Wood, director of Local Government Assistance
and Economic Development, by e-mail at robert.wood @cpa.state.tx.us or by phone at (800) 531-5441, ext.
3-3973, or direct in Austin at (512) 463-3973.

Sincerely,

Martih A. Hubert
Depyity Comptroller

cc:f Robert Wood



Economic Impact for Chapter 313 Project

Applicant

Cedro Hill Wind LLC

Tax Code, 313.024 Eligibility Category

Renewable energy electric generation - Wind

School District

Webb Consolidated Independent School District

2007-08 Entollment in School District 368
County Webb
Total Investment in District $170,000,000
Qualified Investment $170.000,000
Limitation Amount $10,000,000
Number of total jobs committed to by applicant 8
Number of qualifying jobs committed to by applicant 8*
Average Weekly Wage of Qualifying Jobs committed to by applicant $923
Minirnum Weekly Wage Required Tax Code, 313.025(A) $510
Minimum Annual Wage committed to by applicant for qualified jobs $45,660

Investment per Qualifying Job

$21,250,000

Number of Turbines 100
Megawatts 150
Start of Construction October 2009
End of Construction End 2010
Estimated 15 year total levy without any limit or credit: $14.458,862
Estimated 15 year total tax benefit/levy loss $9,681,017
Estimated 15 year total tax benefit {after deductions for estimated school district

revenue protection--but not inciuding any deduction for yet-to-be negotiated

supplemental payments or extraordinary educational expenses): $9,164,766
Tax Credits Paid (estimated - part of total tax benefit in the two lines above -

appropriated through Foundation Schoo! Program) $1,435,595
Net Tax Paid After Limitation, Credits and Revenue Protection: $5,294.096
Tax benefit as a percentage of what applicant would have paid without value

limitation agreement (percentage exempted) 63.4%
Percentage of tax benefit due to the limitation 85.2%
Percentage of tax benefit due to the credit. 14.8%

* Applicant is requesting district to waive requirement to create minimum

number of qualifying jobs pursuant to Tax Code, 313.025 {f-1).




This presents the Comptroller’s economic impact evaluation of Cedro Hill (the project) applying to Webb
Consolidated Independent School District (the district), as required by Tax Code, 313.026. This
evaluation is based on information provided by the applicant and examines the following criteria:
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the recommendations of the comptroller;

the name of the school district;

the name of the applicant;

the general nature of the applicant's investment;

the relationship between the applicant's industry and the types of qualifying jobs to be created by

the applicant to the long-term economic growth plans of this state as described in the strategic plan

for economic development submitted by the Texas Strategic Economic Development Planning

Commission under Section 481.033, Government Code, as that section existed before February 1,

1999;

the relative level of the applicant’s investment per qualifying job to be created by the applicant;

the number of qualifying jobs to be created by the applicant;

the wages, salaries, and benefits to be offered by the applicant to qualifying job holders;

the ability of the applicant to locate or relocate in another state or another region of this state;

the impact the project will have on this state and individual local units of government, including:

(A) tax and other revenue gains, direct or indirect, that would be realized during the qualifying
time period, the limitation period, and a period of time after the limitation period considered
appropriate by the comptroller; and

(B) economic effects of the project, including the impact on jobs and income, during the
qualifying time period, the limitation period, and a period of time after the limitation period
considered appropriate by the comptroller;

the economic condition of the region of the state at the time the person's application is being

considered;

the number of new facilities built or expanded in the region during the two years preceding the date

of the application that were eligible to apply for a limitation on appraised value under this

subchapter;

the effect of the applicant's proposal, if approved, on the number or size of the school district's

instructional facilities, as defined by Section 46.001, Education Code;

the projected market value of the qualified property of the applicant as determined by the

comptroller; '

the proposed limitation on appraised value for the qualified property of the applicant;

the projected dollar amount of the taxes that would be imposed on the qualified property, for each

year of the agreement, if the property does not receive a limitation on appraised value with

assumptions of the projected appreciation or depreciation of the investment and projected tax rates

clearly stated;

the projected dollar amount of the taxes that would be imposed on the qualified property, for each

tax year of the agreement, if the property receives a limitation on appraised value with assumptions

of the projected appreciation or depreciation of the investment clearly stated;

the projected effect on the Foundation School Program of payments to the district for each year of

the agreement;

the projected future tax credits if the applicant aiso applies for school tax credits under Section

313.103; and

the total amount of taxes projected to be lost or gained by the district over the life of the agreement

computed by subtracting the projected taxes stated in Subdivision (17) from the projected taxes

stated in Subdivision (16).



Wages, salaries and benefits [313.026(6-8)]

After construction, the project will create eight new jobs when fully operational. All of those jobs will
meet the criteria for qualifying jobs as specified in Tax Code Section 313.021(3). According to the Texas
Workforce Commission (TWC), the regional manufacturing wage for the South Texas Development
Council, where Webb County is located was $25,730 in 2007. The manufacturing wage for the most
recent four quarters for Webb County is $24,102. In addition to an annual average salary of $48,000 each
qualifying position will receive benefits such as health insurance, 401(k) which matches 50 percent up to
6 percent of annual salary, medical, paid sick leave and personal time. The project’s total investment is
$170 million, resulting in a relative level of investment per qualifying job of $21.25 million.

Ability of applicant to locate to another state and [313.026(9)]

According to Cedro Hill’s application, “wind farms are currently being developed, built, and installed in
numerous other states including but not limited to Colorado, Kansas, New Mexico, Oklahoma, California,
and Minnesota. Within Texas at least 20 other counties currently have wind farms proposed, under
development, under construction, or are currently operating with potential new sites growing yearly.”

Number of new facilities in region [313.026(12)]

During the past two years, two projects applied under Chapter 313 in the South Texas Development
Council Region.

Relationship of applicant’s industry and jobs and Texas’s economic growth plans [313.026(5)]

The Texas Economic Development Plan does not mention Renewable Energy specifically. However, one
theme of the plan is attracting and fostering industries in Texas using advanced technology. Renewable
energy technology is an expanding industry and the skilled workers that the project requires appear to be
in line with the focus and themes of the plan. Texas identified energy as one of six target clusters in the
Texas Cluster Initiative. The plan stresses the importance of technology in all sectors of the energy
industry.

Economic Impact [313.026(10)(A), (10)(B), (11), (13-20)]

Table 1 depicts Cedro Hill’s estimated economic impact to Texas. It depicts the direct, indirect and
induced effects to employment and personal income within the state. The Comptroller’s office calculated
the economic impact based on 16 years of annval investment and employment levels using software from
Regional Economic Models, Inc. (REMI). The impact includes the construction period and the operating
period of the project.



Table 1: Estimated Statewide Economic Impact of Investment and Employment in Cedro Hill

Employment Personal Income
Year Direct| Indirect + Induced Total Direct| Indirect + Induced Total
2009 201 299 500| $8,368,000 $21,632,000( $30,000,000
2010 208 323 531] $8,704,000 $26,296,000( $35,000,000
2011 8 47 55| $391,680 $6,608,320| $7,000,000
2012 8 36 44| $399,512 $5,600,488| $6,000,000
2013 8 22 30| $407,504 $4,592,496| $5,000,000
2014 8 13 21| $415,656 $3,584,344| $4,000,000
2015 8 13 21l $423,968 $3,576,032| $4,000,000
2016 8 16 24| $432,448 $2,567,5652( $3,000,000
2017 B 12 20| %$441,096 $2,558,904( $3,000,000
2018 8 18 26| $449,920 $3,550,080| $4,000,000
2019 8 21 29| $458,912 $3,541,088| $4,000,000
2020 8 17 25| $468,096 $2,531,904| $4,000,000
2021 8 19 27| $477,456 $3,522,544( $4,000,000
2022 8 21 29| $487,008 $3,512,992| %$4,000,000
2023 8 19 27| $495,744 $4,503,256| $5,000,000
2024 8 21 29| $506,680 $4,493,320] $5,000,000

Source: CPA, REMI, Cedro Hill

The statewide average ad valorem tax base for school districts in Texas was $1.6 billion in 2008. Webb
CISD’s ad valorem tax base in 2008 was $1.7 billion. The statewide average wealth per WADA was
estimated at $352,755 for fiscal 2009-2010. During that same year, Webb CISD’s estimated wealth per
WADA was $2.6 million. The impact on the facilities and finances of the district are presented in
Attachment 2.

Table 2 examines the estimated direct impact on ad valorem taxes to the school district and Webb County
with all property tax incentives sought being granted using estimated market value from Cedro Hill’s
application, Cedro Hill has applied for both a value limitation under Chapter 313, Tax Code and a county
tax abatement under Tax Code, Chapter 312 seeking 60 percent abatement per year for years one through
five and 40 percent abatement for years six through 10. Table 3 illustrates the estimated tax impact of the
Cedro Hill project on the region if all taxes are assessed.



Table 2 Estimated Direct Ad Valorem Taxes with all property tax incentives sought*
Estimated Taxable|Estimated Taxable
Year value for 1&S value for M&Q Webb CISD 1&S| Webb C1SD M&Q| Webb County| Total Taxes
Tax Rate’ 0.0339 0.8203 0.4201

2009 $0 S0 S0 S0 S0 S0
2010 $25,000,000 $25,000,000 $8,483 $205,085 542,006 $255,573
2011 $170,000,000 $170,000,000 557,681 $1,394,578 $285,637| 51,737,896
2012 $161,428,750 $10,000,000 554,773 582,034 $271,236 $408,043
2013 $153,289,625 $10,000,000 $52,011 $82,034 $257,560 $391,605
2014 $145,560,841 $10,000,000 549,389 582,034 $244,574 $375,997
2015 $138,221,711 $10,000,000 546,899 582,034 $348,364 $477,297
2016 $131,252,592 $10,000,000 $44,534 582,034 $330,800 $457,368
2017 $124,634,830 $1.0,000,000 $42,289 582,034 $314,121 $438,443
2018 $118,350,713 $1.0,000,000 $40,156 $82,034 $298,283 5420,473
2019 $112,383,421 $10,000,000 $38,132 $82,034 $283,243|  5403,409
2020 $106,716,981 $106,716,981 $36,209 $875,442 $448,270| 51,359,921
2021 $101,336,227 $101,336,227 $34,383 $831,302 $425,668| 51,291,353
2022 596,226,756 $96,226,756 $32,650 $789,387 $404,205| $1,226,242
2023 591,334,364 $91,334,364 $30,990 $749,252 $383,655| 51,163,897
2024 " 586,729,145 $86,729,145 $29,4927 5711,474 $364,310| 51,105,211

Total $11,512,728

Source: CPA, Cedro Hill
*Assumes Chapter 313 Value Limitation and County Tax Abatement (60 percent years 1-3 and 40 percent years 6-10)
I"Tax Rate per $100 Valuation

Table 3 Estimated Direct Ad Valorem Taxes without property tax incentives
Estimated Taxahle|Estimated Taxable
Year value for 1&S value for M&O Webb CISD 1&S| Wehb CISD M&O| Webb County| Total Taxes
Tax Rate’ 0.0335 0.8203 0.4201

2009 $0 $0 S0 S0 S0 S0
2010 $25,000,000 $25,000,600 $8,483 $205,085 $105,014 $318,581
2011 $170,000,000 $170,000,000 $57,681 51,394,578 $714,004] $2,166,353
2012 $161,428,750 $161,428,750 $54,773 51,324,265 $678,000] $2,057,127
2013 5153,289,625 $153,289,625 552,011 $1,257,496 $643,901] $1,953,408
2014 $145,560,841 $145,560,841 549,389 51,194,094 $611,436] 51,854,918
2015 $138,221,741 $138,221,711 $46,899 51,133,888 $580,607| 51,761,394
2016 $131,252,592 $131,252,592 $44,534 51,076,718 $551,333| 51,672,585
2017 $124,634,830 $124,634,830 $42,289 51,022,429 $523,535| 51,588,253
2018 $118,350,713 $118,350,713 540,156 $970,878 $497,138| 51,508,173
2019 $112,383,421 $112,383,421 $38,132 $921,926 $472,072| $1,432,130
2020 $106,716,981 $106,716,981 536,209 $875,442 $448,270] 51,359,921
2021 $101,336,227 5101,336,227 $34,383 $831,302 $425,668] 51,291,353
2022 596,226,756 $96,226,756 $32,650 $789,387 $404,205| $1,226,242
2023 $91,334,364 591,334,364 530,950 $749,252 $383,655| 51,163,897
2024 586,729,145 586,729,145 $29,427 $711,474 $364,310| 51,105,211

Total| 522,459,544

Source: CPA, Cedro Hill
'Tax Rate per $100 Valuation




Attachment 1 includes schedules A, B, and C provided by the applicant in the application. Schedule A
shows proposed investment and tax expenditures. Schedule B is the projected market value of the
qualified property and Schedule C contains employment information.

Attachment 2, provided by the district and reviewed by the Texas Education Agency, contains
information relating to the financial impact of the proposed project on the finances of the district as well
as the tax benefit of the value limitation. “Table 5” in this attachment shows the estimated 15 year total
tax levy without the value limitation agreement would be $14,458,862. The estimated gross 15 year total
tax benefit, or levy loss, is $9,681,017.

Attachment 3 is an economic overview of Webb County.

Disclaimer: This examination is based on information from the application submitted to the school
district and forwarded to the comptroller. It is intended to meet the statutory requirement of Chapter 313
of the Tax Code and is not intended for any other purpose.



Attachments

1. Schedules provided by applicant in application
2. School finance and tax benefit provided by district
3.Economic Overview



Attachment 1
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TeExAs EDUCATION AGENCY

1701 North Congress Ave. % Austin, Texas 78701-1494 % 512/463-9734 % FAX: 512/463-9838 % http://www.tea.state.tx.us

S

Robert Scott
Commissioner

September 8, 2009

Mr. Robert Wood

Director, Local Government Assistance and Economic Development
Texas Comptroller of Public Accounts

Lyndon B. Johnson State Office Building

111 East 17th Street

Austin, Texas 78774

Dear Mr. Wood:

As required by the Tax Code, §313.025 (b-1), the Texas Education Agency (TEA) has
evaluated the impact of the proposed Cedro Hill Wind, LLC, project on the number and
size of school facilities in Webb Consolidated Independent School District (WCISD).
Based on the analysis prepared by Moak, Casey and Associates for the school district
and conversations with the WCISD superintendent, David Jones, the TEA has found that
the Cedro Hill Wind, LLC, project would not have a significant impact on the number or
size of school facilities in WCISD.

Please feel free to contact Helen Daniels, director of the State Funding Division, by
phone at (512) 463-9268 or by email at helen.daniels@tea.state.tx.us if you need further
information regarding this issue.

Sincerely,

T b @o/

Belinda Dyer

Director, Forecasting and Fiscal Analysis Division
Texas Education Agency

(5612) 475-3451 (ph)

(5612) 936-2313 (fax)

BD/hd



TExAs EDUCATION AGENCY

1701 North Congress Ave.% Austin, Texas 78701-1494 # 512/463-9734 % FAX: 512/463-9838 * http://www.tea.state.tx.us

Robert Scott
Commissioner

September 8, 2009

Mr. Robert Wood

Director, Local Government Assistance and Economic Development
Texas Comptroller of Public Accounts

Lyndon B. Johnson State Office Building

111 East 17th Street

Austin, Texas 78774

Dear Mr. Wood:

The Texas Education Agency has analyzed the revenue gains that would be realized by
the proposed Cedro Hill Wind, LLC, project for the Webb Consolidated Independent
School District (WCISD). Projections prepared by our Forecasting and Fiscal Analysis
Division confirm the analysis that was prepared by Moak, Casey and Associates and
provided to us by your division. We believe their assumptions are valid and their
estimates of the impact of the Cedro Hill Wind, LLC, project on WCISD are correct.

Please feel free to contact Helen Daniels, director of the State Funding Division, by
phone at (512) 463-9268 or by email at helen.daniels@tea.state.tx.us if you need further
information regarding this issue.

Sincerely,

G I

Director, Forecasting and Fiscal Analysis Division
Texas Education Agency

(512) 475-3451 (ph)

(512) 936-2313 (fax)

BD/hd



SUMMARY OF FINANCIAL IMPACT OF THE PROPOSED CEDRO
HILL WIND LLC PROJECT ON THE FINANCES OF THE WEBB
CONSOLIDATED INDEPENDENT SCHOOL DISTRICT UNDER A
REQUESTED CHAPTER 313 PROPERTY VALUE LIMITATION

August 17,2009 | Final Report

PREPARED BY

MOAK, CASEY
& ASSOCIATES

TEXAS SCHOOQOL FINANCE EXPERTS
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Estimated Impact of the Proposed Cedro Hill Wind LLC
Project on the Finances of the Webb Consolidated
Independent School District under a Requested Chapter
313 Property Value Limitation

Introduction

Cedro Hill Wind LLC (Cedro Hill) has requested that the Webb Consclidated Independent

. School District (WCISD) consider granting a property value limitation under Chapter 313 of the
Tax Code for a new renewable electric wind generation project. An application was submitted to
WCISD on May 12, 2009. Cedro Hill proposes to invest $170 million to construct a new wind
energy project in WCISD.

The Cedro Hill 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, the original language in
Chapter 313 of the Tax Code made companies engaged in manufacturing, research and
development, and renewable electric energy production eligible 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.

School Finance Mechanics

Under the provisions of Chapter 313, WCISD may offer a minimum value limitation of $10
million. Based on the application, the qualifying time period would begin with the 2010-11
school year. The full value of the investment is expected to reach $170 million in 2011-12, with
depreciation expected to reduce the taxable value of the project over the course of the value
limitation agreement.

The provisions of Chapter 313 call for the project to be fully taxabie in the 2010-11 and 2011-12
school years, unless the District and the Company agree to an extension of the start of the
qualifying time period. For the purpose of this analysis, it is assumed that the qualifying time
period will be the 2010-11 and 2011-12 school years. Beginning in 2012-13, the project would
go on the local tax roll at $10 million and remain at that level of taxable value for eight years for
maintenance and operations taxes. The full taxable value of the project could be assessed for debt
service taxes on voter-approved bond issues throughout the limitation period, with WCISD
currently levying a $0.0339 1&S tax rate.

Under the current school finance system, the property values established by the Comptroller’s
Office that are used to calculate state aid and recapture lag by one year, a practical consequence
of the fact that the Comptroller’s Office needs this time to conduct their property value study and
now the planned audits of appraisal district operations in alternating years. A taxpayer receiving a
value limitation pays M&Q taxes on the reduced value for the project in years 3-10 and receives a
tax bill for 1&S taxes based on the full project value throughout the qualifying and value
limitation period (and thereafter). The school funding formulas use the Comptroller’s property
values that reflect a reduction due to the property value limitation in years 4-11 as a result of the
one-year lag in property values.

School Finance Impact Study - Webb CISD Page |1 August 17,2009
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For the school finance system that operated prior to the approval of House Bill 1 (HB 1) in the
2006 special session, the third year was typically problematical for a school district that approved
a Chapter 313 value limitation. Based on the data provided in the application, Cedro Hill
indicates that $170 million in taxable value would be in place in the second year under the
agreement. In year three (2012-13) of the agreement, the project is expected to go on the tax roll
at $10 million or, if applicable, a higher value limitation amount approved by the WCISD Board
of Trustees. This difference would result in a revenue loss to the school district in the third year
of the agreement that would not be reimbursed by the state, but require some type of
compensation from the applicant in the revenue protection provisions of the agreement. In years
4-10, smaller revenue losses would be anticipated when the state 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, assuming a similar deduction is made in the state property values.

HB 1 established a “target” revenue system per student that has the effect of largely neutralizing
the third-year revenue losses associated with Chapter 313 property value limitations, at least up to
a district’s compressed M&O tax rate. The additional four to six cents of tax effort that a district
may levy are subject to an enriched level of equalization (or no recapture in the case of Chapter
41 school district) and operate more like the pre-HB 1 system. A value limitation must be
analyzed for any potential revenue loss associated with this component of the M&O tax levy. For
tax effort in excess of the compressed plus six cents rate, equalization and recapture occur at the
level of $319,500 per weighted student in average daily attendance (WADA).

Under HB 3646—the school finance system changes approved by the Legislature in 2009—the
starting point is the target revenue provisions from HB 1, that are then expanded through the
addition of a series of school funding provisions that had operated previously outside the basic
allotment and the traditional formula structure, as well as an additional $120 per WADA
guarantee.

Under the provisions of HB 3646, school districts do have the potential to earn revenue above the
$120 per WADA level, up to a maximum of $350 per WADA above current law. Initial estimates
indicate that about 700 school districts are funded at the minimum $120 per WADA level, while
approximately 300 school districts are expected to generate higher revenue amounts per WADA.
This is significant because changes in property values and related tax collections under a Chapter
313 agreement once again have the potential to affect a school district’s base revenue, although
probably not to the degree experienced prior to the HB 1 target revenue system.

One key element in any analysis of the school finance implications is the provision for revenue
protection in the agreement between the school district and the applicant. In the case of the Cedro
Hill project, the agreement calls for a calculation of the revenue impact of the value limitation in
years 3-10 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.

Underlying Assumptions

There are several approaches that can be used to analyze the future revenue stream of a school
district under a value limitation. Whatever method is used, a reasonable analysis requires the use
of a multi-year forecasting model that covers the years in which the agreement is in effect. The
Chapter 313 application now requires 15 years of data and analysis on the project being
considered for a property value limitation.

School Finance Impact Study - Webb CISD Page |2 August 17, 2009
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The approach used here is to maintain static enrollment and property values in order to isolate the
effects of the value limitation under the school finance system. While the new target revenue
system appears to limit the impact of property value changes for a majority of school districts,
changes in underlying property value growth have the potential to influence the revenue stream of
a number of school districts.

Student enrollment counts are held constant at 303 students in average daily attendance (ADA) in
analyzing the effects of the Cedro Hill project on the finances of WCISD. The District’s local tax
base reached $1.68 billion for the 2009 tax year. While the district’s tax base has experienced
volatility in recent years due largely to changes in mineral values, the underlying $1.68 billion
taxable value for 2009-10 is maintained for the forecast period in order to isolate the effects of the
property value limitation, WCISD is a property-wealthy district, with wealth per weighted ADA
or WADA of approximately $2.7 million for the 2009-10 school year. These assumptions are
summarized in Table 1.

School Finance Impact

A baseline model was prepared for WCISD under the assumptions outlined above through the
2024-25 school year. Beyond the 2010-11 school year, no attempt was made to forecast the 88™
percentile or Austin yield that influence future state funding. In the analyses for other districts and
applicants on earlier projects, these changes appeared to have little impact on the revenue
associated with the implementation of the property value limitation, since the baseline and other
madels incorporate the same underlying assumptions.

Under the proposed agreement, a second model is established to make a calculation of the
‘“Baseline Revenue” by adding the value of the proposed Cedro Hill facility to the model, but
without assuming that a value limitation is approved. The results of the model are shown in
Table 2.

A third model is developed which adds the Cedro Hill value but imposes the proposed property
value limitation effective in the third year, which in this case is the 2012-13 school year. The
results of this model are identified as “Value Limitation Revenue Model” under the revenue
protection provisions of the proposed agreement (see Table 3). An M&O tax rate of $0.8203 is
used throughout this analysis. This exceeds the compressed M&Q rate of $0.77 by more than four
cents since it also incorporates 1.36 cents of tax effort previously approved by the District’s
voters.

A summary of the differences between these models is shown in Table 4. The model results show
approximately $7.7 million a year in net General Fund revenue, after recapture and other
adjustments have been made.

Under these assumptions, WCISD would experience a revenue loss as a result of the
implementation of the value limitation in the 2012-13 school year (-$77,777). The revenue
reduction results from the mechanics of six cents not subject to recapture, which reflect the one-
year lag in value associated with the property value study. It appears that similar differences
persist between the two models over the course of the agreement, in part due to deductions made
in state property value study that do not sufficiently offset the reduction in M&O taxes resulting
from the impact of the value limitation agreement.

School Finance Impact Study - Webb CISD Page |3 August 17, 2009
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One change that has been incorporated into these models is a more precise estimate of the
deduction from the property value study conducted by the Comptroller’s Office. At the school
district level, a taxpayer benefiting from a property value limitation has two property values
assigned by the local appraisal district for their property covered by the limitation: (1) a reduced
value for M&O taxes, and (2) the full taxable value for I&S taxes. This situation exists for the
eight years that the value [imitation is in effect.

Under the property value study conducted by the Comptroller’s Office, however, only a single
deduction amount is calculated for a property value limitation and the same value is assighed for
the M&O and I&S calculations under the school funding formulas. The contention that has been
made is the language of Section 403.302(d)(10)(B) of the Government Code, which provides for
deducting value associated with actions taken under Chapter 313 of the Tax Code in determining
taxable value, does not permit the flexibility of establishing two state property values for the
M&O and 1&S components for a school districts that have granted a property value limitation.

The result of this interpretation is that a “composite’ value for a school district with a Chapter
313 agreement is calculated, by averaging the impact of the value reduction across the M&O and
I&S tax levies. The result of the composite deduction calculation is that the amount deducted for
the value limitation from the state value study is always less than the tax benefit that has been
provided for the taxpayer receiving the value limitation in school districts that levy M&O taxes.

The consequence of the lower deduction in the value study relative to the Chapter 313 reduction
in the CAD values is that a school district risks not being fully compensated under the school
finance funding formulas for having granted the property value limitation. Chapter 41 school
districts face greater recapture costs than would have been the case if the CAD deduction and the
Comptroller’s Chapter 313 reduction matched.

This methodology has been incorporated into these estimates and the typical result is an increase
in the hold-harmless formula amounts owed to the school district by the company that receives
the value limitation. The extent to which this affects a school district’s finances appears to be
influenced by the scale of the value limitation reduction relative to the district’s underlying tax
base, as well as its [&S tax rate. There are circumstances under the composite deduction
calculation where a school district may become eligible for additional state facilities support
because the lower state property value is used in the formulas that determine eligible aid for the
Existing Debt Allotment (EDA) and Instructional Facilities (IFA) programs, even though it is
taxing for 1&S purposes on a much larger tax base. Even if a school district receives additional
state aid for 1&S purposes, these funds must be used to lower the I&S tax rate and do not enhance
a school district’s revenue for operating its schools. '

In the case of WCISD, the calculated lower reduction in the state property value relative to the
M&O benefit to be received by the taxpayer does not appear to be substantial. In large part this
results because the underlying tax base is substantially larger than the proposed project.

School Finance fmpact Study - Webb CISD Page |4 August 17, 2009
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Impact on the Taxpayer

Table 5 summarizes the impact of the proposed property value limitation in terms of the potential
tax savings under the property value limitation agreement. The focus of this table is on the M&O
tax rate only. As noted previously, the property is fully taxable in the first two years under the

agreement. A $0.8203 per $100 of taxable value M&O rate is assumed in 2009-10 and thereafter.

Under the assumptions used here, the potential tax savings from the value limitation total $8.2
million over the life of the agreement. In addition, Cedro Hill would be eligible for a tax credit for
taxes paid on value in excess of the value limitation in each of the first two years. The credit
amount is paid out slowly through years 4-10 due to statutory limits on the scale of these
payments over these seven years, with catch-up payments permitted in years 11-13. The tax
credits are expected to total approximately $1.4 million over the life of the agreement, with no
unpaid tax credits anticipated. The key WCISD revenue losses are associated with the additional
six-cent levy not subject to recapture and expected to total approximately -$516,250 over the
course of the agreement, with the school district to be reimbursed by the state for the tax credit
payments. In total, the potential net tax benefits are estimated to total $9.16 million over the life
of the agreement.

Facilities Funding Impact

The Cedro Hill project remains fully taxable for debt services taxes, with WCISD currently
levying a $0.0339 1&S rate. The value of the Cedro Hill project is expected to depreciate over the
life of the agreement and beyond, but full access to the additional value will add to the District’s
projected wealth per ADA that is currently well above what is provided for through the state’s
facilities program. The additional value is expected to help reduce the District’s current I&S tax
rate to $0.031 per $100 in 2011-12—about two-tenths of one cent of tax effort—with the rate
reduction diminishing as the project value depreciates.

The Cedro Hill project is not expected to affect WCISD in terms of enrollment. Continued
expansion of the renewable energy industry 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.

Conclusion

The proposed Cedro Hill wind energy project enhances the tax base of WCISD. It reflects
continued capital investment in renewable electric energy generation, one of the goals of Chapter
313 of the Tax Code, also known as the Texas Economic Development Act.

Under the assumptions outlined above, the potential tax benefits under a Chapter 313 agreement
could reach an estimated $9.16 million over the course of the agreement. This amount is net of
any anticipated revenue losses for the District. The additional taxable value also enhances the tax
base of WCISD in meeting its future debt service obligations.

School Finance Impact Study - Webb CISD Page |5 August 17,2009
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Table 1 — Base District Information with Cedro Hill Wind LI.C Project Value and Limitation Values
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Year Tax Rate Project Limitation Project Limitation with Project  Value with
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Table 2— “Baseline Revenue Model™--Project Value Added with No Value Limitation

School M&0 Taxes @ State Ald Additional Excess Retapture Additional State Aid Recapture Total
Year Compressed State Ald- Formula Costs Local M&O From from the General
Rate Hold Reduction Collections Additlonal Additional Fund
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Table 3— “Value Limitation Revenue Model”--Project Value Added with Value Limit

School M&0 Taxes State Aid  Additional Excess Recapture Additlonal State Ald Recapture Total

Year @ State Aid- Formula Costs Local M&O From from the General
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Table 4 — Value Limit less Project Value with No Limit
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Table 5 - Estimated Financial impact of the Cedro Hill Wind LLC Project Property Value Linitation Request
Submitted to Webb CISD at $0.8203 M&O Tax Rate
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Webb County Overview Report

Population

Total county population in 2007 for Webb County: 233,152, up 2.5 percent from 2006.
State population increased 2.1 percent in the same time period.

Webb County was the state's 20th largest county in population in 2007 and the 33rd fastest growing county from
2006 to 2007.

Webh County population in 2007 was: 4.4 percent White  (below the state average of 47.9 percent.)
0.2 percent Black {below the state average of 11.4 percent.)
94.7 percent Hispanic (above the state average of 36.0 percent.)

2007 population of the largest cities and places in Webb County:

Laredo: 217,506
Rio Bravo: 5,694
El Cenizo: ‘ 3,572

Economy and Income

Employment

July 2009 total employmenit in Webb County: 88,503, up 1.8 percent from July 2008,
State total employment decreased 0.6 percent during the same period.

July 2009 Webb County unemployment rate was 8.9 percent, up from 5.5 percent in July 2008.
The statewide unemployment rate for July 2009 was 7.9 percent, up from 4.9 percent in July 2008.

July 2009 unemployment rate in the city of:
Laredo: was 8.7 percent, up from 5.7 percentin July 2008.

{Note: County and State unemployment rates are adjusted for seasonal fluctuations, but the Texas
Workforce Commission City unemployment rates are not. Seasonally-adjusted unemployment
rates are not comparable with unadjusted rates.)

Income

Webb County's ranking in per capita personal income in 2007: 233rd with an average pef capita income of $21,423,
up 5.7 percent fram 2006.

Statewide average per capita personal income was $37,083 in 2007 up 5.5 percent from 2006.
Industry

Agricultural cash values in Webb County averaged $46.9 million annually from 2005 to 2008. County total
agricultural values in 2008 were down 5.0 percent from 2007. Major agriculture related commodmes in Webb County
during 2008 included:

Beef Total Fed Beef Horses Hunting Nursery

2007 preliminary oil and gas production in Webk County: 126,516 barrels of oil and 218,281,782 Mcf of gas.
In February 2009, there were 123 producing ofl wells and 4,700 producing gas wells.

Taxes

Sales Tax - Taxable Sales
Quarterly (July through September 2008)

Taxable sales in Webb County during the third quarter of 2008: $497,140,274, up 2.1 percent from the same
quarter in 2007.
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Taxable sales during the third guarter in the city of:

El Cenizo $144,253, up 9.8 percent from the same quarter in 2007.
Laredo $492,036,031, wup 2.1 percent from the same quarter in 2007.
Rio Bravo $745,524, up 23.8 percent from the same quarter in 2007.

Annual (2007}
Taxable sales in Webb County during 2007: $2,048,336,264, up 3.4 percent from 20086.
Taxable sales during 2007 in the city of:

El Cenizo $577,273, up 1.8 percent from 20086.
Laredo $2,027,739,463, up 3.7 percent from 2006.
Rio Bravo $2,320,643, down 10.7 percent from 2008,

" rgpresent amounts subject to state sales tax values that are suppressed for confidentiality reasons.

Sales Tax - Local Sales Tax Allocations

Monthly (June 2009)

Statewide payments based on the sales activity month of June 2008: $544,038,206, down 6.8 percent from June
2008.

Payments to all cities in Webb County based on the sales activity month of June 2009: $2,729,103, down 10.1
percent from June 2008.

Payments based on the sales activity month of June 2009 in the city of:

El Cenizo $1,174, down 4.3 percent from June 2008.

Laredo $2,724,169, down 10.1 percent from June 2008.

Rio Bravo $3,760, down 8.4 percent from June 2008,
Annual (2008)

Statewide payments based on the sales activity months of 2008; $6,026,220,888, up 5.8 percent from 2007.

Payments to all cities in Webb County based on the sales activity months of 2008: $32,256,643, up 0.8 percent from
2007.

El Cenizo $13,073, up 16.8 percent from 2007.
Laredo $32,207,210, up 0.6 percent from 2007.
Rio Bravo $36,360, up 5.4 percent from 2007.

Property Tax

As of 2007, property values in Webb County: $13,993,089,725, up 2.7 percent from 2006 values.
The property tax base per person in Webb County is $60,017, below the statewide average of $78,684.
About 17.1 percent of the property tax base is derived from gil, gas and minerals.

State Expenditures

Webb County's ranking in state expenditures by county in state fiscal year (FY) 2008: 14th. State expenditures in
the county for FY 2008: $1,117,531,841, up 28.0 percent from FY 2007,

In Webb County, 28 state agencies provide a total of 1,929 jobs and $67,170,396 in annualized wages (as of 1st
quarter 2009).
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Major state agencies in the county (as of 1st quarter 2002):
Health & Human Services Commission
Department of Transportation
Department of Public Safety
Texas A & M University System
Texas A & M International University

School Districts

Webb County had 3 school districts with 75 schools and 64,330 students in the 2007-2008 school year.

{ Statewide, the average teacher salary in school year 2007-2008 was $46,179. The percentage of students,
statewide, meeting the 2008 Texas Assessment of Knowledge and Skills {TAKS) passing standard for all
2007-2008 TAKS tests was 72 percent.)

LAREDO ISD had 25,075 students in the 2007-2008 school year. The average teacher
salary was $47,416. The percentage of students meeting the 2008 TAKS
passing standard for all tests was 52 percent.

UNITED ISD had 38,887 students in the 2007-2008 school year. The average teacher
salary was $45,778. The percentage of students meeting the 2008 TAKS
passing standard for all tests was 64 percent.

WEBB CISD had 368 students in the 2007-2008 school year. The average teacher
" salary was $57,991. The percentage of students meeting the 2008 TAKS
passing standard for all tests was 88 percent.

Higher Education
{ Fall 2008 enroliment)
Community Colleges in Webb County:

l.aredo Community College  a Public Community College had 8,191 students.

Webh County is in the service area of the following:

Laredo Cammunity College with a fall 2008 enroliment of 8,191 Students,
Countes in the service area include Jim Hogg
Wehb
Zapata

Institutes of Higher Education in Webb County with a fall 2008 enroliment

Texas A&M International University Public University, had 5,856 students.
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