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Estimated Impact of the Proposed Praxair Project on the
Finances of the Port Arthur Independent School District
under a Requested Chapter 313 Property Value
Limitation

Introduction

Praxair (Praxair) has requested that the Port Arthur Independent School District (PAISD)
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 PAISD on December 16,
2011, Praxair proposes to invest $231 million to construct a new hydrogen gas manufacturing
project in PAISD.

The Praxair project is consistent with the state’s goal to “encourage large scale capital
investmenis in this state.” When enacted as House Bifl 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 vatue limitations.
Subsequent legislative changes expanded eligibility to clean coal projects, nuclear power
generation and data centers, among others.

Under the provisions of Chapter 313, PAISD may offer a minimuin value limitation of $30
million. The provisions of Chapter 313 call for the project to be fully taxable in the 2013-14 and
2014-15 school years, unless the District and the Company agree to an extension of the start of
the two-year qualifying time period. For the purpose of this analysis, it is assumed that the
qualifying time period will be the 2013-14 and 2014-15 school years. Beginning in 2015-16, the
project would go on the local tax roll at $30 million and remain at that level of taxable value for
eight years for maintenance and operations (M&O) 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 PAISD currently levying a $0.3276 per $100
1&S tax rate. The full value of the investment is expected to reach $225 million in 2015-16, with
depreciation expected to reduce the taxable value of the project over the course of the value
limitation agreement.

In the case of the Praxair 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. PAISD would experience a $1.9 million revenue loss
as a result of the implementation of the value limitation in the 2015-16 school year,

Under the assumptions outlined below, the potential tax benefits under a Chapter 313 agreement
could reach an estimated $15.6 million over the course of the agreement. This amount is net of
any anticipated revenue losses for the District.
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School Finance Mechanics

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 Comptrolter’s Office needs this time to conduct its property value study and
now the planned audits of appraisal district operations in alternating years. A taxpayer receiving a
value limitation pays M&O taxes on the reduced value for the project in years 3-10 and receives a
tax bill for I&S taxes based on the full project value throughout the qualifying and value
limitation period (and thereafter). The school funding fornmlas 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,

The third year is oftén problematical financially for a school district that approves a Chapter 313
value limitation, The implementation of the value limitation often results 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 under 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 staie property value study, assuming a similar deduction is made in the state
property values.

Under the HB 1 system adopted in 2006, most school districts received additional state aid for tax
reduction (ASATR) that was used to maintain their target revenue amounts established at the
revenue levels under old law for the 2005-06 or 2006-07 school years, whichever was highest. In
terms of new Chapter 313 property value limitation agreements, adjustments to ASATR funding
often mederated the impact of the reduced M&O collections as a result of the limitation, in
contrast with the earlier formula-driven finance system.

House Bill 3646 as enacted in 2009 created more “formula” school districts that were less
dependent on ASATR state aid than had been the case previously. The formula reductions
enacted under Senate Bill 1 (SB 1) as approved in the First Called Session in 2011 are designed to
make $4 billion in reductions to the existing school funding formulas for the 2011-12 and 2012-
13 school years. For the 2011-12 school year, across-the-board reductions were made that
reduced each district’s WADA count and resulted in an estimated 786 school districts stil
receiving ASATR to maintain their target revenue funding levels, while an estimated 241
districts operating directly on the state formulas,

For the 2012-13 school year, the SB | changes called for smaller across-the-board reductions and
funding ASATR-receiving target revenue districts at 92,35 percent of the level provided for under
the existing funding formula. IN this case, our statewide estimates indicate 403 target-revenue
districts and 624 formula districts.

For the 2013-14 school year and beyond, the ASATR reduction percentage will be set in the
General Appropriations Act. The recent legislative session also saw the adoption of a statement of
legislative intent to no longer fund target revenue (through ASATR) by the 2017-18 school year.

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
Praxair 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
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in each of those years. This meets the statutory requirement under Section 3 13.027(£)(1) of the
Tax Code to provide school district revenue protection language in the agreement.

{nderlying 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,

The general 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. The current SB |
reductions are reflected in the underlying models. With regard to ASATR funding, the 92.35
percent reduction enacted for the 2012-13 school year is maintained prior to the 2017-18 schoel
year, although these estimates indicate that PAISD will not receive ASATR funding under any of
these scenarios. The projected taxable values of the Praxair project are factored into the base
model used here. Previously-approved Chapter 313 value limitations are factored into the base for
all the models presented here, The impact of the limitation value for the proposed Praxair project
is isolated separately and the focus of this analysis,

Student enrollment counts are held constant at 8,010 students in average daily attendance (ADA)
in analyzing the effects of the Praxair project on the finances of PAISD. The District’s local tax
base reached $3.9 billion for the 2011 tax year for M&O purposes and is maintained for the
forecast period in order to isolate the effects of the property value limitation. An M&O 1ax rate of
$1.04 is used thronghout this analysis. PAISD has estimated state property wealth per weighted
ADA or WADA of approximately $333,991 for the 2012-13 scheol year. The enrollment and
property value assumptions for the 15 years that are the subject of this analysis are summarized in
Table 1.

School Finance Impact

School finance models were prepared for PAISD under the assiumptions outlined above through
the 2027-28 school year. Beyond the 2012-13 school year, no attempt was made to forecast the
88™ percentile or Austin yicld that influence future state funding beyond the projected level for
that school year. 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 models incorporate the same underlying

assumptions.

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

A second model is developed which adds the Praxair value but imposes the proposed property
value limitation effective in the third year, which in this case is the 2015-16 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).

A summary of the differences between these models is shown in Table 4. The model results show
approximately $60 million a year in annual net General Fund revenue.
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Under these assumptions, PAISD would experience a revenue loss as a result of the
implementation of the value limitation in the 2015-16 school year (-$1,923,660). The revenue
reduction results from the mechanics of the state aid system and the fact there is no state aid
offset in the 2015-16 school year, where these estimates have PAISD classified as a “formula”
district. By the 2016-17 schootl year, the Comptroller’s property value study reflects the $30
million limitation and there is little in the way of revenue loss expected for the remainder of the

eight-year limitation period.

The Comptroller’s state praperty value study clearly influences these calculations, The
Comptrolier’s Property Tax Assistance Division makes two value determinations for school
districts granting Chapter 313 agreements, consistent with local practice. A consolidated single
state property value had been provided previously.

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&Q
tax rate only. As noted previously, the property is fully taxable in the first two years under the
agreement, A $1.04 per $100 of faxable value M&O rate is assumed in 2012-13 and thereafter.

Under the assumptions used here, the potential tax savings from the value limitation total $13.8
miilion over the life of the agreement. In addition, Praxair would be eligible for a tax credit for
M&O taxes paid on value in excess of the value limitation in each of the first two qualifying
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 $3.7 miflion over the life of the agreement, with no
unpaid tax credits anticipated. The school district is to be reimbursed by the Texas Education
Agency for the cost of these credits.

The key PAISD revenue losses are expected to total approximately -$1.9 million over the course
of the agreement, largely eliminating the tax benefit in the first year that the $30 million value
limitation takes effect. The potential net tax benefits {inclusive of tax credits but after hold-
harmless payments are made) are estimated to totat $15.6 million over the life of the agreement.
Despite the 2015-16 school year impact, a substantial tax benefit to Praxair remains under the
value limitation agreement for the remaining years that the limitation is in effect.

Facilities Funding Impact

The Praxair project remains fully taxable for debt services taxes, with PAISD currently levying a
$0.3276 1&S rate. The value of the Praxair project is expected to depreciate over the life of the
agreement and beyond, but full access to the additional value is expected to increase the District’s
projected wealth for 1&S purposes by about four percent, so it should assist PAISD in meeting its
debt service obligations.

The Praxair project is not expected to affect PAISD in terms of enrollment. Continued expansion
of the project and related development in PAISD 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.
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Conclusion

The proposed Praxair manufacturing project enhances the tax base of PAISD. It reflects
continued capital investment in keeping with the goals of Chapter 313 of the Tax Cede.

Under the assumptions outlined above, the potential tax savings for the applicant under a Chapter
313 agreement could reach an estimated $15.6 million. (This amount is net of any anticipated
revenue losses for the District.) The additional taxable value also enhances the tax base of
PAISD in meeting its future debt service obligations.

Table 1 — Base District Information with Praxair Project Value and Limitation Values

CPTD CPID
Value Value
with with
M&O 1&8 GAD Valye Project  Limitatien
Year of Tax Tax GAD Value with CPTD with CPTD With per per

4197 50427 567,800,
34353025552 $4,368,025 562
454 040,868
$4,500,786,240

Agreement AD2 WADA Ral_e Rate with Projecl Limitatlon Prolecl Lim]tatien WADA

' 005 H076177- $1.0400.$0.157 $76827??414j?'f;.‘-_."“-“
202&24 : 30 _ §7,842,196,052

20052

15 202728 5.010.00 10 781 7? $1.0400 SO 1570 59 417 140 617 $9 417 140, 61? $8,250,721,209  §8, 250 721 200 $765 247 $765,247
*Tier Il Yield: $47.65; AISD Yleld: $59.97; Equalized Wealth: $476,500 per WADA

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

State Ald  Recapture

M&O Taxes Additlonal From from the
@ State Aid-  Excess Additional  Additional  Additional . Tofal
Year of School  Compressed Hold Formuta Recapture  LocatM&0  M&OTax  LocafTax General
m_greement Year Rate State Ald  Harmiless  Reductlon Costs _ Collections Collections Effor} Fund

“PreYeard
i 1815 0752
$15, 1_15 035

_$2 00,068
43,360,788
$2800,088

$88.419.296 $3360783" ) 0 832805574 *33532174 ' "$62505533"'
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Table 3— “Value Limitation Revenue Made!”--Project Vatue Added with Value Limit

State Ald  Recapiure

M&O Taxas Additional From from the
@ State Ald- Excess Additional  Additional  Additional Tolal
Year of School  Compressed Hold Formula Recapture Local M&0Q  M&O Tax Local Tax General
Agreement  Year Rate State Ald Harmless  Reduction Costs Collections _ Collections Effort Fund

LR 915 231:
$1 5 115 035

$2,779, 505
2,820,624
2,937,589
3022078

_$3,145272

”202?-2874 40008 "53,560,785' i ";5'5'2,805_5?4 : $3532 oy

Table # —~ Value Limit less Project Value with No Limit

Stale Aid  Recaplure

M&O Taxes Addittonal From from the
@ State Ald-  Excess Additional  Additional  Additional Total
Year of Schoel  Compressed Hold Formula  Recaplure Local M&O  M&OTax  Local Tax General

ction

s

Agreemen! Year Rate SiateAf;F Harmles_s_ R

CPreYearl

$1,688,018

648,837
$1,600,071

C$isrian
$1,150,148
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Table 5 - Estimated Financial impact of the Praxair Project Property Value Limitation Request Submitted to
PAISD at S$1.04 ¥&O Tax Rate

Tax Tax Benefit
Credits to
Tax for First Company School
Estimated Taxes Savings @  Two Years Before District Estimated
Year of Schoot Peoject Taxable Value Before Taxesafter  Projected Above Revenue Revenue
Agreement Year M&O Rate Limi i
i PreYeé 13;

$195,000,000

$1,877,200 S0 $1877,200
S1852.48000 (310 T 410916
SITETI60  §314492  $2,102.062
- L 2TH ) e 156
S307741 $2008061 510303 $1995758
$304365° : 7

$300,950
97,61 17s
S0 31590848  $1590.848 $0 $1500,848

-$1,923,660 -

201718
2018

‘330 GUO 00{}
$30,000,000;
330 000,000

31608830

$f 831 440
$H749,280
$1,742,000
$1.697.280: 7 $1:697;

§$1652560  $1, 652 550

2027-28

$20,302,000 $15,536,560 $13,765440  §3,744,000 $17,509,440  -$1,938,726  $15,570,714

Tax Credit for Value Over Limit in First 2 Years Year ¥ Year 2 Max Credits
$1,716,000  $2,028000  $3,744,000

Credits Eamed $3,744,000

Credits Paid $3.744,000

Excess Credits Unpaid 50

*Note: School District Revenuc-Loss cstimates are subject to change based on numerocus factors, including
legislative and Texas Education Agency administrative changes to school finance formulas, year-to-year
appraisals of project values, and changes in schoo! district tax rates, Onc of the most substantial changes to the
schoo! finance formulas related to Chapter 313 revenuc-loss prejections could be the treatment of Additional
State Aid for Tax Reduction (ASATR). Legislative intent is to end ASATR in 2017-18 school year, although it
does nof appear to be a factor for PAISD under this analysis. Additional information on the assumptions used in
preparing these estimates is provided in the narrative of this Report.
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