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INTRODUCTION

At the beginning of the 80th Legislature, the Honorable Tom Craddick, Speaker of the Texas
House of Representatives, appointed seven members to the House Committee on Economic
Development. The committee membership includes the following: Joseph Deshotel, Chairman;
Joe Straus, Vice Chair; Lois Kolkhorst, CBO; Marc Veasey; Solomon Ortiz, Jr.; Geanie
Morrison; Jim Dunnam.

During the interim, the committee was assigned four charges by the speaker: 1) Study the
performance of the Texas Enterprise Fund, the Texas Emerging Technology Fund, the Texas
Economic Development Act, the Texas Enterprise Zone Program, and other economic
development tools in promoting economic development in Texas, and recommend any needed
statutory changes. 2) Review the overall history, goals, and implementation of the various funds
established by Article 5190.14, Vernon's Texas Civil Statutes. Identify and recommend any
changes necessary to clarify or improve the statute. 3) Study the use of the Texas Economic
Development Act since its enactment as HB 1200, 77th Legislature, Regular Session. Determine
how the act may be enhanced to better attract significant capital investments by science and
technology industries developing alternative energy sources. (Joint Interim Charge with the
House Committee on Energy Resources). 4) Monitor the agencies and programs under the
committee's jurisdiction.

The committee has completed all hearings and research and has filed its report. The committee
would like to express great appreciation to each member's staff for their assistance and efforts
throughout the interim. In addition, the committee would like to thank all participants who have
provided important testimony and input through the process. Finally, the committee would like
thank the leadership and staff of the Texas Workforce Commission, Economic Development and
Tourism Office within the Governor's office, Texas Comptroller's office, Texas Department of
Agriculture, Texas Education Agency, and to the staff of the Texas House of Representatives for
their time, participation, and efforts on behalf of the committee.




HOUSE COMMITTEE ON ECONOMIC DEVELOPMENT

INTERIM STUDY CHARGES

CHARGE 1 Study the performance of the Texas Enterprise Fund, the Texas
Emerging Technology Fund, the Texas Economic Development Act,
the Texas Enterprise Zone Program, and other economic development
tools in promoting economic development in Texas, and recommend
any needed statutory changes.

CHARGE 2 Review the overall history, goals, and implementation of the various
funds established by Article 5190.14, Vernon's Texas Civil Statutes.
Identify and recommend any changes necessary to clarify or improve
the statute.

CHARGE 3 Study the use of the Texas Economic Development Act since its
enactment as HB 1200, 77th Legislature, Regular Session. Determine
how the act may be enhanced to better attract significant capital
investments by science and technology industries developing
alternative energy sources. (Joint Interim Charge with the House
Committee on Energy Resources)

CHARGE 4 Monitor the agencies and programs under the committee's
jurisdiction.







CHARGE 1
Study the performance of the Texas Enterprise Fund, the Texas Emerging Technology
Fund, the Texas Economic Development Act, the Texas Enterprise Zone Program, and
other economic development tools in promoting economic development in Texas, and
recommend any needed statutory changes.




COMMITTEE WORK

The House Committee on Economic Development held a public hearing on March 13, 2008, to
discuss Interim Charge #1.

BACKGROUND

The Enterprise Fund

The passage of SB 1771, 78th Legislature, Regular Session, created the Texas Enterprise Fund to
enhance economic development activities within the state. The bill provides the Governor, with
written consent from both the Lieutenant Governor and the Speaker of the House, a means of
providing financial resources as an incentive tool to attract new businesses to the state. This tool
allows state leadership the capability to respond quickly to economic opportunities in order to be
competitive with other states in business recruitment and expansion.

The fund provides the state with recruitment leverage by creating a business friendly
environment that quickly responds to economic development opportunities in a fast-paced,
changing economy. The fund further provides flexibility in negotiations with prospective
companies with the ability to customize incentives to each project, thus providing Texas with an
infrastructure conducive to growing high-wage, high-skilled employment opportunities for future
Texans.

The Enterprise Fund can be used as an incentive for a variety of economic development projects
including job training programs, infrastructure and community workforce development, and
business recruitment. The review process for eligible Enterprise Fund projects take into account
possible job creation and wages, the potential capital investment to the state, as well as the
financial strength of the applicant, the applicant's business history, analysis of the related
business sector and public and private financial support.

Current Business Climate - Since the implementation of the Texas Enterprise Fund in 2003,
Texas leadership has brought more than 51,000 jobs and more than $13.6 billion in capital
investment to Texas.' The Texas Legislature has continued to nurture a business friendly
environment in Texas and has had a very large, positive impact to the state. In January 2008,
Chief Executive Magazine ranked Texas as the best state for which to do business for the third
straight year. Site Selection Magazine, an influential trade magazine that represents a business
perspective focused on location and expansion decisions, had Texas ranked number one for the
Executive Survey Business Climate Rankings 2007, according to corporate real estate executives
polled across the country. In July 2007, Forbes Magazine ranked Texas in the top five of the
2007 Best States for Business. >
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The Texas Emerging Technology Fund

The passage of HB 1765, 79th Legislature, Regular Session, created the Texas Emerging
Technology Fund to be a general revenue fund used for research and development activities in
emerging technology industries. Many states were outcompeting Texas by investing billions of
dollars for research and development funding for emerging technologies. Although local and
state economic development initiatives were in place within the state of Texas, none allocate the
necessary funds to provide incentives and foster emerging technology concepts that have the
potential to become marketable products.

The program partners the state, higher education institutions, and the private sector to focus on
research superiority within Texas' Institutions of Higher Education to attract the best research
talent in the world, use that talent to create early-stage research and development within Texas
higher education institutions, and increase the transfer capabilities to expedite the
commercialization of specific emerging technologies to create or attract private sector entities
that have the potential to create, or substantially increase, high paying jobs in the state.’®

Research Superiority - The Emerging Technology fund provides for an allocated amount of
funding incentives for public and private institutions of higher education within the state to
actively recruit and acquire the most talented, qualified researchers from outside of Texas to
enhance the facilitation of certain emerging technology fields within the state.

Matching Awards - The Emerging Technology Fund requires amounts allocated from the fund
to be reserved to match funding from research sponsors other than this state, including federal
research sponsors, and further requires that the Emerging Technology Advisory Committee
recommend proposals that are eligible for match funding to the Governor, Speaker of the House,
and Lieutenant Governor.

Commercialization Awards - The fund provides awards that allow selected early-stage
investments in new, technology-based, private entrepreneurial entities that collaborate with
private and public institutions of higher education in Texas. Commercialization awards are
granted based on a guarantee by contract that a substantial percentage of any new or expanded
commercialization or manufacturing of any real or intellectual product resulting from the
award will be established in the state of Texas.

Regional Centers of Innovation and Commercialization - In regard to the disbursement of the
fund, the state of Texas is divided up into seven geographic regions. Within each region there is
a designated Regional Center for Innovation and Commercialization which handles local and
regional access to the fund. An eighth center, the Texas Life Science Center, was designated to
focus on biotechnology and life science applications from throughout the state. The Regional
Centers of Innovation and Commercialization evaluate the applications they receive from entities
within their region and make recommendations to the statewide Emerging Technology Fund
Advisory committee. The committee evaluates these projects and makes funding
recommendations to the Speaker of the House, The Governor, and the Lieutenant Governor who
unanimously determine awards.’

12
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Texas Economic Development Act - (See Charge 3, pg 25).

Enterprise Zone Program

The Texas Enterprise Zone Program became available in 1987 for local jurisdictions and the
state to partner together to offer local and state incentives for businesses expanding or locating
within an enterprise zone to bring economic development into certain areas. The Texas
Enterprise Zone Program was created as an economic development tool to be utilized by local
communities by partnering with the state of Texas to promote capital investment and job creation
within economically distressed areas.

The Texas Enterprise Zone Program created a process that clearly identifies and defines
distressed areas within the state and provides both local and state government incentives to
encourage private investment in those areas by the provision of tax incentives and economic
development program benefits for the creation and retention of high paying, quality jobs.
Economic development is further encouraged by allowing enterprise program projects to be
designated outside of an enterprise zone, with a higher threshold of hiring low-income and/or
enterprise zone residents.

Program Participation Process - The Texas Enterprise Zone Program process begins by a
specific community nominating a local business for enterprise project designation, the business
then becomes eligible to receive state tax incentives under the program such as state sales and
use tax refunds. Each local community has a limited number of projects allocated for a state
maximum of 105 program slots that can be awarded per biennium. Any designations remaining
at the end of a biennium can be carried forward to the next biennium. Designation of an
enterprise project is up to a period of five years. In addition to the five year designation period, a
ninety day designation period window is available prior to the quarterly deadline that takes place
on the first working day of March, June, September, and December. Employment and capital
investment commitments must be incurred and met within the ninety day window of the project
designation expiration date.

Further requirements affirm that projects may be located in or outside of an Enterprise Zone.
However, if located within a zone the company must commit that twenty five percent of their
new employees will meet economically disadvantaged, low-income or enterprise zone residency
requirements. If a project is located outside of a zone, the company must commit that thirty five
percent of their new employees will meet low-income or enterprise zone residency requirements.
The jobs created through the program must exist through the end of the designation period or at
least three years after the date on which a state benefit is received, whichever is longer.

14
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Other Economic Development Tools

As Texas continues to grow, it is apparent that strong economic development and growth require
a multi-faceted portfolio to compete with other states. Texas has been identified as a friendly
legislative and regulatory environment for business. In continuing such collaborative efforts to
enhance opportunities for economic development in Texas, the committee heard testimony from
Texas Department of Agriculture Commissioner, Todd Staples. Several tools were highlighted as
successful in growing the economy of the state with an emphasis on rural Texas development. '

The Texas Capital Fund program - This program is administered by the Texas Department of
Agriculture through an interagency agreement with the Office of Rural Community Affairs
(ORCA). The Fund is part of the U.S. Department of Housing and Urban Development's
Community Development Block Grant programs and is know as the Texas Community
Development Program in the state. The Texas Capital Fund program is an incentive program that
encourages the development, retention, or expansion of businesses by providing funds to
applicants who are eligible and are awarded for the direct purpose of assisting in the creation of
new, permanent jobs or the retention of existing ones, for low and moderate income persons.
There are over 1, 200 counties and cities in the state that are eligible to receive awarded funds to
make public infrastructure improvements and or real estate improvements to support a business
that is beginning operations or expanding within the specific applicant's jurisdiction. The award
is cor112tingent upon the business making a capital investment and creating or retaining Texas
jobs.

Bio-fuels Incentive Program - As estimated by the Texas Department of Agriculture, there is a
demand for incentive funds regarding this program at $102 Million Dollars. Biofuel production
is a market that is growing nationally, and Texas has the incentive programs in place to
encourage and create biofuel production, but does not have the necessary funding in place to do
so. With a new, emerging energy market for alternative energy fuels, Texas has the potential to
forge ahead of other states and lead the way in developing and expanding different types
alternative energies, yet in order to create such an infrastructure, the legislature must first provide
the funding for these incentives to entice businesses to invest in the future of Texas."

Texas Agricultural Finance Authority (TAFA) - The TAFA is a public authority within the
Texas Department of Agriculture that provides financial assistance to individuals and businesses
that are deemed creditworthy. Applicants can qualify for specific programs such as the Young
Farmer Loan Guarantee Program, Interest Rate Reduction Program, or the Rural Municipal
Finance Program.14
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RECOMMENDATIONS TO THE 81ST TEXAS LEGISLATURE

1. The Legislature should continue to monitor the use of the Texas Enterprise Fund and identify
further funding opportunities available to expand incentives and programs to small businesses in
Texas without having a negative effect on existing programs. Identify programs that could be
utilized to increase financial loans to low and moderate income citizens and other non-traditional
borrowers.

2. Identify and evaluate the impact the Texas Enterprise Fund has on historically underutilized
and minority owned businesses and identify legislative opportunities to enhance the use of the
fund to provide loans and microloans to small business entities in the state.

3. Evaluate the utilization of the Emerging Technology Fund and the impact the fund has on the
overall competitiveness of our university technology transfer capabilities. The Legislature should
continue to identify ways to improve and enhance the transfer capabilities through technology
developed by Texas Universities in establishing private sector businesses.

4. Review the process within the Texas Enterprise Zone Program that allocates a defined number
program slots per municipality that are designated for Carry-over. Identify options to further
enhance municipal opportunities for the use of allocated slots that go unused in other areas of the
state. The Legislature should consider opportunities to allow unused program slots to be
transferred and utilized before any carry-over of funds occur.

5. The Legislature should consider passing legislation for the further utilization of vocational and
technical skills courses in high schools as a source of hands-on training for future careers.
Monitor current practices and identify opportunities to enhance collaboration with community
colleges and technical schools in preparing high school graduates who do not pursue a
Baccalaureate Degree to get real world education and higher levels of training needed to be
successful. Identify ways to enhance the use of these programs to create and cultivate an
educated, prepared workforce.
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CHARGE 2
Review the overall history, goals, and implementation of the various funds
established by Article 5190.14, Vernon's Texas Civil Statutes. Identify and
recommend any changes necessary to clarify or improve the statute.
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COMMITTEE WORK
The House Committee on Economic Development met in a public hearing on June 9, 2008, to
discuss Interim Charge #2.

BACKGROUND

Article 5190.14, Vernon's Texas Civil Statutes authorizes three trust funds used to attract large
sporting events or other events that would go to other states unless Texas provides incentives to
gain a competitive edge in attracting venues described in the statute. The state sets aside the
unanticipated tax gains that result from local cities or counties hosting qualifying events, and
returns a portion of those gains to the host locality to offset the expenses that come with hosting
the event.

Other Events Trust Fund - Set up for specific, annunciated events. This fund has no
limitations based on municipal or county size and is eligible for the reimbursement of the
incremental increases in the General Sales and Use Tax, the Motor Vehicle Rental Tax, Hotel
Tax, Mixed Beverage Tax and Title 5 of the Alcoholic Beverage Code. A city or county hosting
a qualified event will initiate the application for the fund and work with the Comptroller's office
to establish the basis of the expense reimbursement, which is the amount of incremental tax gains
that would result form the event. The economic impact "window" for the Other Events Trust
Fund used to identify the local expenses incurred in preparing and hosting an event is 14 days.

Motor Sports Racing Trust Fund - Set up for automobile racing events sanctioned by the
Automobile Competition Committee for the United States and held at a temporary venue. This
fund has specific population requirements to qualify. Eligible counties must have a population of
1 million people or more and a municipality must have a population of 500,000 citizens or more.
Taxes that are eligible fore reimbursement for this fund are the General Sales and Use Tax, the
Motor Vehicle Rental Tax, Hotel Tax, Mixed Beverage Tax and Title 5 of the Alcoholic
Beverage Code. An eligible city or county hosting a qualified event will initiate the application
for the fund and work with the Comptroller's office to establish the basis of the expense
reimbursement, which is the amount of incremental tax gains that would result form the event.
The economic impact "window" for the Motor Sports Racing Trust Fund used to identify the
expenses incurred in preparing and hosting an event is 30 days.

Sporting Event Trust Fund - Eligible events for this fund are the NCAA regional tournament
or playoff game, Senior Olympic Activity, a major sporting or athletic event sanctioned by a site
selection organization through a competitive selection process in which one site outside of Texas
was considered. This fund has specific population requirements to qualify. Eligible counties
must have a population of 800,000 people or more and a municipality must have a population of
500,000 citizens or more. Taxes that are eligible fore reimbursement for this fund are the General
Sales and Use Tax, the Motor Vehicle Rental Tax, Hotel Tax, Mixed Beverage Tax and Title 5
of the Alcoholic Beverage Code. An eligible city or county hosting a qualified event will initiate
the application for the fund and work with the Comptroller's office to establish the basis of the
expense reimbursement, which is the amount of incremental tax gains that would result form the
event. The economic impact "window" for the Sporting Events Trust Fund used to identify the
expenses incurred in preparing and hosting an event is 30 days.
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Special Events Trust Fund - Although this trust fund is not authorized by Article 5190.14,
Vernon's Texas Civil Statutes, due to the similar impact it has in providing incentives for hosting
special events that have an unanticipated, positive economic impact to the state, the fund merits
mention within this report.

The Special Events Trust Fund is authorized by chapter 398 of the Local Government Code, and
defines eligible events as an event held in a public place, selected by an organization with a
competitive selection process in which at least one site outside of Texas was considered. This
fund has no limitations based on municipal or county size and is eligible for the reimbursement
of the General sales and Use Tax. An impact study is conducted and is reviewed by the
Comptroller. If approved, the application must then be approved by the Governor, Speaker of
the House, and Lieutenant Governor. The economic impact "window" for the Special Events
Trust Fund used to identify the expenses incurred in preparing and hosting the event is a
maximum of 30 days.
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RECOMMENDATIONS TO THE 81ST TEXAS LEGISLATURE

1. Extend the timeframe for allowable expenditures for the events held under the Other Events
Trust Fund from two weeks to one year to ensure all expenses incurred in hosting an event are
considered when reimbursing the host location.

2. Review events listed in the Sporting Event Trust Fund that may occur in communities that do
not have the population requirement to qualify for reimbursement. Consider removing the
population requirement to enhance the possible, positive impact such an event could have on the
local, regional and state economy.

3. Identify whether there is a need to make the trust fund programs more transparent and user
friendly for applicants. If so, authorize the Comptroller's office to promulgate rules for the
various trust funds to enhance their ability to create more streamline application and
reimbursement procedures.
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CHARGE 3
Study the use of the Texas Economic Development Act since its enactment as HB 1200,
77th Legislature, Regular Session. Determine how the act may be enhanced to better
Attract significant capital investments by science and technology industries developing
alternative energy sources. (Joint Interim Charge with the House Committee on Energy
Resources)
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COMMITTEE WORK

The House Committee on Economic Development met in a joint public hearing with the House
Energy Resources Committee on April 17, 2008, to discuss Interim Charge #3.

BACKGROUND

The Texas Economic Development Act (act) - HB1200, 77th Legislature, Regular Session, was
enacted in 2001 to encourage companies with large-scale capital investments to move to Texas
and create new, high-paying jobs. A significant portion of the economy in Texas is based in the
manufacturing industry and by enacting aggressive economic development laws, the overall
health and growth in the manufacturing sector has continued to attract business and create jobs.

The act provides a means to local government officials and economic development professionals
to be competitive with other states in providing incentives that will bring large-scale investments
and projects to the state by providing school districts with an effected local economic
development option. The act authorizes school districts to negotiate limitation on appraised
value of property for maintenance and operation property taxation with qualifying business
entities. The act provides an incentive to the owner of qualified property to apply to a school
district for a limitation on the appraised value of the property. The land must be located in an
enterprise zone or a reinvestment zone.

To receive a limitation, the applicant would have to own qualified property, meaning land, new
buildings, other new improvement, or tangible personal property that is not part of a school tax-
abatement agreement and is first placed in service in new buildings or improvement or on the
land on which they were located, if necessary for the business to be conducted there.
Requirements for qualified property is to be in a reinvestment zone and devoted to creating or
enhancing manufacturing, research and development; a clean coal project; renewable energy
electric generation; nuclear electric power generation; or electric power generation using
integrated gasification combined cycle technology.

To receive the appraised value limitation during the two-year qualified period, the applicant must
build or install qualified investments exceeding a specific amount. The required minimum
investment amount is determined through a process of dividing all the state's school districts into
five categories with a differing range of taxable property value. Rural districts are divided
separately into five categories and encompass differing range of taxable industrial property
value.
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Recent changes to Chapter 313, Tax Code, value limitation agreements - During the 80th
legislative session, several bills were passed that impacted chapter 313 value limitation
agreements. There were two bills that made substantive changes. HB 2994 which expanded the
types of property eligible for value limitation agreements by adding nuclear power facilities,
advanced clean energy products, and electric power generation using integrated gasification
combined cycle technology. HB 1470 which not only extended the expiration date of the act to
December 31, 2011 but most notably, it gave school districts the authorization to waive the
minimum number of jobs required by the act if that number exceeds the industry standard for the
type of facility in question. The significance of removing the job requirement is the effect it has
on the original intent of HB 1200 as passed by the 77th Legislature which was, in part, to bring
new jobs to specific areas of the state defined in the act.

Tax Incentives and Limitations for Wind Energy - Alternative energy production is a vital
part of this nation's future. Not only does the production of alternative energies relieve the
overwhelming demand for energy on the global market, but provides jobs and economic capital
to local and state economies here in the United States. Chapter 313 of the Texas Tax code, which
was created to allow school districts to bring in new taxable property for manufacturing and job
creation within that school district by offering a tax credit as well as an 8-year limitation on the
appraised value of the property. In recent years, wind farm infrastructure generation entities have
taken advantage of these incentives and limitations to locate alternative energy wind farms in
Texas.

Since 2003, 74 of the 117 total projects have been wind generation projects which resulted in an
investment of over $7 billion and applications to qualify for project designation is consistently
increasing.'” HB 1470, 80th Legislature, Regular Session, further conformed chapter 313 tax
incentives to be used for wind turbine farms by giving school districts the authorization to waive
the minimum number of jobs required by the Economic Development Act if that number exceeds
the industry standard.

As of now, Ch. 313, created by the Economic Development Act, is the best program or vehicle
available to provide incentives and tax limitations to encourage wind production in the state.
The large amount of interest generated from these incentives as well as the state's renewable
energy portfolio, has made Texas the leader in U.S. wind energy production and is leading the
nation in new wind power capacity installed with three of the five largest wind farms in the
world located here in the state.'® These projects are unique in bringing increased capital to areas
of rural Texas, where other economic development tools do not apply as well, and will bring
large capital investments to different, varied parts of the state. Although job creation is limited,
the creation of projects to harness Texas' limitless, clean wind energy and provide additional
power to meet the ever-growing demand is vital to enhance economic development in Texas.
These projects also provide land owners a new means of income for the use of their land, and
local businesses and individuals benefit form the increase in capital in the area through
secondary impacts that positively benefit local and state economies.
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RECOMMENDATIONS TO THE 81ST TEXAS LEGISLATURE

1. The Legislature should determine the original intent of HB 1200, 77th Legislature, and
identify whether the legislation is continuing to provide tax incentives to create jobs. Review the
changes made to Chapter 313 of the Texas Tax Code since it's inception as HB 1200, 77th
Legislature. The Legislature should determine whether there is a need to modify the legislation
to ensure that local economic development incentives do not go to non-job creating projects.

2. The demand for alternative energy within the state has grown rapidly in Texas over the past
few years. Texas leads the nation in wind energy projects and infrastructure. To date, the best
vehicle for wind energy tax incentives and limitations is Chapter 313 of the tax code originally
designed to benefit manufacturing companies and other entities that would provide jobs to the
state. The Legislature should use the tax limitations and tax credit provisions within HB 1200,
77th Legislature, as a template to create and adopt separate legislation that would provide a
format for incentives or tax abatements specifically designed for alternative energy infrastructure
creation and growth. This would allow for more applicable incentives to the alternative energy
industry as well as maintain the original purpose of HB 1200, 77th Legislature, which is job-
creation vehicle.

3. Identify ways to enhance the ability of the state to provide incentives to create and maintain
jobs in areas of Texas that have been negatively impacted by natural disasters. Provide further
incentive opportunities for business entities to give greater consideration in investing in these
areas for rapid revitalization and redevelopment.
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CHARGE 4
Monitor the agencies and programs under the committee's jurisdiction.

COMMITTEE WORK

The House Committee on Economic Development monitored the agencies and programs under
it's jurisdiction throughout the 80th Legislative Interim.

RECOMMENDATIONS TO THE 81ST TEXAS LEGISLATURE

The committee does not have any recommendations at this time regarding the agencies under
its jurisdiction.
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