
March 2012

Susan Combs 
Texas Comptroller of Public Accounts

Tax-Related State and Local 
Economic Development Programs





1

Tax-Related State and Local  
Economic Development Programs

I. Property Taxes

Tax Increment Financing
Chapter 311, Tax Code
Tax Increment Financing (TIF) is a tool that local govern-
ments can use to publicly finance needed structural im-
provements and enhanced infrastructure within a reinvest-
ment zone. These improvements are usually undertaken to 
promote existing businesses and/or to attract new business 
to the area.

The cost of improvements is repaid by the contribution of 
future tax revenues by each taxing unit that levies tax against 
the property. Each taxing unit may choose to dedicate all, a 
portion of, or none of the tax revenue that is attributable to 
the increase in property value resulting from the improve-
ments. Tax increment financing may be initiated by one of 
two ways: 1) by petition of the affected property owners or 
2) by the city or county’s governing body. Counties or mu-
nicipalities interested in initiating tax increment financing 
should seek the advice of legal counsel.

Recent changes to the TIF Act during the 82nd Legislative 
session include the addition of actual costs of remediation, 
preservation or demolition of public or private buildings 
and school facilities costs to the definition of ‘project costs’. 
In addition, the TIF act adds undeveloped land to the kinds 
of land that may be designated a reinvestment zone. An-
other significant change authorizes a commissioners court 
to enter into a TIF agreement with a municipality on behalf 
of other taxing units (excluding hospital districts) if the ad 
valorem tax rate of the other taxing unit is approved by the 
commissioners court or the commissioners court is required 
by statute to levy the ad valorem taxes of the other taxing 
unit.

For additional information, contact the Comptroller’s Eco-
nomic Development and Analysis Division at 1-800-531-
5441 ext. 3-4679 or 512-463-4679. More information is 
available at: www.texasahead.org/tax_programs/increment_
finance/.

Tax Abatement Act
Chapter 312, Tax Code
A tax abatement is an agreement between a taxing unit and 
a property owner that exempts all or part of an increase in 
the value of real property and/or tangible personal property 
from taxation for a period not to exceed 10 years. Counties, 
cities, and special districts may enter into tax abatement 
agreements; school districts may not. Taxing units must 
adopt guidelines and criteria that govern abatements, prior 
to offering tax abatement agreements. These guidelines and 
criteria are effective for 2 years; after which they must be 
reviewed, revised and re-adopted by the governing body of 
the taxing unit.
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Property that is to be abated must be in a designated rein-
vestment zone. A city or county may designate a reinvest-
ment zone if its governing body determines that the area 
meets the statutory requirements. The governing body may 
designate a reinvestment zone only after holding a public 
hearing and finding that the improvements sought are fea-
sible and would benefit the zone. At least seven days before 
the public hearing, notice of the hearing must be published 
in a newspaper of general circulation and delivered to any 
other local government units that have taxing jurisdiction in 
the area to be included in the zone. Reinvestment zones are 
effective for 5 years and may be renewed.

Once a reinvestment zone is designated, the governing body 
of a taxing unit may enter into a tax abatement agreement 
if it finds that the terms of the agreement and the property 
subject to the agreement meet the applicable guidelines and 
criteria adopted by the governing body. Each taxing unit 
(except a school district) that has jurisdiction over a prop-
erty may offer a separate tax abatement agreement.

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division at 1-800-
531-5441 ext. 3-4679 or 512-463-4679. More information 
is available at www.texasahead.org/tax_programs/proptax_
abatement/.

Value Limitation & Tax Credits
Chapter 313, Tax Code
An appraised value limitation is an agreement in which a 
taxpayer agrees to build or install property and create jobs in 
exchange for an eight-year limitation on the taxable prop-
erty value for school district maintenance and operations tax 
(M&O) purposes and a tax credit. The minimum limitation 
varies by school district. The application for a limitation on 
the appraised value for M&O purposes is submitted directly 
to the school district and requires an application fee, which 
is established by each school district.

To qualify for a tax credit, a separate application must be 
submitted to the school district. The credit is for the M&O 
taxes paid in excess of the limitation amount in the first two 
years. The school district’s tax collector must credit the over-
age in equal parts over the last seven years of the agreement, 
but the credit may not exceed 50 percent of the total taxes 
paid on the qualified property for a given year. Any eligible 
amount not credited in the seven-year period must be cred-
ited over the next three years, but not to exceed the total 
taxes paid on the qualified property in each year.

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division toll free at 
1-800-531-5441, ext. 3-4679, or direct at 512-463-4679. 
More information is available at: www.texasahead.org/
tax_programs/chapter313/.

The Freeport and Goods in Transit Exemptions
Sections 11.251, 11.436 and 11.253, Tax Code
Section 11.251 of the Tax Code provides an exemption 
from taxation of inventory or property that consists of free-
port goods. Freeport goods are tangible personal property, 
including goods, wares, merchandise, aircraft parts and 
ores. The exemption does not apply to oil, natural gas, or 
liquid or gaseous materials that are immediate derivatives of 
refining of oil or natural gas. Freeport goods qualify for the 
exemption if they leave Texas within 175 days from the date 
they are brought into or acquired in the state.
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Section 11.253 provides an exemption from taxation of a 
person’s inventory or property that consists of goods-in-
transit. Goods-in-transit are tangible personal property, 
including goods, wares, merchandise, aircraft parts and ores 
other than oil, natural gas and petroleum products. Goods-
in-transit qualify for the exemption if:

•	 The goods are acquired inside or outside of Texas;
•	 The goods are warehoused and shipped to another loca-

tion within or outside of the state within 175 days of be-
ing acquired or imported into the state; and

•	 The goods are stored at a warehouse that is not in any 
way owned or controlled by the owner of the goods.

Section 11.437 of the Tax Code allows a warehouse opera-
tor to apply for a freeport exemption for the cotton stored 
in the warehouse on behalf of all the owners of the cotton. 
Once granted, the exemption renews automatically each 
year. Further, as long as the cotton is shipped out of state, 
it does not have to meet the 175 day limit to qualify for the 
exemption.

Property qualifies as freeport goods or goods-in-transit re-
gardless of whether the person who owns the property on 
January 1 is the same person who transports the goods out 
of the state. Further, taxation of freeport goods or goods-
in-transit is at the discretion of a taxing unit. A local gov-
ernment may repeal the exemption by majority vote of its 
governing body.

For more information, contact the Comptroller’s Economic 
Development and Analysis Division at 1-800-531-5441 
ext. 3-4679, or 512-463-4679. Application forms and ad-
ditional information are available at www.texasahead.org/
tax_programs/freeport/.

II. Sales Taxes

Development Corporation Act of 1979
Chapters 501–505, Local Government Code
The Development Corporation Act of 1979 authorizes cit-
ies to adopt a sales and use tax and establish a Type A or a 
Type B economic development corporation, or both to ad-
minister the tax funds, provided that city voters approve this 
special, dedicated tax at an election held for that purpose.

All cities located in a county with a population of less than 
500,000 may impose the Type A sales tax if the new com-
bined local sales tax rate would not exceed 2 percent. Some 
cities located in counties with a population of 500,000 or 
more (Bexar, Dallas, El Paso, Harris, Hidalgo, Tarrant and 
Travis) also may adopt Type A sales tax for economic devel-
opment efforts but a city’s eligibility varies from county to 
county.

Type A sales tax can fund manufacturing and industrial 
facilities; research and development facilities; recycling fa-
cilities; distribution centers; small warehouse facilities and 
distribution centers; military facilities; primary job train-
ing facilities; corporate headquarter facilities; job training 
classes; career centers; telephone call centers; business infra-
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structure; airport facilities; and operation of commuter rail, 
light rail or commuter buses.

All cities are eligible to adopt the Type B sales tax if the 
combined local sales tax rate would not exceed 2 percent. 
Type B sales tax funds may be used for the same purposes 
as listed for Type A. In addition, Type B sales tax can also 
fund retail business incentives (if city population is less than 
20,000); sports and athletic facilities; entertainment, tour-
ist and convention facilities; public parks and related open 
space improvements; affordable housing; and water supply 
and conservation programs (with special voter approval).

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division toll free at 
1-800-531-5441, ext. 3-4679, or direct at 512-463-4679. 
More information is available at: www.texasahead.org/
tax_programs/typeab/.

County Assistance Districts
Chapter 387, Local Government Code
Any county may adopt this sales tax, in all or part of the coun-
ty, if the new combined local sales tax rate would not exceed 
2 percent at any location within the district. A county may 
create up to four county assistance districts, but not more than 
one district may be created in a commissioners precinct. The 
commissioners court may serve as the governing body of the 
district; or alternatively, the commissioners court, by order, 
may appoint a board of directors to administer the district.

A county assistance district may fund construction, main-
tenance or improvement of roads or highways; provision of 
law enforcement and detention services; maintenance or im-
provement of libraries, museums, parks or other recreational 
facilities; promotion of economic development and tourism; 
firefighting and fire prevention services and provision of ser-
vices that benefit the public welfare.

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division toll free at 
1-800-531-5441, ext. 3-4679, or direct at 512-463-4679. 
More information is available at: www.texasahead.org/
tax_programs/countyasst/.

III. Other Incentives and Special Assessments

Enterprise Zones
Chapter 2303, Government Code
The Texas Enterprise Zone Program is an economic devel-
opment tool that allows local communities to partner with 
the State of Texas to promote job creation and capital in-
vestment in economically distressed areas of the state. Local 
communities may provide incentives such as tax abatements, 
fee waivers and reduced regulations to businesses within an 
enterprise zone. They also may nominate businesses as en-
terprise projects. Enterprise projects are selected by the state 
and may be eligible for sales tax refunds and other benefits. 
The Comptroller’s office administers enterprise zone refunds 
under Section 151.429 of the Tax Code.

For additional information, contact the Economic Devel-
opment and Tourism Division of the Governor’s Office 
at 512-936-0100. More information is available at: www.
texaswideopenforbusiness.com/incentives-financing/tax/tez.
php.
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For information pertaining to enterprise zone refunds, con-
tact the Comptroller’s Audit Headquarters at 1-800-531-
5441, ext. 3-3900, or direct at 512-463-3900. More infor-
mation is available at www.texasahead.org/tax_programs/
enterprise/.

Chapter 380/381 Agreements
Chapters 380-381, Local Government Code
Chapters 380 (cities) and 381 (counties) of the Local Gov-
ernment Code grant cities and counties broad discretion to 
make loans and grants of public funds or the provision of 
public services, at little or no cost, to promote all types of 
business development including industrial, commercial and 
retail projects. Each agreement can be uniquely tailored to 
address the specific needs of both the local government en-
tity and the business prospect.

Cities should review their charters for provisions which 
might restrict their ability to implement an incentive agree-
ment. Both cities and counties should consider adopting 
policies or guidelines to provide a framework for negotiating 
development agreements. Cities and counties throughout 
Texas have utilized Chapter 380/381 agreements to attract 
businesses and jobs to their communities. For additional 
information, contact the Comptroller’s Economic Develop-
ment and Analysis Division toll free at 1-800-531-5441, ext. 
3-4679, or direct at 512-463-4679. More information is 
available at: www.texasahead.org/tax_programs/ch380-381/.

Municipal & County Hotel Occupancy Tax
Chapters 351-352, Tax Code
Home rule cities, general law cities and 62 counties are au-
thorized to impose a local hotel occupancy tax within their 
jurisdictions. For most cities the tax rate may not exceed 7 
percent of the price paid for the use of a hotel room. The 
tax rate for eligible counties varies. Cities with populations 
under 35,000 also may impose the hotel occupancy tax in 
the city’s extraterritorial jurisdiction (ETJ). If a city adopts 
the hotel occupancy tax within its ETJ, the combined rate 
of state, county, and municipal hotel occupancy taxes may 
not exceed 15 percent.

Expenditures of hotel occupancy tax funds must comply 
with a “two-part test.” First, each expense must promote 
the hotel and convention industry (i.e. “put heads in hotel 
beds”). Second, each disbursement also must conform to at 

least one of seven statutorily-designated categories. The cat-
egories are: convention and visitor centers; convention reg-
istration; advertising the city; promotion of the arts; historic 
restoration and preservation; sporting events, if the city is 
located in a county with a population of 1,000,000 or less; 
and tourist transportation systems.

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division toll free at 
1-800-531-5441, ext. 3-4679, or direct at 512-463-4679. 
More information is available at: www.window.state.tx.us/
taxinfo/hotel/index.html

Public Improvement Districts (PIDs)
Chapter 372, Local Government Code
PIDs offer cities and counties a means for improving their 
infrastructure to promote economic growth in an area. The 
Public Improvement District Assessment Act allows cities 
and counties to levy and collect special assessments on prop-
erties that are within the city or its extraterritorial jurisdic-
tion. Additional financing options are available to certain 
large counties.
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PIDs may be formed to create water, wastewater, health 
and sanitation, or drainage improvements; street and side-
walk improvements; mass transit improvements; parking 
improvements; library improvements; park, recreation and 
cultural improvements; landscaping and other aesthetic im-
provements; art installation; creation of pedestrian malls or 
similar improvements; supplemental safety services for the 
improvement of the district, including public safety and se-
curity services; or supplemental business-related services for 
the improvement of the district, including advertising and 
business recruitment and development.

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division toll free at 
1-800-531-5441, ext. 3-4679, or direct at 512-463-4679. 
More information is available at: www.texasahead.org/
tax_programs/pubimprovement/.

Municipal Management Districts
Chapter 375, Local Government Code
These districts, also called downtown management districts, 
are created within an existing commercial area to finance 
facilities, infrastructure and services beyond those already 
provided by individual property owners or the municipality. 
The improvements may be paid for by self-imposed prop-
erty taxes, special assessments and impact fees, or by other 
charges on district property owners. The creation of the dis-
trict does not relieve a city from providing basic services to 
the area. A district is created to supplement, not supplant, 
the municipal services available to the area.

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division toll free at 
1-800-531-5441, ext. 3-4679, or direct at 512-463-4679. 
More information is available at: www.texasahead.org/
tax_programs/munmanagement/.

Neighborhood Empowerment Zones
Chapter 378, Local Government Code
A Neighborhood Empowerment Zone is a designated area 
within a municipality that is created to promote one or 
more of the following:

•	 Affordable housing;
•	 An increase in economic development;
•	 An increase in the quality of social services, education or 

public safety; or
•	 The rehabilitation of affordable housing in the zone.

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division toll free at 
1-800-531-5441, ext. 3-4679, or direct at 512-463-4679. 
More information is available at: www.texasahead.org/
tax_programs/neighborhood/.

North American Free Trade Agreement (NAFTA) 
Impact Zones
Chapter 379, Local Government Code
NAFTA Impact Zones are intended to promote business 
opportunities for local businesses within the zone; increase 
economic development within the zone; or promote em-
ployment opportunities for residents within the zone.
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A NAFTA Impact Zone must be located in an area where 
the present condition substantially arrests or impairs the 
city’s growth, retards the provision of housing, or consti-
tutes an economic or social liability to public health, safety, 
morals or welfare; an area that is predominantly open, and 
because of obsolete platting, deteriorating structures or 
other factors, substantially impairs or arrests the growth of 
the city; an area that is in a federally-assisted new commu-
nity located in a home rule city or in the area immediately 
adjacent to a federally-assisted new community in a home 
rule city; entirely in an area that meets the requirements for 
federal assistance under Section 119 of the Housing and 
Community Development Act of 1974; or reasonably likely, 
as a result of designation as a NAFTA Impact Zone, to 
contribute to the retention or expansion of primary employ-
ment or to attract major investment in the zone that would 
be a benefit to the property and that would contribute to 
the economic development of the city.

For property within a NAFTA Impact Zone, a city may use 
the following:

•	 Building Fee Waiver—waive or adopt fees related to the 
construction of buildings in the zone, including inspec-
tion and impact fees;

•	 Municipal Sales Tax Refund and Abatement Agree-
ments—offer sales tax refund or municipal sales tax 
abatement agreements, not to exceed 10 years;

•	 Property Tax Abatement—abate municipal property taxes 
on property located within the zone subject to the 10-
year duration limit; or

•	 Environmental Goals—set baseline performance stan-
dards to encourage the use of alternative building materi-
als to address concerns related to the environment or to 
building costs, maintenance or energy consumption.

NAFTA Impact Zones are created and administered locally.

For additional information, contact the Comptroller’s 
Economic Development and Analysis Division toll free at 
1-800-531-5441, ext. 3-4679, or direct at 512-463-4679. 
More information is available at: www.texasahead.org/
tax_programs/nafta/.
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Program Statute Technical Information Tax Type Contact URL

Tax Increment Financing Chapter 311, Tax Code Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Property Tax Comptroller of Public Accounts www.texasahead.org/tax_programs/increment_
finance/

Tax Abatement 
Agreements

Chapter 312, Tax Code Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Property Tax Municipality or County www.texasahead.org/tax_programs/proptax_
abatement/

Value Limitation and 
Tax Credit

Chapter 313, Tax Code Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Property Tax School District,  
Comptroller of Public Accounts

www.texasahead.org/tax_programs/chapter313/

Freeport Exemption Sections 11.251, 11.436  
and 11.253, Tax Code 

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Property Tax Local Taxing Unit www.texasahead.org/tax_programs/freeport/

Development Corporation 
Act of 1979, Type A/B 
Sales Tax for Economic 
Development

Chapters 501 - 505,  
Local Government Code

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Local Sales & 
Use Tax

Municipality,  
Comptroller of Public Accounts

www.texasahead.org/tax_programs/typeab/

County Assistance 
Districts

Chapter 387,  
Local Government Code

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Local Sales & 
Use Tax

County,  
Comptroller of Public Accounts

www.texasahead.org/tax_programs/countyasst/

Enterprise Zones Chapter 2303,  
Government Code

Governor’s Office – Tourism and 
Economic Development 
512-936-0100

Sales and Use Local Taxing Unit,  
Governor’s Office

www.texaswideopenforbusiness.com/incentives-
financing/tax/tez.php

Chapter 2303,  
Government Code

Comptroller of Public Accounts
Audit Division                                                       
1-800-531-5441 or 512-463-3900

Sales and Use Comptroller of Public Accounts www.texasahead.org/tax_programs/enterprise/

Chapter 380/381 
Agreements

Chapters 380-381,  
Local Government Code

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Sales and Use, 
Property Tax, 
Other

Local Taxing Unit,  
Comptroller of Public Accounts

www.texasahead.org/tax_programs/ch380-381/

Municipal & County Hotel 
Occupancy Tax

Chapters 351-352,  
Tax Code

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Local Hotel 
Occupancy Tax

Local Taxing Unit,  
Comptroller of Public Accounts

www.window.state.tx.us/taxinfo/hotel/index.html

Public Improvement 
Districts (PIDs)

Chapter 372,  
Local Government Code

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Special 
Assessment

City or County www.texasahead.org/tax_programs/
pubimprovement/

Municipal Management 
Districts

Chapter 375,  
Local Government Code

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Property 
Tax, Special 
Assessments and 
Impact Fees

City or County www.texasahead.org/tax_programs/
munmanagement/

Neighborhood 
Empowerment Zones

Chapter 378,  
Local Government Code

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Property Tax, 
Sales Tax and 
Local Fee Waivers

City www.texasahead.org/tax_programs/neighborhood/

North American Free 
Trade Agreement (NAFTA) 
Impact Zones

Chapter 379,  
Local Government Code

Comptroller of Public Accounts 
Economic Development and Analysis 
1-800-531-5441 or 512-463-4679

Miscellaneous City www.texasahead.org/tax_programs/nafta/
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