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Introduction

At a board meeting held on Monday, November 18, 2013, SunPower Corporation
presented an application to the Marfa ISD Board of Trustees seeking a property
value limitation agreement under Chapter 313 of the Tax Code for Solar Star
Texas Il, LLC an electrical power generation project. The project would invest
$100,000,000 in the Marfa ISD.

The Texas Economic Development Act was enacted by the Texas Legislature in
2001 to “encourage large scale capital investments” in the State of Texas.
Entering into these tax limitation agreements gives Texas School Districts the
ability to attract new taxable property and create jobs. Projects that are eligible
for a tax limitation under the Texas Economic Development Act are projects
devoted to manufacturing, research and development, clean coal projects as
defined by Section 5.001, Water Code, an advanced clean energy project as
defined by Section 382.003, Health and Safety Code, renewable energy electric
generation, electric power generation using integrated gasification combined
cycle technology, nuclear electric power generation, or a computer center used
primarily in connection to one of the other categories. The Solar Star Texas Il
project proposes sun powered electric production, a renewable energy electric
generation project, and thus qualifies as an eligible project under the Texas
Economic Development Act.

The proposed agreement calls for a two year qualifying period which would occur
during the 2015-2016 and 2016-2017 school years. The entire value of the
project will be fully taxable for both maintenance and operation (M&O) and
interest and sinking (1&S) during the two year qualifying period. The proposal
calls for the limitation period to span eight years beginning with the 2017-2018
school fiscal year and ending with the conclusion of the 2024-2025 school fiscal
year. The full value of the project will remain fully taxable for 1&S levies. The full
value of the project, $100,000,000, will be invested during the 2017-2018 school
year and will be reduced by depreciation in subsequent years.

The proposed agreement calls for a calculation of the revenue impact of the value
limitation on the school district in years three through ten under the school
finance and property tax laws which would apply during that period. It is



estimated that Marfa ISD would suffer a revenue loss of $989,870 in the third
year of the agreement.

The total tax savings to the applicant is estimated to be $4,212,066 over the
course of the agreement. All of these savings will be the result of the limit
imposed on M&O taxes during years three through eight. Due to the fact that no
taxable value is attributed to the project for the two qualifying years, no tax
credits will be applicable.

Texas Public School Funding

Texas school districts are financed by some combination of local property tax
revenue and state aid. All Texas School Districts collect ad valorem property taxes
to use for the maintenance and operation of the school district and taxes to pay
the principal and interest on bonded debt approved by district voters. While taxes
are collected by the district on the current year County Appraisal District (CAD)
value, the state funding formulas use the Comptroller’s Property Tax Division
(CPTD) value for the purpose of calculating the district’s required local shares
within the funding tiers of that formula. The CPTD is a reflection of last year’s CAD
value; therefore, it lags behind the CAD value in all years. Texas School Finance
Law establishes the Foundation School Program that determines how much state
and local aid a school district is due and how much of this revenue is provided by
the state. The program is administered by the Texas Education Agency. The
Foundation School Program is meant to ensure that all school districts, regardless
of property wealth, receive “substantially equal access to similar revenues per
student at similar levels of tax effort, considering all state and local tax revenues
of districts after acknowledging all legitimate student and district cost
differences.” In other words, the system seeks to provide the same dollars for the
same kids for the same tax effort.

The operations component of the Foundation School Program provides funding
for school districts in two tiers. Tier 1 provides districts a basic level of funding
with allotments for special programs. The revenue that a school district is
guaranteed in Tier 1, at the compressed tax rate, is determined by either the
target revenue/hold harmless formulas or the state share of Tier 1 plus local taxes
collected at the compressed rate, whichever is greater. In 2006, the legislature
mandated that school districts compress maintenance and operation tax rates by



one third. The legislation held districts harmless at revenue totals derived from
formulas that took into account revenues generated during the 2005-2006 school
year. This placed virtually all school districts under target revenue/hold harmless
formulas. To replace local tax revenue lost due to tax compression, the state
provided Additional State Aid for Tax Reduction. Subsequent legislation in 2009,
2011, and 2013 moved many districts out of target revenue/hold harmless
funding and into formula funding. The 2011 legislative session cut $4 billion
dollars from the Foundation School Program and formulas were adjusted
accordingly. Some of these cuts were restored by the recently completed 2013
legislative session. A statement of legislative intent adopted in 2011 calls for the
complete elimination of Additional State Aid for Tax Reduction by the 2017-2018
school year.

The other tier of the operations component of the Foundation School Program is
Tier 2. Tier 2 of the FSP is intended to supplement the funding provided in Tier 1.
Currently this tier provides for a guaranteed yield of $59.97 per penny per
Weighted ADA for the first six pennies levied and collected above the district
compressed tax rate and a yield of $31.95 per penny per weighted ADA for
pennies collected above the first six pennies up to a maximum M&O tax rate of
$1.17.

Marfa ISD has been a target revenue/hold harmless district from the 2006-2007
school year through the 2012-2013 school fiscal year. It is predicted that this will
change with the 2013-2014 fiscal year. Preliminary calculations show Marfa
becoming a “formula” district for 2013-2014 and remaining in formula funding for
the duration of the tax limitation agreement period. Marfa ISD currently levies an
M&O tax rate of $1.04.

The other component of the Foundation School Program is Tier 3 which assists
eligible school districts with state aid to pay debt service. These programs
provide for a guaranteed yield of $35 per Average Daily Attendance per penny of
tax effort. Marfa ISD does not qualify for this program because the local yield per
penny derived from the current tax base is greater than the guaranteed yield per
penny guarantee. The additional property value that would result from this
proposed agreement would allow the district to finance more bonded debt with
fewer pennies on the 1&S tax rate.



Project Assumptions

Chapter 313 applications require that 15 years of data be analyzed to project the
impact of the proposed limitation agreement on the school district and on the
taxes paid by the project applicant. In analyzing this data for the Marfa
Independent School District, the following assumptions were made:

1. School funding formulas under Senate Bill 1 enacted by the 83™
Legislature, Regular Session, will be in place throughout the proposed
limitation agreement.

2. Student counts for both Average Daily Attendance and Weighted ADA will
remain constant during the 15 year agreement period.

3. The local property value, as certified by the County Appraisal District on or
about July 25, 2013, was used as the base value for both subsequent CAD
and CPTD property values.

4. Tax collections for each year of the projections were based on an M&O tax
rate of $1.04 and 1&S tax rates ranging from S$.17 to S.27. Collection rates
of 100% were used throughout the 15 years.

Utilizing these assumptions makes it possible to isolate the effects of the value
limitation agreement on both the applicant company and the Marfa Independent
School District. A summary of the data used in this analysis is illustrated in Table
1.

School Funding Impact on Marfa ISD

In order to predict the financial impact that the property tax limitation agreement
would have on the Marfa Independent School District, two funding models were
prepared using the data assumptions noted earlier.

The first model developed adds the value of the proposed Solar Star Texas Il, LLC
project to the baseline property value but assumes that no tax limitation
agreement is in place. A summary of these calculations can be seen in Exhibit A.

The second model developed adds the Solar Star Texas Il, LLC value but imposes
the limitation of $10,000,000 starting in the third year of the agreement, which is
the 2017-2018 school year, and continuing through the tenth year of the



agreement, which is the 2024-2025 school year. The results of this model can
also be seen in Exhibit A.

These models estimate that the property tax limitation agreement would result in
a loss of total M&O revenue of $989,870 in year three of the agreement, which is
the 2017-2018 school year. The Revenue Protection clauses in the tax limitation
agreement will hold the district harmless on this potential loss of revenue. A
small gain in total revenue is indicated in years four through eleven and the
calculations show no difference in M&O total revenue for years twelve through
fifteen.

Impact on the Taxpayer

In the first two years of the value limitation agreement, the full value of the
project is taxable. In years three through ten of the agreement, the taxable value
of the project would be limited to $10,000,000 for M&O purposes. The full value
of the project would remain taxable for 1&S levies.

It is estimated that Solar Star Texas II, LLC will benefit from tax savings resulting
from the tax limitation in years three through ten of the agreement in the amount
of $4,212,066. Net savings to the district when Revenue Protection Payments are
considered would be $3,222,196. In addition under current law, the company
could also be entitled to a tax credit for any taxes paid during the two qualifying
years of the agreement over and above the limitation amount. Schedule B of the
application submitted for the Solar Star Texas Il, LLC project shows that no taxable
value will be attributed to the two qualifying years which are the 2015-2016 and
2016-2017 school years, thus no tax credits will apply.

A separate spreadsheet is included with this report entitled the “Comptroller’s
BETA Spreadsheet”. Tax benefits to the district, as well as tax credit calculations,
are illustrated on this spreadsheet.

Impact on Marfa ISD Facilities Funding

The total value of the Solar Star Texas I, LLC project will remain fully taxable for
the I1&S part of the district tax rate. This applies not only to the debt currently



being financed by Marfa ISD but also to future bonded debt that might be
approved by district voters.

The Instructional Facilities Allotment and the Existing Debt Allotment are
provisions of the state funding laws that provide state money to help districts pay
the principal and interest on bonded debt. These programs provide a guaranteed
yield per penny of $35 per ADA per penny of tax effort. Marfa ISD is not eligible
for either of these state programs because their current tax base provides more
than the state guarantees per student.

Estimates produced by these calculations predict that the added taxable value
that will be available to Marfa ISD during this agreement period will allow the
district to finance debt currently on bond payment schedules with a tax rate less
than the current rate of $.29. It is predicted that I&S tax rates will range from a
low of $.17 to a high of $.27 during the course of this agreement.

Summary

Solar Star Texas II, LLC and the Marfa Independent School District will both
benefit if this tax limitation agreement is ratified. It is estimated that Solar Star
Texas Il, LLC will enjoy net tax savings over the course of the agreement of
$3,222,196. The agreement will enhance the tax base of the Marfa ISD and allow
the district to service debt with a lower I&S tax rate. It should be noted that all
school funding calculations that are used in this report are based on current Texas
School Funding Law. This law has been found unconstitutional by a district court
judge and it is anticipated that the Texas Supreme Court will soon review the
case. A win by the plaintiffs in this case is expected and will likely result in the
Texas Legislature enacting significant changes in Texas School Funding Law.
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1

2 [EXHIBIT A SOLAR STAR TEXAS I, LLC - M&0O REVENUE AGREEMENT

3

4 Revenue with Agreement
5 | Line Column Column Column Column Column Column Column Column Column Column Column Column
6] 6 B c D E F G H I J K L M
[ 7] 7 Agreement School Tax District M&O Taxes State Funds  Taxable  Total Taxable Total M&O Total Total Funds Net
E1 R Year Year Year Taxable Value Not Including Not Value Value Funds State Funds Combined Projected
9] o Not Including Project Including Per Combined with Values (Loss) / Gain
[10] 10 Project Project SunPower Value Combined From
1] 11 Values Agreement
12
[13] 14 0 2014-15 2014 $159,186,640 $1,665,541 $1,806,869 $0 $159,186,640  $1,655,541 $1,861,886 $3,517,427 $0
(14| 15 1 2015-16 2015 $159,186,640 $1,655,541  $1,861,886 $0 $159,186,640  $1,655,541 $1,861,886 $3,617,427 $0
(15| 16 2 2016-17 2016 $159,186,640 $1,655,541  $1,861,886 $0 $159,186,640  $1,6565,541 $1,861,886 $3,5617,427 $0
16| 17 3 2017-18 2017 $159,186,640 $1,655,541  $1,861,886 $10,000,000 $169,186,640 $1,759,541 $1,867,871 $3,627,412  ($989,870)
[17] 18 4 2018-19 2018 $159,186,640 $1,655,541  $1,861,886 $10,000,000 $169,186,640 $1,759,541 $1,757,886 $3,517,427  $159,200
1__8 19 5 2019-20 2019 $159,186,640 $1,655,541  $1,861,886 $10,000,000 $169,186,640 $1,759,541 $1,757,886 $3,617,427  $135,800
19| 20 6 2020-21 2020 $159,186,640 $1,655,541  $1,861,886 $10,000,000  $169,186,640 $1,759,541 $1,757,886 $3,517,427  $115,819
E 21 7 2021-22 2021 $159,186,640 $1,655,541  $1,861,886 $10,000,000 $169,186,640 $1,759,541 $1,757,886 $3,617,427 $98,757
21| 22 8 2022-23 2022 $159,186,640 $1,655,541  $1,861,886 $10,000,000 $169,186,640 $1,759,541 $1,757,886 $3,617,427 $84,189
[22] 23 9 2023-24 2023 $159,186,640 $1,655,541  $1,861,886 $10,000,000 $169,186,640 $1,759,541 $1,757,886 $3,517,427 $71,754
[23] 24 10 2024-25 2024 $159,186,640 $1,655,541  $1,861,886 $10,000,000 $169,186,640 $1,759,541 $1,757,886 $3,517,427 $61,140
[24] 25 1 2025-26 2025 $159,186,640 $1,655,541  $1,861,886 $27,249,053  $186,435,693  $1,938,931 $1,767,192 $3,706,123  $240,780
(25| 26 12 2026-27 2026 $159,186,640 $1,655,541  $1,861,886 $23,161,695  $182,348,335 $1,896,423 $1,576,645 $3,473,068 $0
126 27 13 2027-28 2027 $159,186,640 $1,655,541  $1,861,886 $20,000,000 $179,186,640 $1,863,541 $1,619,513 $3,483,054 $0
[27] 28 14 2028-29 2028 $159,186,640 $1,655,541 $1,861,886 $20,000,000 $179,186,640 $1,863,541 $1,653,886 $3,517,427 $0
[28] 29 15 2029-30 2029 $159,186,640 $1,655,641  $1,861,886 $20,000,000 $179,186,640 $1,863,541 $1,653,886 $3,5617,427 $0
[29] 30
130 31

31| 32 REVENUE without Agreement
[32]| 33 School  Tax District M&O Taxes State Funds Taxable Total Taxable Total Total Total Funds
[33] 34 Year Year  Taxable Value On Value Not Value Value M&O Funds State Funds Combined
34| 35 Not Including  Not Including Including Per Combined with Values
35| 36 Project Project Project SunPower Value Combined
136 | Value

37
(38| 37 0 2014-15 2014 $159,186,640 $1,655,541  $1,806,869 $0 $159,186,640 $1,655,541 $1,861,886 $3,517,427
E 38 1 2015-16 2015 $159,186,640 $1,655,5641  $1,861,886 $0 $159,186,640 $1,655,541 $1,861,886 $3,517,427

40| 39 2 2016-17 2016 $159,186,640 $1,655,541  $1,861,886 $0 $159,186,640  $1,655,541 $1,861,886 $3,517,427
[41] 40 3 2017-18 2017 $159,186,640 $1,665,541  $1,861,886 $100,000,000 $259,186,640 $2,695,541 $1,921,741 $4,617,282
[42] 41 4 2018-19 2018 $159,186,640 $1,655,541  $1,861,886 $85,000,000  $244,186,640 $2,539,541 $818,686 $3,358,227
[43] 42 5 2019-20 2019 $159,186,640 $1,655,641  $1,861,886 $72,250,000  $231,436,640 $2,406,941 $974,686 $3,381,627
[44]| 43 6 2020-21 2020 $159,186,640 $1,655,541  $1,861,886 $61,412,600  $220,599,140 $2,294,231 $1,107,377 $3,401,608
(45| 44 7 2021-22 2021 $159,186,640 $1,655,541  $1,861,886 $52,200,625  $211,387,265 $2,198,428 $1,220,243 $3,418,671
l46| 45 8 2022-23 2022 $159,186,640 $1,655,541  $1,861,886 $44,370,531 $203,557,171  $2,116,995 $1,316,243 $3,433,238
E 46 9 2023-24 2023 $159,186,640 $1,665,541  $1,861,886 $37,714,952  $196,901,592  $2,047,777 $1,397,896 $3,445,673
|48 | 47 10 2024-25 2024 $1569,186,640 $1,655,5641  $1,861,886 $32,057,709  $191,244,349  $1,988,941 $1,467,346 $3,456,287
149 | 48 1 2025-26 2025 $159,186,640 $1,655,5641  $1,861,886 $27,249,053  $186,435,693 $1,938,931 $1,526,412 $3,465,343

50| 49 12 2026-27 2026 $159,186,640 $1,655,5641  $1,861,886 $23,161,695  $182,348,335 $1,896,423 $1,576,645 $3,473,068
(51| 50 13 2027-28 2027 $1569,186,640 $1,655,541  $1,861,886 $20,000,000 $179,186,640 $1,863,541 $1,619,513 $3,483,054
E 51 14 2028-29 2028 $159,186,640 $1,655,541  $1,861,886 $20,000,000 $179,186,640 $1,863,541 $1,653,886 $3,617,427
53| 52 15 2029-30 2029 $159,186,640 $1,655,541  $1,861,886 $20,000,000 $179,186,640 $1,863,541 $1,653,886 $3,617,427

54
55| Notes:
[56 | 1. Assumes no increase or decrease to the student population
|57 2. Assumes no increase or decrease to the base year (2014-15) certified taxable value
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