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July 24, 2026

The Honorable Joan Huffman, Chair

The Honorable Juan Hinojosa, Vice-Chair

The Honorable Members Bettencourt, Campbell, Creighton, Flores, Hall, Hancock, Hughes,
Kolkhorst, Nichols, Paxton, Perry, Schwertner, West, and Zaffirini

Senate Committee on Finance

Re: Data Center Investment and State Fiscal Tax Effects

The Greater Edwards Aquifer Alliance (GEAA) appreciates the opportunity to submit these
comments on behalf of our 59 member groups that are allied in advocacy for the preservation
of our ground and surface water resources in 21 counties within Central and South Texas.
We work in this field to ensure the protection of the health, safety, and welfare of all those
who rely on these sources of water.

Introduction

The Edwards and Trinity aquifers supply over 2 million people in Texas with water and
underpin many local economies. These two aquifers are porous karst limestone aquifers that
are highly susceptible to drought and, because of the rapid flow of waters within the
systems,! to contamination. Over the past quarter century, the Edwards and Trinity aquifers
have both frequently been in emergency drought stages, and in early 2026, both reached
their lowest level since 1990.

The Edwards and Trinity aquifer region — i.e., the Texas Hill Country — is frequently under
Exceptional Drought conditions; long-term rainfall forecasts predict below normal conditions,
evaporation forecasts predict high rates of evaporative loss, and “thousands of groundwater
wells...have seen a drop in their water levels”.23 Texas faces a very real possibility of a
severe water shortage in certain parts of the state by 2030 and a large state-wide water
deficit by 2070. Water supplies in counties that rely on the aquifers are facing unprecedented
demand; in Comal County, Texas Water Company recently had to deny service to nine
developments due to a lack of water supply. At the same time, the region has suffered back-
to-back devastating floods, with billions of dollars in economic losses and far too many
fatalities.

The costs of these pressures are not minimal. The 2027 Draft State Water Plan predicts that
meeting Texas’ water supply and infrastructure needs over the next 50 years will cost at
least $174 billion.# The 2024 State Flood Plan requires $54.5 billion in flood mitigation project
needs.® The recommendations outlined herein can help ensure emerging high demand
industries are not further exacerbating these costs and instead provide ways in which the
industry may be able to help offset them.

Data Center Economic Investments and Tax Incentives
Much of the following section is pulled from our white paper, Data Centers in Texas: A
Review and Call for Innovation and Requlation.

Many communities and boosters tout the economic and job creation benefits of a data center
coming to town. Data centers can generate enormous tax revenues for local communities,
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but they also have a “dismal reputation of creating the lowest number of jobs per square foot in their facilities,” and
often create far fewer permanent jobs than promoted. The construction of a data center facility can create more than
1,000 construction jobs and high levels of short-term revenue, but the center itself often only provides for tens or low
hundreds of local permanent jobs, with lower annual revenues to the local government.” Even in the construction
phase, however, specialized construction workers may move from project to project, creating less net new
employment than expected.®

Texas provides multiple examples of the limited long-term local job creation of data centers. For example, “in
Rockdale, Texas, a crypto mining company promised to build a facility that would create 350 jobs, but in fact only
generated 14 jobs.” In Abilene, Texas, the OpenAl Stargate campus employed 1,500 construction workers but is
expected to employ only 100 full-time employees once complete, “a fraction of the number of people who might work
on the same one million square feet if it were an office park, factory, or warehouse.”0

While data centers often do not have much of an impact on the local job market, they can have an indirect impact
elsewhere in the economy, including jobs in the upstream supply chain for data centers and downstream in the sectors
supported by data center operations. For every direct job, there are on average 7 indirect jobs supported.'" Thus,
there may be statewide or national economic benefits even if “the actual economic effect on host communities may
be more diffuse.”?

Data centers can contribute sizable sums to local government coffers through tax revenues. It is not uncommon,
however, for the actual revenue gain to be less than originally expected, due to significant tax incentives.'3 Many
state governments provide multiple tax exemptions or tax abatements of which data center operators can take
advantage. Texas and Virginia lead the nation in the size of data center tax abatements. Texas’ data center tax
incentive is now “one of the state’s costliest incentive programs and soon to be the most expensive of its kind in the
nation.”4

To receive the exemption, data center companies must create at least 20 jobs paying more than 120% of the median
area salary if the facility is larger than 100,000 square feet and at least 40 jobs at that level if larger than 250,000
square feet.!> There are also certain investment targets in the facility that the companies much achieve to qualify.

In 2023, the Texas State Comptroller estimated that a state sales and use tax exemption program for property used
by certain data centers would cost the state an estimated $130 million in FY 2025. Instead, this program costs the
state an estimated $1.016 billion in FY 2025, a 682% change, “making it one of the most expensive subsidy programs
for any industry in any state.”® Data center subsidies are now predicted by the Texas Comptroller to cost the state
at least $9 billion combined between 2025 and 2030 and at least $1.3 to $1.75 billion annually (see figure below).1?
This project is likely to be an underestimate as well.

The $1.016 billion loss to the state does not include the state’s tax exemptions for information and data processing
services, which could include some additional exemptions for data centers. This second tax abatement category cost
the state an estimated additional $236 million in 2025 and is projected to cost at least $332 million annually by 2030.8

Data centers may also receive additional tax abatements from the local government in whose jurisdiction they are
located. Data centers can receive reduced or eliminated property taxes on cooling systems, new or expanded
buildings and facilities, IT hardware, backup power, and servers.'® Local government tax abatement agreements are
one of the few tools that county governments have to influence development impacts within their jurisdictions.

Much of the data center growth in the state is occurring within unincorporated county areas. Counties in Texas do not
have zoning authority, and as such, can place few if any restrictions on where and how data centers can be
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constructed and operated within unincorporated areas. Texans in unincorporated areas of the state are often then
subject to the most immediate impacts that arise from data centers. Compared to municipalities, counties are limited
in their ability to provide buffers between residents and industry or prohibit incompatible land uses; limit noise
pollution; manage and mitigate stormwater and flooding; or control how a site can be developed. At the moment,
development agreements that provide for tax abatements in exchange for community benefits are realistically all that
counties have to shape development.

"Property Used in Certain Data Centers" Tax
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This chart illustrates the difference in the projected cost of the “Property Used in Certain Data Centers” tax exemption between the report
issued in 2023 (green line) and 2025 (blue line). Produced by the Greater Edwards Aquifer Alliance, relying on Texas Comptroller data.?0

Recommendations Providing Safeguards to Ensure That Texans Benefit from Data Center Investment

Data centers can provide communities with crucial tax revenues, but officials should work to ensure those revenues
are not undercut by tax exemptions. While it is unclear exactly how much local governments are granting data centers
in tax exemptions, the state government alone is predicted to lose between at least $1.3 and $1.7 billion annually
over the next five years from data center tax abatements.

These blanket tax exemptions are not necessarily necessary for development to occur. Some major data center
companies have already decided not to seek tax exemptions in exchange for building and operating in a community,
while some communities in Texas have declined to offer exemptions and have still seen developments move
forward.2" So many other factors influence companies’ decision to locate in Texas: relatively cheap and abundant
energy; access to key infrastructure such as highways, fiber optic cables, and power grids; and relatively cheap and
available land. Data centers facilitate “a profitable, rapidly growing industry that does not need any public financial
support.”22

To protect Texas taxpayers, the Legislature should eliminate, strongly pare back, or place strict limits on the state
level data center tax exemptions. If the state decides to continue to move forward with these exemptions, the facilities
should be required to meet much stricter parameters, including, among others, higher job creation and retention
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minimums, tax revenue minimums, strong and sustainable water and energy conservation provisions, community
investment provisions, and term limits of three to five years.

One to two billion dollars a year could help alleviate many of the pressures facing the state today. Regardless of
whether the legislature chooses to restrict data center tax exemptions, there are other measures the state could take
to ensure Texas tax- and ratepayers are protected. The state should establish fees on data centers that are assessed
proportional to the industry’s impact on local and state resources. These fees could pay into water supply,
infrastructure, energy, and flood mitigation funds across various state agencies.

For example, most of the data centers built or planned in Texas cover the majority of their site with buildings that are
impervious to stormwater infiltration and therefore are likely to contribute significantly to downstream flooding in the
absence of an effective stormwater plan. The state should assess a fee on these structures dedicated to augmenting
the Flood Infrastructure Fund managed by the Texas Water Development Board. To further protect Texans from
flooding and its associated costs, counties should also be able to assess stormwater impact fees and have the
authority to deny plans that do not adequately address stormwater management on site.

The legislature should also establish higher industrial water and electricity rates for the industry to better take into
account their proportional impact on the energy grid and state’s water supplies. And, the state should grant greater
land use authority to counties, to ensure counties do not have to trade away their tax base in exchange for common-
sense, responsible, and protective industry practices.?®

It is important to note that the above recommendations should not be solely restricted to data centers; it is critical that
conversations surrounding data centers do not hide the forest for the trees. There are many industries emerging
across the state, including computing and space tech manufacturing campuses, cryptocurrency mining facilities, and
semi-conductor chip fabrication plants that place similar (if not greater) demands on the state’s water and energy
supplies. The legislature should take care to ensure that whatever measure is taken with regards to data centers
does not leave the state back in the same position it is in currently in three-, five-, or twenty-years’ time with whatever
the next high demand industry may be.

The state should carefully assess how measures to limit the detrimental impacts of data centers and increase their
benefits can be similarly applied to other industries in the state. The measures recommended above and in our white
paper can help protect Texans, their tax dollars, their communities, and their natural resources.

Thank you for your consideration. Please consider GEAA as a resource that is at your disposal, and we look forward
to working with you on this issue.

@w&@@%&\ ‘PQMUB

Annalisa Peace, Rachel Hanes
Executive Director Policy Director
Greater Edwards Aquifer Alliance Greater Edwards Aquifer Alliance
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