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Committee Charge on Data Center Investment and State Fiscal Effects:
Since the passage of House Bill 1223, 83rd Legislature, in 2013, the state
cost of providing a sales tax exemption to qualifying data centers has
grown from an estimated $14.6 million for the 2014-15 biennium to a
projected $3.3 billion for the 2028-29 biennium. Study the cost and
consequences of the sales tax exemption provided to data centers under
Tax Code Sections 151.359 and 151.3595. Make recommendations
providing safeguards to ensure that Texans benefit from data center
investment.

Data centers present a complex public policy challenge. Without diminishing
the scale of that challenge, this testimony focuses on the tax and economic
effects of data center development in Texas. From a tax and economic
perspective, data centers are capital-intensive investments like any factory or
refinery, except that data center investment is occurring at an historic
economic scale. Texas cannot afford to sideline itself in the largest
infrastructure buildout in U.S. history.

A. The data center buildout is poised to be the largest infrastructure investment
in U.S. history. In 2026 alone, the data center buildout by the four largest
participating companies in the United States is projected to be the largest
infrastructure build out in U.S. history as a percentage of GDP—bigger than
the railroads over 10 years (1850-59) and bigger than the interstate highway
system over 6 years (1955-70). As a capital expenditure, the data center
buildout in 2026 alone is projected to be 10 times the size of the Apollo
space program over 8 years (1960-73) and is second only to the Louisiana
Purchase (1803), which doubled the size of the United States. The Wall
Street Journal, Big Tech’s Al Push is Costing a Lot More than the Moon
Landing (Feb. 7, 2026) (attached).

B. States frequently compete for capital-intensive investments because large
projects can expand productive capacity, generate construction and supplier
activity, and substantially increase the state and local tax base. From a tax



and economic perspective, data centers are capital-intensive investments
like any factory or refinery.

The Texas of today would be far worse off if we had not participated in the
railroad system, the interstate highway system, or the Apollo space program.
The future of Texas is equally at stake with respect to the economic
opportunity presented by private investment in data center infrastructure.

1. Texas should stay the course on data center investment in Texas. Data centers
significantly expand the tax base and contribute substantial tax revenue to
state and local governments. Tax revenue from data centers can fund tax cuts
or new spending for the benefit of residents.

A.
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The TTARA Research Foundation is conducting a study of the tax and
economic benefits of data center investment in Texas. TTARA will provide the
committee with the complete results of the study in early September.

Like other businesses, data centers are subject to every generally-applicable
tax in Texas, including property tax, sales tax, and franchise tax. Depending
on the decisions of state and local governments in Texas, data centers
have the potential to increase tax revenue for new spending, to fund tax
cuts for residents, or some combination thereof, as they have done in
other states and localities.

1. Loudoun County, Virginia

a. In FY 2027, data centers are expected to generate nearly $1.3
billion in real and personal property tax revenue, which is 45%
of all local tax collections (not only property tax). In this
mostly-residential county, property tax revenue from data
centers exceeds property tax revenue from residential real

property.

b. Loudoun County has cut property tax rates every year for a
decade—from $1.145 per $100in TY 2016 to $0.805in TY 2025,
the lowest county rate in Northern Virginia—while spending
more and building a sizable revenue stabilization fund.

C. According to a Magnum Economics study, Loudoun’s data
centers pay $26 in taxes for every $1 in public service costs
they generate, and without data centers, Loudoun’s residential
rate would need to rise 91% to fund government at the same
level.



Sources:

Loudoun County, Virginia, Frequently Asked Questions,
https://www.loudoun.gov/m/faqg?cat=242 (last visited July 23,
2026).

Loudoun County, Virginia, FY 2027 Proposed Budget,
https://www.loudoun.gov/DocumentCenter/View/219267/FY-
2027-Proposed-Budget-Presentation_2-11-26 (last visited July
23, 2026).

City Journal, The Surprising Heart of the Data-Center Boom,
Spring 2026, https://www.city-journal.org/article/loudoun-
county-virginia-data-centers-construction (last visited July 23,
2026).

Northern Virginia Technology Council, The Impact of Data
Centers on Virginia’s State and Local Economies, 5" Biennial
Report, April 2024, https://e1.nmcdn.io/assets/loudoun/wp-
content/uploads/2025/05/2024-NVTC-Data-Center-Report.pdf
(last visited July 23, 2026).

Central and Southwest Virginia

In Henrico County, Virginia, data center tax revenue seeded,
and continues to fund, a $60 million Affordable Housing Trust
Fund designed to subsidize 150 units per year.

In Mecklenburg County, Virginia, Microsoft data center
operations are largely funding a three-school construction
project with a projected $90 million from FY 2025-2030.

Source: Chamber of Progress, The Hidden Tax Break in Your
Backyard — How Data Centers Cut Property Taxes, May 14,
2026, https://progresschamber.org/insights/data-centers-cut-
property-taxes-virginia-homeowners/ (last visited July 23,
2026).

DeKalb, Illinois

Meta facilities in DeKalb, Illinois generated $48.5 million in
property tax revenue between TY 2021 and 2024, which, among
other things, permitted the local school district to build a new
elementary school.
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Meta was billed another $31.1 million in TY 2025 alone,
bringing the four-year bill to $79.6 million

A planned 795-acre data center project, the Joilet Technology
Center, is expected to generate approximately $310 million
property taxes over 30 years, plus $40 million in utility taxes

Source: NPR Illinois, How do data centers benefit the places
where they’re built? Local mayors give mixed reviews, May 11,
2026, https://www.nprillinois.org/illinois/2026-05-11/how-do-
data-centers-benefit-the-places-where-theyre-built-local-
mayors-give-mixed-reviews (last visited July 23, 2026).

Quincy (Grant County), Washington

In 2006, before major data center investment, Grant County’s
10 largest taxpayers paid $4.25 million in property tax. In 2025,
with data centers as 7 of the 10 largest taxpayers, the top 10
taxpayers paid $54.27 million in property taxes.

In the City of Quincy, where 6 of the 7 data centers are located,
data center assessed value has driven down property tax rates
dramatically, with the current rate about 70% less than it was
before data center investment (falling from $3.12 per $1,000 in
2006 to $0.87788 per $1,000 in 2025), even as the city has
made substantial new investments, including new water
systems, new schools, a new city hall, new police and fire
departments, and bringing sidewalk coverage from 5 to 85% of
city streets. (Some of this involved new bonds, like the school,
but even this was made possible by the lower base property tax
rates.)

Source: Washington Department of Revenue, Tax Revenue &
Economic Development Subgroup Findings Adopted by Full
Data Center Workgroup, Sept. 19, 2025,
https://dor.wa.gov/sites/default/files/2025-
10/DataCenterWorkgroup_AdoptedFindingsMeeting5.pdf (last
visited July 23, 2026).

. Even though Tax Code 88 151.359-151.3595 characterize the sales tax exemption
for data centers as an incentive, the sales tax exemption for data centers is not
special, preferential treatment. The exemption actually reflects an established
principle of sound tax policy—that taxes on business inputs should be avoided
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because they create harmful pyramiding of taxes through the economy, which
increases prices and hides the true tax burden. Moreover, in exempting some
business inputs for a period of time, the sales tax exemption for data centers
simply puts data centers on par with other capital-intensive projects in Texas,
such as manufacturing, agriculture, and timber operations.

A. Machinery, equipment, and materials used in manufacturing, agriculture,
and timber operations are exempt under Tax Code 88 151.318, 151.316, and
151.3162, respectively.

B. Similar to the exemptions for manufacturing, agriculture, and timber
operations, Tax Code 88 151.359 -151.3595 exempt certain materials and
equipment that are necessary and essential to the construction and
operation of a data center, specifically:

1. Electricity;

2. Electrical system;

3. Cooling system;

4, Emergency generator;

5. Hardware or a distributed mainframe computer or server;

6. Data storage device;

7. Network connectivity equipment;

8. Rack, cabinet, and raised floor system;

9. Peripheral component or system;

10. Software;

11. Mechanical, electrical, or plumbing system that is necessary to
operate any TPP described by Subdivisions (2)-(10);

12. Anyotheritem of equipment or system necessary to operate any TPP

described by Subdivisions (2)-(11), including a fixture; and
13. Component part of any TPP described by Subdivisions (2)-(10).

C. The data center sales tax exemption—like the exemptions for manufacturing,
agriculture, and timber operations—reduces the harmful pyramiding of taxes
through the economy that occurs when business inputs are taxed.

1. Data processing and other digital services are used at every stage of
modern business operations: procurement, design, manufacturing,
logistics, inventory management, customer databases, cloud
software, etc.

2. Each of these digital services runs on data centers and on servers that
must be refreshed frequently.
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3. If data center equipment is subject to sales tax, part of the tax cost is
embedded in the cost of digital services used by almost every other
business in the economy, in almost all stages of production.

4. Because all modern businesses run on data and digital services,
additional taxes on data centers function as additional taxes that
pyramid through the economy for all businesses, from agriculture to
manufacturing to Main Street businesses.

5. See Tax Foundation, Jared Walczak, Taxing Data Processing Doesn’t
Just Tax Big Tech, July 20, 2026,
https://taxfoundation.org/blog/digital-services-tax-data-processing/
(last visited July 23, 2026).

The data center sales tax exemption puts data centers on par with
manufacturing, agriculture and timber operations for a period of time.
When the sales tax exemption for a data center expires after 10 or 20 years,
the data center is penalized relative to other capital-intensive operations—
all inputs to the data center are subject to sales tax, while inputs for
manufacturing, agriculture, and timber operations continue to be exempt.

Compared to the exemptions for manufacturing, agriculture, and timber, the
only unusual qualities of the Texas sales tax exemption for data centers
are its limitations—size of investment, number of jobs, and time limit.
The Tax Code does not impose similar limitations on the exemptions for
manufacturing, agriculture or timber.

The "cost" to the state of the data center sales tax exemption should be
considered in context.

1. Whether the sales tax exemption for data centers is viewed as an
incentive or as the proper treatment of business inputs, the “cost” to
the state of the sales tax exemption is in exchange for substantial
private investment in the state that itself yields tax and economic
benefits. The private investment that leads to the state “cost” isnota
foregone conclusion as that investment could go elsewhere, whether
to another state or into the Earth’s orbit. See Yahoo! Finance, Elon
Musk wants to put data centers in space—here’s what that could
actually look like, May 24, 2026,
https://finance.yahoo.com/markets/article/elon-musk-wants-to-put-
data-centers-in-space--heres-what-that-could-actually-look-like-
143000204.html (last visited July 23, 2026).




2. Every $1 billion of sales tax exemption "cost" to the state implies $16
billion of investment and operational spending by a data center, if
calculated only on the basis of sales tax revenue foregone by the state.
However, the actual investment is higher. The implied $16 billion
investment does not include purchases on which sales tax is paid (such
as taxable services) or purchases that are not subject to sales tax in the
firstinstance (such as land). The following table shows the “cost” of the
data center sales tax exemption to the state (per the Comptroller’s Tax
Exemptions & Tax Incidence Report, January 2025) compared to the
implied investment for FY2025-2030.

State "Cost" of Sales Tax Exemption for Data Centers vs.
Implied Private Investment in Data Centers FY2025-2030
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3. In FY2026, the "cost" of the data center sales tax exemption is projected
to be $1.3 billion, while the cost of the manufacturing exemption is
projected to be $11.77 billion, which is 10 times the “cost” of the data
center exemption. That approximate relationship is projected by the
Comptroller to continue through FY2030.

State "Cost" of Data Center vs. Manufacturing Exemption
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4. The “cost” of the data center sales tax exemption is not a cost at all; it
is simply the proper design of a tax. An established principle of sound
tax policy is to avoid tax on business inputs to avoid the harmful
pyramiding discussed above. This principle of tax design is also
illustrated by federal income tax, which allows a deduction for all
ordinary and necessary business expenses and a separate deduction
for capital investments (whether 100% “bonus” depreciation or
depreciation over time).

V. Like any capital investment, data center construction and operation will have
positive economic effects in Texas.

A.

The TTARA Research Foundation is conducting a study of the tax and
economic benefits of data center investment in Texas. TTARA will provide the
committee with the complete results of the study in early September.

The study of economic effects is based on a simulation model of the Texas
economy, including the net economic effects of data center expansion on
gross state output, investment, and consumption.

The study will examine the direct effects of expanding investments in data
centers, including capital investment, construction activity, and growth in
local tax bases.

In addition, it will examine the indirect effects related to the expansion of
state and local tax bases. This includes examining (1) the extent to which the
resulting increase in taxable value related to newly constructed data centers
could support lower property tax levies on other businesses and
homeowners, and (2) the effects of a repeal of the sales tax exemption for
new data centers.

V. TTARA supports tax measures that ensure Texas remains competitively
positioned among U.S. states and other nations to attract employment and
capital investment, including capital investment in data centers. We stand
ready to work with the committee to address the complex issues associated
with the unprecedented size and speed of the infrastructure investment
represented by data centers.
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TECHNOLOGY « ARTIFICIAL INTELLIGENCE [:

Big Tech’s Al Push Is Costing a Lot More Than the
Moon Landing

As a percentage of GDP, the projected 2026 spending of four tech giants rivals the most
momentous capital efforts in U.S. history

By Meghan Bobrowsky, Drew An-Pham and Alana Pipe
Feb.7,2026 at5:30am ET

Spending as percentage of GDP, annual average
Louisiana Purchase (1803)
3.0%

Projected capital spending for Meta, Amazon, Microsoft and Alphabet in 2026
T, 2

U.S. railroads (1850-59)
2.0%
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Sources: National Archives and Measuring Worth (Louisiana Purchase); the companies (Tech capital spending); Visible
Alpha (projected Microsoft capital spending) Louis P. Cain (U.S. Railroads); Robert Gordon (U.S. interstate highway system);
Planetary Society (Apollo); Wall Street Journal calculations (all ratios)

It’s bigger than the railroad expansion of the 1850s, the Apollo space program that put
astronauts on the moon in the 1960s and the decadeslong build-out of the U.S.
interstate highway system that ended in the 1970s.

We’re talking about the data centers now being built and financed by some of the
world’s biggest companies in the artificial-intelligence boom.



Four U.S. tech giants—Microsoft MSFT-1.75% ¥ Meta Platforms META -2.32% v
Amazon AMZN-1.67% ¥ and Alphabet’s GOOGL-1.64% ¥ Google—are planning to spend
up to $670 billion to build out Al infrastructure this year alone as they scramble to

increase the computing power needed to operate and scale their Al-related endeavors.

It has become an increasingly expensive project, one that the companies finance with
their billions of dollars in advertising, cloud and subscription revenue. And if you
compare this spending to some of the biggest capital efforts in U.S. history by

percentage of gross domestic product, you can see exactly how staggering the figures
are.

In fact, it’s dwarfed only by the Louisiana Purchase, completed in 1803, which doubled
the size of the U.S.

Capital spending
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Note: Data are for calendar quarters and years. Capital expenditures figures include finance leases.
Source: the companies

The companies’ capital spending has been increasing as a percentage of their annual



revenue the past few years. In 2026, Meta’s spending could amount to more than 50%
of its sales for the first time ever, according to analyst projections.

Investors and analysts initially expressed concern about Meta’s spending plans for
2026 but gave the company a reprieve after it posted record quarterly earnings

attributed to Al-driven improvements, and forecast even bigger potential growth in

the current quarter.

Amazon’s investors, however, didn’t take kindly to its plans to ramp capital spending
up by nearly 60% to $200 billion this year: On Friday, the company lost $124 billion in

market value.

Market capitalization vs. projected capital spending for 2026
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Note: Data as of market close on Friday. Spending numbers are the high-end projections for Meta and Alphabet.
Sources: Dow Jones Market Data (market capitalization); the companies (projected capital expeditures); Visible Alpha
(Microsoft projected capital expenditures)

Appeared in the February 9, 2026, print edition as "The Cost of Al Efforts Tops Moon Landing’.

Meghan Bobrowsky is a technology reporter in The Wall Street Journal’s San Francisco bureau, where she covers
the tech giant Meta and social media at large. Since joining the Journal in 2021, Meghan has reported on Elon Musk’s
bid and subsequent takeover of Twitter, the criminal trial of Theranos founder Elizabeth Holmes and the rise and fa...
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Drew An-Pham is a graphics reporter at The Wall Street Journal, specializing in cartography and data visualization.
Before joining the Journal, Drew worked as a graphics editor at Science Magazine and a cartographer at Apple
Maps.
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Alana Pipeis a graphics editor at The Wall Street Journal, specializing in data visualization and interactive web
graphics. Prior to joining the Journal, she was a data reporter for Financial Times publications Agenda and FundFire,
where she produced visual stories on corporate governance and the asset management industry.
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