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Memorandum 
 
 
 
 
 
 
 
 
May 2, 2003 
 
Honorable Mayor and Members of the City Council 
City of Dallas 
 
At the request of the City Council Business and Commerce Committee, we have 
conducted a verification of the affidavits of compliance received under the City of 
Dallas’ Economic Development Tax Abatement Certification Process. 
 
Our observations and tests disclosed that the City of Dallas’ Department of 
Development Services certification process for 2002 functioned as designed.  
The City has tax abatement agreements that reduce the City tax base by 
$1,485,678,583 and represent $10,396,779 in forgone City taxes for 2002.  
Additionally, as a result of our work, tax abatement account corrections will allow 
the City to levy an additional $517,913 in taxes ($9,775 in taxes for 2002 and an 
additional $508,138 cumulatively over the period 2003-2010). 
 
We appreciate the cooperation of City and Dallas Central Appraisal District staff 
during our examination. 
 
Thomas M. Taylor  
 
 
Thomas M. Taylor, CPA 
City Auditor  
 
c: Teodoro J. Benavides, City Manager 
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Authorization 
 
 
 
 
 
 
 
 
Scope and 
Methodology 
 

At the request of the City Council Business and 
Commerce Committee, we have conducted a verification 
of the affidavits of compliance received under the City of 
Dallas’ Economic Development Tax Abatement 
Certification Process.  This verification was conducted 
under the authority of Chapter IX, Section 2 of the Dallas 
City Charter and the Annual Audit Plan approved by the 
City Council. 
 
The objectives were to determine whether: 

• The companies had complied with the 
requirements outlined in the individual tax 
abatement agreements between the companies 
and the City. 

• The companies had specifically complied with the 
improvements requirement as outlined in Section 
2 and the job creation requirement as outlined in 
Section 3 of the tax abatement agreements 
between the companies and the City.  

• The Economic Development Division (EDD) of the 
Department of Development Services had properly 
reviewed compliance of those abatees that 
previously met the improvement requirements. 

 
Our audit was performed in accordance with generally 
accepted government auditing standards and, 
accordingly, included tests of records and other 
procedures that we considered necessary in the 
circumstances.  The scope of our audit included the 
verification of the information on the affidavits of 
compliance for 19 tax abatement agreements that began 
January 1, 2002 (Appendix A).  Our review included 
onsite visits to the facilities. Additionally, we reviewed 
EDD records on 26 previously existing tax abatement 
agreements (Appendix B) and Housing Department 
records on its five previously existing tax abatement 
agreements (Appendix C).  In our review of the tax 
abatement program, we tested the accuracy of property 
valuation information and tax abatement calculations 
provided by the Dallas Central Appraisal District (DCAD).  
We examined existing and proposed individual tax 
abatement accounts for compliance with the related 
contract terms as to the timing of the abatement and to 
its mathematical correctness. 
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Overall 
Conclusion 
 
 
 
 
 
 
 
 
 
Background 
 

Our observations and tests disclosed that the City of 
Dallas has tax abatement agreements that reduce the 
City tax base by $1,485,678,583 and represent 
$10,396,779 in forgone City taxes for 2002.  As a result 
of our work, tax abatement account corrections will allow 
the City to levy an additional $517,913 in taxes ($9,775 in 
taxes for 2002 and an additional $508,138 cumulatively 
over the period 2003-2010).  EDD’s certification process 
for 2002 functioned as designed.   
 
The Public/Private Partnership Program is designed to 
increase the City’s tax base by encouraging new 
business investment and promoting the creation/retention 
of quality jobs for Dallas residents.  City Council 
Resolution #89-3264, October 11, 1989, adopted the 
initial Guidelines and Criteria governing the Public/Private 
Partnership Program for tax agreements and other 
incentive programs, including infrastructure cost 
participation, development fee rebates, public 
improvement districts, and tax increment financing.  
According to state law, the City must readopt its 
Guidelines and Criteria every two years in order to offer 
tax abatement.  The current Guidelines and Criteria were 
readopted on December 11, 2002. 
 
Upon City Council authorization, the City provides tax 
abatement on added taxable value resulting from 
improvements made to either real estate or on the value 
of new business personal property.  The value of land, 
existing real property improvements, or existing business 
personal property is not subject to tax abatement and 
remains on the City’s tax rolls.  Additionally, tax 
abatement is provided to prospective companies where 
“but for” the incentive the company would not have 
committed the project to a Dallas site.  The “but for” test 
is assumed to be met in Southern Dallas and the 
Southern Dallas Enterprise Zones.  The percentages and 
duration of tax abatement agreements vary based on 
geographical location, project type, investment, and job 
creation/retention.  However, state law does not allow for 
tax abatement periods to exceed ten years. 
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Annually, all companies with existing tax abatement 
agreements must certify that they are in compliance with 
the terms and conditions of the tax abatement agreement 
in order to be eligible to receive an abatement on taxes 
due to the City.  These conditions include, but are not 
limited to, job creation/retention, specific property 
improvement costs, dates for substantial completion of 
property improvements, and affordable housing 
requirements for residential abatements.  Companies that 
do not submit affidavits of compliance to the City, and/or 
cannot evidence said compliance upon the request of 
City staff, should not receive the tax abatement.   
 
In 2002, there were 107 eligible tax abatement 
agreements with the City (Appendix E). Of these 
agreements, 102 are under the direction of EDD.  Five of 
the 107 agreements have affordable housing 
components and are under the direction of the Housing 
Department.   
 
Of the 107 eligible tax abatement agreements, 83 
agreements were certified to DCAD by EDD and the 
Housing Department to receive tax abatements in 2002.  
Of the 24 that were not certified to DCAD: 

• Twelve were defaulted and terminated by EDD for 
not complying with their agreements. 

• Four were denied for initial compliance. 

• Seven are under review by EDD. 

• One is now a tax-exempt property. 
 
Of the 83 City certified agreements, nine did not receive 
tax abatements for one of the following reasons: 

• Not making application for tax abatement to 
DCAD. 

• Not having an increase in appraised value over 
the base year amount; therefore, there is no 
increased value to abate. 

• Being disqualified by DCAD for: 
o Not submitting the correct application.  
o Not providing evidence to DCAD of an 

assignment of the agreement to reflect a 
change in ownership of the property.  
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 The remaining 74 tax abatement agreements for entities 
that received tax abatements comprised 113 related tax 
accounts that reduced the City tax base by 
$1,485,678,583 and represent $10,396,779 in forgone 
City taxes for the 2002 tax year (Appendix F).   
 
We reviewed documentation on the following EDD’s 
records: 
 

• Nineteen of the 107 tax abatement agreements 
had a tax abatement period beginning January 1, 
2002.  (Appendix A)  We determined that 15 of 
these agreements were in compliance and were 
eligible for the 2002 tax abatement. Four of the 
agreements were denied certification by EDD and 
are not eligible for the 2002 tax abatement.  Three 
of the four agreements were denied due to failure 
to submit documentation for initial compliance.  
The other agreement was denied because of 
unpaid real property taxes. 

 

• Ten of the 107 tax abatement agreements were 
judgmentally selected for review (Appendix B). 
These ten agreements were existing tax 
abatement agreements that are reviewed annually 
and had previously met all compliance 
requirements.  We concluded that all of the related 
submissions for City certification were correctly 
evaluated by EDD.  Seven of the ten agreements 
were certified to DCAD.  Three of the ten 
agreements were denied certification because of 
an insufficient number of jobs as required in the 
agreement or a failure to make their annual 
application or report the number of jobs. 

 

• Sixteen of the 107 tax abatement agreements, in 
which the initial year of the “job creation” clause 
was in full effect, were reviewed.  Stated another 
way, 2002 was the first year that the entity had to 
meet the “job creation” requirement of the tax 
abatement agreement (Appendix B). Thirteen of 
the sixteen agreements were in compliance and 
were subsequently certified by EDD to DCAD.  
The other three did not submit job creation data or 
had an insufficient number of jobs as required in 
the agreement and were consequently not certified 
by EDD.  
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The City Auditor's Office reviewed and verified 
documentation on the five tax abatement agreements 
under the Housing Department.  The Housing 
Department determined these agreements were in 
compliance with the affordable housing components and 
were certified to DCAD. 
 
No further action is required on the existing agreements 
that are certified by EDD and the Housing Department.  
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Our review was not intended to be a detailed study of every system, procedure, 
or transaction.  Accordingly, the opportunity for improvement presented in this 
report may not be all-inclusive of areas where improvement may be needed. 
 
Corrections made to tax abatement records will allow the City to 
cumulatively levy an additional $517,913 in taxes for 2002-10. 
 
We identified 12 tax accounts with errors on the DCAD Tax Abatement 
Exemption for 2002 schedule (Appendix D).  Eleven of the accounts were related 
to eight of the tax abatement agreements, and one account was not an 
abatement recipient. These twelve accounts were not correctly recorded in 
DCAD records because of clerical input errors.  Subsequently, we informed 
DCAD of the necessary corrections, and DCAD accordingly corrected the twelve 
accounts. These corrections will result in the City levying an additional $9,775 in 
taxes for 2002.  These corrections will positively affect the future calculations of 
the related tax abatements until the expiration of their individual tax abatement 
agreements.  Therefore, the City should cumulatively levy an additional $508,138 
in taxes over the period 2003-2010 if all the related agreements remain in force.   
 
DCAD has made the appropriate corrections to the related tax accounts and has 
provided the corrected information to EDD.  No further action is required by EDD 
or DCAD for the 2002 tax abatements.  The City Auditor's Office continues to 
monitor the initial compliance requirements of the tax abatement agreements and 
verify the accuracy of  DCAD tax account records and calculations for the City’s 
tax abatement agreements. 
 
We recommend that the Assistant Director of EDD develop procedures to 
annually sample tax accounts for accuracy of the records and to notify DCAD of 
any discrepancies in the records. 
 
Management’s Response: 
 
Development Services requests that the Office of the City Auditor continue to 
verify the accuracy of DCAD tax account records for the City’s tax abatement 
agreements. 
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