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Tricks and Traps of Data Center State Tax Incentives

by Scott Wright, Alla Raykin, and Laurin E. McDonald

Over the past decade, data center incentives 
and exemptions increased in prevalence as 
states endeavored to attract more businesses in 
the growing and lucrative tech industry. This 
installment of A Pinch of SALT lays out general 
considerations and risks with these incentives. 
Finally, it provides a detailed chart of each 
state’s incentive provisions.

What Are Data Centers?
Data centers are facilities that house IT 

equipment that stores, processes, and 
disseminates data.1 Most businesses and entities 
need access to a data center for critical functions 
like data storage and email.2 Businesses have the 
option to build and maintain their own data 
centers, rent servers at co-location facilities,3 use 
third-party services, or use public cloud-based 
services hosted by large tech companies.4 Data 
centers contain infrastructure to support their 
hardware and software, including components 
like power subsystems, power supplies, 
ventilation, cooling systems, fire suppression, 
backup generation, and connections to external 
networks.5 These facilities potentially create 
new jobs and bring major new investment to 
communities in which they are located.

Types of Tax Incentives

State data center incentives seek to attract 
large-scale investments in new facilities. The 
incentives are often tailored to data centers, 
with minimum investment thresholds and job 
creation requirements, and typically require 
pre-certification to claim benefits. Qualifying 
data centers may be able to claim income, sales, 
and property tax incentives on the basis of their 
qualification.6 And, these data center project 
incentives often inure to the benefit of the data 
center operators’ customers, who may also 
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1
Palo Alto Networks, “What Is a Data Center?” (undated).

2
Id.

3
Collocation facilities are centers owned by others in which a 

company may rent space. Cisco, “What Is a Data Center?” (undated).
4
Palo Alto, supra note 1.

5
Cisco, supra note 3.

6
See, e.g., Ala. Code sections 40-9B-4, -8; Nev. Rev. Stat. Ann. section 

360.754.
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claim sales tax exemptions on the basis of the 
operators’ qualification. States typically limit 
the availability of incentives to 10 to 20 years,7 
although some states allow the incentives to go 
on indefinitely.8

In addition, many states have long-standing 
and more general incentives (usually sales tax 
or property tax exemptions) that may apply to 
data centers and their purchases or property. 
These types of exemptions may be less 
beneficial than data center incentives, but 
generally do not require the investment in a 
new data center project or pre-qualification. 
Instead, these general incentives operate more 
in line with standard sales tax exemptions 
whereby the purchaser uses an exemption 
certificate or claims a refund. Therefore, the 
following section focuses on the specific data 
center incentives rather than the general sales 
tax exemptions (except as noted).

While some of these data center incentives 
date back over a decade (for example, in 
Alabama and Texas),9 several states have 
adopted or expanded exemptions in the past 
few years (for example, Minnesota and 
Washington).10

Qualifying Criteria

Most property and sales tax exemptions 
designed for data centers have stringent criteria 
such as investment and job requirements. A 
data center operator or project must certify that 
it will meet the minimum thresholds, among 
other things, and seek preapproval from the 
prescribed authority, which may be either the 
state taxing agency or the development 
authority.

Investment threshold. The minimum amount 
of capital investment to qualify varies widely 
among the state incentives, ranging from $2 
million to $250 million. For example, 
Maryland’s investment requirement for its 

property tax and sales tax incentives is only $2 
million in qualified personal property in 
specified areas of the state.11 On the other end of 
the spectrum is Illinois, which requires a 
minimum capital investment of $250 million to 
qualify for its sales tax exemptions.12 The 
necessary level of investment may also depend 
on factors such as the data center’s location in 
less-developed areas of the state, the number of 
jobs created, and whether the investment is in a 
new or existing facility.

States generally require that a given project 
be started and completed within a set number 
of years. For example, Florida’s sales tax 
exemption provides that each requirement of 
the data center must be satisfied no later than 
five years after the commencement of 
construction.13 Because the certification process 
is prospective in nature, states may have a 
clawback process or other means of 
remediation if a taxpayer ultimately does not 
meet the certified project thresholds.

Jobs threshold. Fifteen states require that a 
qualifying company create a minimum number 
of new jobs.14 Qualifying jobs are typically 
measured based on the wage relative to the 
median income at the location of the data 
center. For example, Tennessee’s sales tax 
exemption requires that qualifying jobs pay at 
least 150 percent of the state’s average 
occupational wage, which is defined as “the 
average wage for all industries as reported by 
the department of labor and workforce 
development in the most recent annual 
quarterly census of employment and wages 
super sector data for the state.”15 Some states 
require that the qualifying jobs be maintained 
for a certain number of years or for all years that 
the data center qualifies for the exemption. For 
example, South Carolina’s sales tax exemption 
provides that taxpayers must maintain the 
newly created jobs for three consecutive years 
after the data center facility has been certified.

7
See, e.g., Ala. Code sections 40-9B-3(a)(12), -11; Minn. Stat. section 

297A.68(42)(f); Nev. Rev. Stat. Ann. section 360.754(2).
8
See, e.g., Ohio Rev. Code Ann. section 122.175.

9
See Ala. Code section 40-9B-3(a)(12) (eff. Apr. 19, 2012); Tex. Tax 

Code section 151.359 (eff. Sept. 1, 2013).
10

See Minn. Stat. section 297A.68; Wash. Rev. Code section 82.08.986 
(eff. June 9, 2022).

11
Md. Code Ann., Tax-Gen. section 11-239(a)(5).

12
20 Ill. Comp. Stat. 605/605-1025(c).

13
Fla. Stat. section 212.08(r)(2).

14
See, e.g., Ga. Code Ann. section 48-8-3(68.1)(g)(v); Miss. Code Ann. 

section 57-113-21(a).
15

Tenn. Code Ann. sections 67-4-2004, 67-6-102(81).
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Other requirements. States may have various 
other requirements like minimum square 
footage,16 minimum IT load,17 or attainment of 
certain “green building” standards.18

The requirements do not always have to be 
met by a single entity, but in some states may be 
based off the aggregation of the investments by 
the center’s owners and tenants.19 Furthermore, 
when a data center facility meets the threshold 
criteria, co-located users of that data center in 
some states may take advantage of the sales tax 
exemptions for their own property purchases.20

Sales Tax Incentives
The most common data center incentive is a 

sales tax exemption for purchases of tangible 
personal property to be incorporated into the 
data center. The breadth and the procedures for 
claiming these exemptions vary by state.

What is exempt? Most exemptions are limited 
to the acquisition of facilities and equipment 
(hardware and software). For example, Illinois 
provides that qualified tangible personal 
property includes items like electrical systems 
and equipment, mechanical systems and 
equipment, monitoring and security systems, 
and “building materials physically 
incorporated into the qualifying data center.”21 
Arizona exempts purchases of computer data 
center equipment, which means equipment 
“used to outfit, operate or benefit a computer 
data center and component parts, installations, 
refreshments, replacements and upgrades to 
this equipment.”22

Many states’ exemptions are more 
expansive and include not only the hardware 
purchased but other taxable goods and services 
used by the data center. Several states exempt 
electricity or other energy sources — Florida, 
Indiana, Iowa, Minnesota, Mississippi, South 

Carolina, and Texas.23 Other states include the 
heating/air conditioning equipment or security 
equipment. But states generally exclude general 
office equipment if there are corporate offices 
on site at the data center.

State definitions of what data center 
equipment purchases are exempt tend to be 
broad. As an example, Virginia’s sales tax 
exemption broadly applies to equipment “used 
or to be used” in the operation of the data 
center. In June the Virginia tax commissioner 
granted a data center operator’s refund claim on 
equipment purchased for a data center.24 The 
equipment was delivered to a storage center 
before the data center was operating. 
Nonetheless, the commissioner ruled that the 
data center operator was entitled to the 
exemption, explaining that nothing in the 
statutory exemption defined when the 
equipment must be placed in service. The 
commissioner further noted that storing 
equipment in reserve is “an essential part of 
data center operations.” The center operator 
relied on the exemption in making decisions, 
and therefore, the exemption should not be 
interpreted to prohibit qualifying purchases for 
future use.

Exemption certificates versus refunds. Most 
states allow a taxpayer who has pre-qualified to 
obtain an exemption certificate to make all its 
qualified purchases without paying sales or use 
tax upfront. Some, but not all, states require the 
data center operator to report all purchases at a 
later time. This may be as part of the data center 
verification process or a specific procedure 
prescribed for sales tax purposes. At least one 
state (Minnesota) does not allow the use of an 
exemption certificate, and instead requires that 
data center operators receive the benefit only 
through a refund process.25 While some states 
allow the taxpayer to either use the exemption 

16
See, e.g., Iowa Code section 423.3(b); Minn. Stat. sections 

297A.68(42)(c), (d).
17

Fla. Stat. section 212.08(5)(s)(2).
18

See, e.g., 20 Ill. Comp. Stat. 605/605-1025(c); Ariz. Rev. Stat. section 
41-1519(O)(11).

19
See, e.g., Fla. Stat. section 212.08(5)(s)(2); 72 Pa. Stat. section 2934-D.

20
Ga. Code Ann. section 48-8-3(68.1)(g)(v).

21
20 Ill. Comp. Stat. 605/605-1025(c).

22
Ariz. Rev. Stat. section 41-1519(O)(2).

23
See, e.g., Fla. Stat. section 212.08(5)(s)(1)(d); Ind. Code Ann. section 

6-2.5-15-2; Iowa Code Ann. section 423.3(95)(a); Minn. Stat. section 
297A.68(42)(b); Miss. Code Ann. sections 27-65-101(ff), (mm); S.C. Code 
Ann. section 12-36-2120(79)(A); Tex. Tax Code Ann. sections 151.359, 
151.3595; 34 Tex. Admin. Code section 3.335.

24
Va. Public Document Ruling No. 23-67, Va. Dep’t of Tax. (June 1, 

2023).
25

Ariz. Rev. Stat. section 41-1519(O)(2).
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certificate or claim a refund, several states do 
not allow interest to accrue on the refund claim.

General sales tax exemptions. Some states have 
a generally applicable sales tax exemption often 
used by data center operators, but available to 
all taxpayers. These exemptions are generally 
separate from the data center exemptions 
already discussed. However, some states have 
both as options, and the general exemptions 
may offer opportunities for a data center to use 
one or both exemptions.

Georgia, for example, has maintained a 
generally applicable sales tax exemption for 
purchases of high-tech computer equipment 
since 2002, applicable to taxpayers that 
purchase over $15 million of such equipment in 
a calendar year. However, in 2018 Georgia 
enacted an additional and separate sales tax 
exemption applicable specifically to qualifying 
data center operators (with an investment 
threshold and jobs requirements) on their 
purchases of computer equipment and 
additional items. Because the two exemptions 
use the same definition of exempt computer 
equipment, they are interrelated and courts’ 
decisions on the general exemption would 
likely apply to the data center exemption.

In 2010 the Georgia Court of Appeals ruled 
that purchases of electronically delivered 
computer software, which is exempt from sales 
tax, nevertheless count toward meeting the $15 
million computer equipment spending 
threshold.26 This remained unchanged until 
2024, when the legislature amended the 
exemption so that nontaxable purchases of 
electronically delivered software will no longer 
count toward the spending threshold.27 Thus, 
prospectively, it will be more difficult for many 
companies to qualify for the general exemption 
if they primarily purchase nontaxable software.

While Georgia’s data center exemption 
statute lists more types of property than the 
general computer equipment exemption, the 
general exemption can be used at multiple 
locations rather than at a single data center. In a 

case that tested the reach of the general sales tax 
exemption for computer equipment, the 
Georgia Tax Tribunal ruled that a wireless high-
speed LTE network qualifies as computer 
equipment because all the component parts of 
that network are either individual computers or 
an organized assembly of hardware and 
software.28

Income Tax Incentives

While states that provide a specific income 
tax incentive to data centers are limited, 
Mississippi provides for an exemption of all 
income tax imposed on income earned by the 
enterprise and franchise taxes imposed on the 
value of capital used, invested, or employed by 
the business enterprise.29

Texas provides a franchise tax incentive that 
may benefit particular data centers. Generally, 
in computing the receipts apportionment ratio 
for Texas franchise tax purposes, receipts from 
providing a service are sourced to the location 
where the service is performed.30 In 2021 Texas 
issued a revised administrative rule regarding 
sourcing receipts for purposes of its franchise 
tax, which provides that receipts from internet 
hosting are generally considered Texas gross 
receipts only if the customer is located in 
Texas.31 The rule explains that the customer 
location is determined by the physical location 
where the purchaser or purchaser’s designee 
consumes the service. This rule may provide an 
additional incentive for data centers to locate in 
Texas by providing a market-based, rather than 
the costs-of-performance-based, sourcing for 
data storage and retrieval and data processing 
services.32

Limitations on other types of income tax credits. 
A few states proscribe data center operators 

26
ChoicePoint Services Inc. v. Graham, 305 Ga. App. 254 (Ga. Ct. App. 

2010).
27

Georgia H.B. 1291 (eff. Jan. 1, 2024).

28
T-Mobile South LLC v. Curry, Nos. 17232418, 1800700 (Ga. Tax. Trib. 

Aug. 6, 2020); T-Mobile South LLC v. Crittenden, 364 Ga. App. 523 (2022) 
(vacating the Fulton County Superior Court’s decision to reverse the 
tribunal).

29
Miss. Code Ann. section 57-113-21(d).

30
Tex. Tax Code section 171.103(a)(2).

31
34 Tex. Admin. Code section 3.591(e)(13); see also Sirius XM Radio 

Inc. v. Hegar, 643 S.W.3d 402 (Tex. 2022).
32

Some other states also provide these types of electronic services 
sourcing incentives for business activity taxes that benefit data centers. 
See, e.g., La. Rev. Stat. Ann. section 47:287.95(L)(1)(c) (eff. Jan. 1, 2024).
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using the data center incentive from 
concurrently claiming other income tax credits, 
like the jobs tax credit for the same jobs that 
qualify the operator as a qualifying data center.

Property Tax
Because property tax is generally 

administered locally, the availability and extent 
of property tax exemptions for data centers may 
vary based on the jurisdiction. While the 
valuation of data center property may be 
prescribed by the state law, the exemptions in 
some states may be negotiated locally.

Some states, such as Indiana, instituted 
statutory programs applicable to property tax 
exemptions. Localities within Indiana have 
statutory authority to provide an exemption 
from local personal property tax for data 
centers with at least a $25 million investment in 
real and personal property in the facility.33 
Absent a specific state statute, many local 
jurisdictions may offer programs or campaigns 
to lure data center operators (and other 
businesses generally) with substantial property 
tax incentives.

Limitations on other property tax incentives. 
Several states specify that a taxpayer cannot 
simultaneously benefit from the specific data 
center incentive and other property tax-related 
incentives such as those for redevelopment or 
opportunity zones.

Considerations and Opportunities

While the data center incentives offer 
opportunities, these incentives may not be 
perpetual. Some state legislatures recently have 
scrutinized the qualification for data center 
(and other) tax incentives.34 Thus, it is possible 
that there may be additional requirements or 
limitations on their availability. Most 
exemption statutes have a sunset provision that 

automatically terminates the incentives at a 
certain date, unless renewed by the legislature.

Taxpayers should be aware of legislative 
changes and updates affecting what qualifies 
for the exemptions. For example, Washington’s 
data center sales tax exemption depends on the 
location of the data center and when the 
Legislature enacted such exemptions. 
Washington recently published guidance 
clarifying the construction periods for the data 
center and what equipment qualifies.35

Many states require a preapproval process 
through a state agency before a center can claim 
broader credits. Such approval processes may 
include detailed reporting requirements. In 
some cases, the reporting or other information 
about the qualifying data center may be public. 
So taxpayers should consider whether there are 
potential risks to public availability or scrutiny. 
For example, publicity around an incentive 
could subject a taxpayer to an audit for other 
state and local taxes.

Given the variety of state incentive 
requirements and benefits, taxpayers should 
consider potential opportunities in locating or 
relocating data centers to favorable 
jurisdictions. The accompanying table 
summarizes many of the key provisions and 
limitations for the states that offer data center 
exemptions.

33
Ind. Code section 6-1.1-10-44(b).

34
E.g., “Georgia’s 2023 Legislative Session Ends With Significant Tax 

Legislation,” Eversheds Sutherland Legal Alert (Mar. 31, 2023) 
(“Upcoming review of state incentives”); Idaho H.B. 328 (eff. Mar. 16, 
2023) (limiting availability of other incentives for taxpayers claiming 
data center benefit). Many states have mandatory annual studies to 
review the efficacy of these incentives. See, e.g., Nebraska Department of 
Revenue, “2023 Annual Report to the Nebraska Legislature” (Oct. 31, 
2023).

35
Washington Excise Tax Advisory 3213.2023 (May 22, 2023).
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