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What Drove Reform Effort?

• Property taxes too high• Property taxes too high
• Economy and tax system out of sync
• Courts threatening to close the schools
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“With the growth in the economy 
occurring in the lightly taxed g g y
industries, Texas cannot grow its 
way out of its tax problemway out of its tax problem.  
Rather, we’re growing our way 
i t it ”into it.”  

TAX FAIRNESS; Property Tax Relief for Texans
Report of the Texas Tax Reform Commission, 2006



Courts Threatening to Close the g
Schools

We now hold, as did the district court, that local ad 
valorem taxes have become a state property tax in 
violation of Article VIII, section 1-e, as we warned ten 
years ago they inevitably would absent a change inyears ago they inevitably would, absent a change in 
course, which has not happened. … To end the 
constitutional violation, we agree with the district court 
that the use of the current system must be enjoinedthat the use of the current system must be enjoined.

— Supreme Court of Texas November 22 2005Supreme Court of Texas, November 22, 2005



Design Considerations for the 
Revised Franchise Tax

• More closely resemble the economy
• Low rateLow rate
• Broad-based

A l t ll li bilit hi ld d b i• Apply to all liability-shielded business 
types

• Be legal (“Bullock Amendment”)
• Close Loopholesp
• Increase the revenue



TTRC Plan, Time of EnactmentTTRC Plan, Time of Enactment
Fiscal 2008:

Reformed Franchise Tax $3.4 billion
Tobacco Taxes $0.7 billion

$Increased Tax Compliance Measures $0.1 Billion
Surplus Revenue $1.7 billion

Property Tax Reduction $5.8 billion

The above estimates were developed by the LBB in 2006.  By the end of the 
2007 session the estimated cost of the property tax reduction had risen to $7 02007 session, the estimated cost of the property tax reduction had risen to $7.0 
billion, driving the amount to be borne from the surplus to $2.7 billion.



Endorsing the PlanEndorsing the Plan
American Cancer Society –Texas 
Division Texas Airline Association Texas Parent Teacher 

Association
American Forest and Paper 
Association Texas Apartment Association Texas Press Association

American Heart AssociationAmerican Heart Association -
Texas Affiliate Texas Association of Business Texas Restaurant Association 

American Lung Association of 
Texas Texas Association of Builders Texas School Alliance

American Electronics Association Texas Association of 
Manufacturers 

Texas Society of Professional 
Engineers 

A i P d S i T S A i i fAutomotive Parts and Service 
Association Texas Association of Realtors Texas State Association of 

Firefighters 
Association of Chemical Industry 
of Texas

Texas Council of Engineering 
Companies

Texas Taxpayers and Research 
Association 

AT&T Texas Credit Union League Texas Trial Lawyers Association 
Beer Alliance of Texas Texas Chemical Council Valero Energy Corporationgy

Campaign for Tobacco-Free Kids Texas Daily Newspaper 
Association

Wholesale Beer Distributors of 
Texas

Greater Dallas Chamber Texas Economic Development 
Council Corpus Christi Chamber

Greater Houston Partnership Texas Farm Bureau El Paso Chamber
Hispanics for Opportunity C CHispanics for Opportunity, 
Progress and Education Texas Forest Industries Council Arlington Chamber

Home and Land Association of 
Texas Texas Hospital Association Fort Worth Chamber

Non Profits for Tax Fairness – 
Texas Texas Instruments  Dallas Chamber

Pineywoods Economic Texas Motor TransportationPineywoods Economic 
Partnership

Texas Motor Transportation 
Association San Antonio Chamber

Shell Texas Oil & Gas Association 
Texas Association of Mexican-
American Chambers of 
Commerce



A Net Tax Cut…
Tax Changes in Billions
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The above estimates were developed by the LBB in 2006.  By the end of 
the 2007 session, the estimated cost of the property tax reduction had , p p y
risen to $7.0 billion, driving the net tax cut to $2.7 billion.



…for Homeowners
AggregateTax Changes in Billions

Estimated Fiscal 2008
$0.4 

$‐
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Estimated, Fiscal 2008
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$(0.5) Business HomeownersBusiness Home‐
owners
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The above estimates were developed by the LBB in 2006.  By the end of the 2007 
i th ti t d t f th t t d ti h d i f $5 8 billi t

$(2.1)$(2.5)

session, the estimated amount of the property tax reduction had risen from $5.8 billion to 
$7.0 billion.  The business/ homeowner split of this additional $1.2 billion is not available.



Is The Tax Working?
E i R iEconomic Representativeness
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Agriculture $300 ($85) ($0) $215 ($85) ‐28.4% 2.1% 1.7% 0.8%
Mining 1 647 (376) (57) 1 214 (433) 26 3% 11 4% 9 8% 6 7%Mining 1,647           (376)           (57)          1,214         (433)         ‐26.3% 11.4% 9.8% 6.7%
Utilities and 
Transportation

2,060           (535)            121            1,645           (415)          ‐20.1% 14.3% 13.3% 7.3%

Construction 233              (35)              104            303              70             29.9% 1.6% 2.4% 5.1%
Manufacturing 2,326           (549)           274          2,051         (276)         ‐11.8% 16.2% 16.5% 13.0%g , ( ) , ( )
Wholesale and 
Retail

1,541           (313)            230            1,458           (83)            ‐5.4% 10.7% 11.7% 15.8%

Information 954              (243)            139            850              (104)          ‐10.9% 6.6% 6.8% 5.1%
Finance, 
Insurance, and 
Real Estate

3,868           (1,092)        228          3,004         (864)         ‐22.3% 26.9% 24.2% 19.7%

All Other Services 1,468           (334)            540            1,674           206           14.0% 10.2% 13.5% 26.5%

T t l $14 397 ($3 562) $1 577 $12 412 ($1 985) 13 8% 100 0% 100 0% 100 0%Total $14,397 ($3,562) $1,577 $12,412 ($1,985) ‐13.8% 100.0% 100.0% 100.0%

SOURCE: Business Tax Advisory Committee, 2009



Is The Tax Working?
Si f B iSize of Business

Tax as a Percent of Businessʹ Revenue
Business by size of Revenue (gross receipts)

0‐0.5 0.5‐1.0 1.0‐5.0 5.0‐10.0 10.0‐50.0 50.0‐100.0 100.0‐250.0 250.0‐1 1bil.‐5 5bil‐10 Over 10

mil. mil. mil. mil. mil. mil. mil. bil. bil. bil. bil.
Old tax 0.16% 0.31% 0.24% 0.19% 0.18% 0.20% 0.21% 0.20% 0.21% 0.19% 0.21% 0.10%
N t 0 20% 0 03% 0 23% 0 28% 0 25% 0 23% 0 22% 0 22% 0 24% 0 23% 0 18% 0 14%

All taxpayers

New tax 0.20% 0.03% 0.23% 0.28% 0.25% 0.23% 0.22% 0.22% 0.24% 0.23% 0.18% 0.14%

SOURCE: Business Tax Advisory Committee, 2009y



Is The Tax Working?
E i R iEconomic Representativeness

“In summary, the report indicates that 
franchise tax liability increased for all sizesfranchise tax liability increased for all sizes 
of taxpayers except the very smallest, and 
that the tax now reflects the economythat the tax now reflects the economy 
more closely than it did before the margin 
calculation ”calculation.  

SOURCE: Business Tax Advisory Committee, 2009



Is The Tax Working?
R P fRevenue Performance

• Fiscal 2008
• Estimated: $5 87 billion• Estimated: $5.87 billion
• Actual: $4.45 billion

SOURCE: Texas Comptroller’s Office



Overall ScorecardOverall Scorecard

Policy Taxpayer Success?
Feature
Resemble the Economy
Low Rate, Broad Base
A l ll l b l h ld dApplies to all liability‐shielded
Legal (ʺBullock Amendmentʺ)
Cl L h lClose Loopholes
Revenue Increased
SimpleSimple
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