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1 This analysis displays the relationship between an industry’s tax payments for the education system and its draw on that 
system (number of employees).  An analysis of the relationship between tax payments and other measures, such as revenues or 
profitability, would produce a different distribution. 
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3 The state’s ability to impose a net income tax on non-corporate entities may also be impaired by an existing Constitutional 
provision. 



�19                                  

%"�����"������������
.���
���
���������
�����������"���
��6�'��,���4�����
��������
������'
�����
��

-�����4���)������������
� ��'�������
����'�&*@H �)�-�����/H *&��(����' "���,�����'��,��	���

�"���
���-�"�)� ��������
�����������-������"�������$�)
)"����,�
���
����������,��)�����)	@����


' ���

���' 
��������E����")��,��
��������"����
���)����
���
�
����F	�����'������������
�
�"
*A�����������������������������

�

��' ��
)���� �
���"����������
�����

�
���'� �� �����	�
' ���
���-�"�)�

�
��
-��)
)	����� "����
)	�����

�����,� 
� �
���)����� ����)��,�

�
��������
���)� 
������	�����������

�

-�"�)���-
����
������*�

�

;
��"�
���
��
���'
)���������
�����

-�"�)�������"
�����
��
��
)����


�����,
���������
. ����)
)�����������

 ���
�����	����
� �� ��
������ ����)�

,
�
���� ����
���� ���-�
)����

���"���� 
������-�"�)��
'����


�
' �	����-�"�)����. ������

��,���2������*����
�����-�"�)��  ����������������
��"���
��
�	�
�
' ���,� �����
�

"������ ����
)����
��'
��� �������������)�"��
�����������������)
)���)���
�����
6�������������

�����������
��'
����� ��������'�������
)*��!))���������	���
��"��
�����������
�����
�
' ���������

�'���	����������. ���
��
)��"���
��
��-�����
��������D/@
	


�����������
�
�"
�-�"�)��
�)�"��
)�

���D0

	


���)�����
��
)���
����'
�-�������������*�

�

����"' ��������
��

�

����"' ��������
��-�"�)�������
�"�
)����������
� �� 
���������
��
�*����
�����
6�������������
�	�

���,�"��)G"��
)	�-�"�)��
�����
��
)*����
���,��
��
�����-�"�)��
�����
��
)����D/*

� 
�� ���	�

��)����
��������
���������� ��)"����-�"�)��
�����
��
)�/0*�H *���

�

�-������.���")�'
��"�
��-�"�)����������������
���������
������*��(���
����,���
���' �����
�6��

�")�����)�
�����
'
�����������
��-�"�)��' ���
���' �����
���)��
�
�"
	���)��
 �����,���
���.

                                                 
&����)
��"���
��
��E����
�
�,�,
)� ��'���������-���
���
�����
�������������
�F�-�"�)� ���
*@H 	�����
��,������������
�

��-� ������'��,�����������
������������
���)"����*�
@���������,��)�����)�-�"�)��
���' "�
)������'���
����'����������
�'
���)������
)
��������'
����� "� ��
�*��

>
�)��,�������"������-�"�)�"�
����
�
���
� 
��
������
�����������,��)�����)* 
��!���
' ���

���)��-�
���
�
����	��"������
� 
��
�������
���
'
�����)��
��������"����
	�-�"�)��
�)
)"�����
����

��' 
�������*���������' 
��������-�"�)�������
�)
)"�����
����� ��'
������)�)������"���������" ����D0

	


�����

����
' ���

�����-�
�	�����
��
)���
����'
�-�������������*�
A��"���.����
��"���
��
��-�"�)���' "�
���
����
���� ������������
�'��,���"���,���
���'
�����"��������"��
�����"�
)�

������
���������
����* 

���&2��� ��%� <=��������

'��%"���)�!"���-�	!�)���

�����������)�����) 0

	


������

��

7' ���

���)�%-�
�����' 
������� �

	


������

75"�������,�� D&

	




�������
$ /H

�&0� <>����

��-��+�����&�")!����&0�3&��������&�1!�

1�234*�������������
�������
����������������!����������

�

 
 

Tax BEFORE Property Tax Savings 



20                                                                                                              �

����
)�"�
)�����M����6������)����N����'�-����������
'����
)��������)��)��
����
����"
�-�"�)�

����
��
�'������
����
����
�������
�
�"
�*�
�

�

�����,�7)"���������
��� ���������������
�����
�;"),
��

�

��
�����)�'�G���
�
'
��������������,� �� 
���������
��
��-�"�)���'
����'���
�����
��"� �"����)�

���"��������
��
������"�"�
�����
��
�
�"
*��(�����)���,	���
�����
������-�
),
�������
)"����������

�"���� ��"),
�� �������	���)����������,�������������
����,
�
�����
�
�"
���������
���)��	���)����

��
�,��-��������'����-6���
�
�"
	����"�)�,�����������
)"���������)������
���
���������.����
)�

 �� 
������������
'��
���
����
���"),
��)
'��)����
������)
�
)*���

�

�

���1?���+��%��!�1�-����%,2!"�
")��2��

�

7��"���,��������
�����
�'�����������������
������
���������
)"�������-�����
���'�G������,.�
�'�

�����������

 ��,� �� 
�����������
��)�-�*����
���''�������
���"��,
����
�A������)������"�"�
�

>
,�����"�
�����������"
��"�)��,�������
������
��
�� ����)
)������
���''������6�� ���	���)�

�"  ������))���������'�"�������'����
������)
)�������"����,��-����������
��
�
�"
�������
�

�"�"�
*�



�21                                  

 
 

�

�
 

	�����	���������
 

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

�

Tax Rate (per 
$100) Calculation

Tax Rate (per 
$100) Calculation

School Property Tax Relief
1 Taxable Value of Property
2 Maintenance and Operations School 

Tax Rate (per $100 valuation) $1.00
3 Line 2 divided by 100 (converts tax 

rate per $100 to a percentage tax rate -                 0.010             
4 School Maintenance and Operations 

Taxes (line 1 * line 3) -$               -$              

Notes for each line:

1 Taxable value of property will be the same under current and proposed law.
2

3

Schedule A:  School Maintenance and Operations Taxes

Current Law Proposed Law

The current weighted average statewide school maintenance and operations tax rate is $1.48.  Actual current law tax rates for each 
individual taxpayer may be different.  Proposed law would reduce all districts to a tax rate of $1.00.

Property tax rates are commonly expressed in terms of taxes per $100 of valuation.  To convert this to a percentage tax rate, divide 
the tax rate expressed in dollars by 100.   
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Line and Item Amount Amount
Form to be filed and taxes paid on a water's edge unitary combined basis.
(See instructions for more detail on each line item)
1.  Total Revenue (if $300,000 or less, enter "0" on lines 7 and 9)………………………………………………………………………….. 

 
2.  Less Certain Deductible Expenses  

a.  "Cash" compensation, such as wages, salaries, stock options,  
     not to exceed $300,000 for any single employee........................
b.  Employer's Cost of Retirement Contributions……………………....
c.  Employer's Cost of Employee Health Insurance…....……………..
d.  Employer's Cost of Workers' Compensation .…....…..…………….
e.  Employee Compensation (sum of a  through d  above)…………………………… -                   

 
f.  Cost of Goods Sold (similar to federal tax return) …………………

g.  Enter greater of line e  or line f ………………………………………….. 
 

3.  Margin (line 1 minus line 2g , but nte 70% of line 1)…………………………………………….. 
 

4.  Texas Apportionment (same as current franchise tax)  
a.  Gross Receipts Everywhere……………...………..………………..
b.  Texas Gross Receipts……………………………..……………….…
c.  Percentage of Gross Receipts Attributable to Texas (line  
     4b  divided by line 4a )………………………………………………………. 

 
5.  Taxable Margin (line 3 multiplied by line 4c )……………………………………………………………………… 
6.  Tax Rate (wholesalers & retailers, 0.5%; all others, 1%)
7.  Tax (line 5 multiplied by line 6)

 
8.  Less Prior Credits Earned  

 
9.  Tax Due (line 7 minus line 8 but not less than zero) ……………………………………………. 

 

Schedule B: Reformed Franchise Tax Calculation
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Current Law Difference
Amount Amount Explanation of changes Amount

Property Taxes

1
a.  School Maintenance & 
Operation (enter amounts 
from Schedule A)

Reduction of Tax Rate (See 
Schedule A)

 $               -   

b.  School Debt Service
No change; current law amount for 
both boxes

                  -   

Business Tax

2 Franchise Tax
Current law franchise tax, 
Reformed Franchise Tax from 
Schedule B under Proposed Law

                  -   

Tobacco Taxes

3 a.  Cigarette Tax
Increase from $0.41 rate to $1.41 
tax rate

                  -   

b.  Other tobacco products
Multiply current law by 1.136 
(13.6% increase) 

                  -   

 $             -   -$             $               -   

Item
Proposed Law

Summary of Tax Reform Plan

Total Taxes, sum of lines 
1-3
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Schedule B Instructions 
Reformed Franchise Tax Calculation* 

 
Exemptions:  The following businesses are exempt from the tax:     

• sole proprietorships; 
• general partnerships (excluding limited liability partnerships) owned entirely by natural persons;  
• passive unincorporated investment entities, where at least 90% of revenue is from passive investments 

(rent is not considered passive income);  
• non-profit and other organizations currently exempt from the franchise tax; 
• businesses with $300,000 or less in total revenue; and  
• businesses that owe less than $1,000 in tax.   

 

Combined Reporting Required:  Affiliated groups of businesses must report on a water’s edge unitary combined 
basis.  An affiliated group includes all businesses in which a controlling interest (i.e. it is 80% or more owned) is 
owned by a common owner. The combined group is considered a single taxable entity and must elect the same 
deduction from total revenue. 
 
Line 1—Total Revenue 
For corporations, total revenue equals line 1c plus lines 4-10 on IRS Form 1120.  For partnerships, total revenue 
equals line 1c plus lines 4-7 on IRS Form 1065, plus lines 3a and 5-11 on IRS Form 1065, Schedule K, plus line 17 
on IRS Form 8825.  Certain exclusions from total revenue are allowed such as for bad debt, foreign royalties and 
dividends, and net distributive income from entities treated as partnerships for federal income tax purposes.  
Additionally, certain types of “flow-through” funds that are mandated to be distributed to other entities may be 
excluded.  A combined group can exclude from total revenue intercompany receipts from a group member.   
 
Line 2a—Cash Compensation Deduction 
This deduction is capped at $300,000 per employee and includes wages, salaries, stock options, and net 
distributive income from entities treated as partnerships for federal income tax purposes, but only if the person 
receiving the distribution is a natural person. A combined group would exclude from cash compensation and 
benefits deductions any expense payments related to the intercompany receipts excluded from total revenue.  
 
Lines 2b-d—Employee Benefits Deduction 
This deduction is not capped and includes the cost of benefits the taxable entity provides, including retirement, 
health care, and workers’ compensation, to the extent deductible for federal income tax purposes. 
 
Line 2f—Cost of Goods Sold Deduction 
This deduction is for taxable entities in the business of producing or selling goods and is generally computed in a 
manner similar to that used for federal income tax purposes.  The term “goods” is generally defined as real or 
tangible personal property owned by and sold by the taxable entity and does not include services sold.  If the 
taxable entity is a regulated lending institution, the cost of goods sold is equal to interest expense. A combined 
group would exclude from cost of goods sold deduction any expense payments related to the intercompany 
receipts excluded from total revenue. 
 
Line 3—Margin 
Margin equals total revenue in line 1 minus a deduction of the greater of compensation in line 2e or cost of goods 
sold in line 2f.  The maximum margin in line 3 would be 70% of total revenue in line 1.   
  
Lines 4a-b—Texas Apportionment Calculation 
The apportionment calculation for business done in Texas based on gross receipts is the same as the current 
franchise tax. Receipts that are excluded from total revenue in line 1 may not be included in gross receipts (both for 
entire business and Texas) used for apportionment.   
 
Line 6—Tax Rate 
The tax rate applied to taxable margin is 1%, except the tax rate for taxable entities primarily engaged in wholesale 
or retail trade is 0.5%.   A taxable entity is considered to be primarily engaged in wholesale or retail trade if the total 
revenue from these activities is greater than the total revenue from other activities.  A taxable entity that 
predominantly sells or resells products that it or a member of the affiliated group produces would not qualify.  Retail 
or wholesale utilities, including telecommunications services, electricity, or gas also would not qualify. 
 
Line 8—Tax Credits 
The franchise tax credits in current law are repealed.  However, taxable entities with unused prior credits may 
continue to apply those credits for a certain period of time depending on the type of credit. 
* Reflects changes made in HB 3 and HCR 51, 79th Legislature, 3rd Called Session, 2006. 


