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 GOING THE RIGHT DIRECTION:  
REVENUE-RAISING BILLS MOVE FORWARD 

A small number of bills that would actually increase the amount of revenue available to fund a balanced approach to 
the 2012-13 budget by reducing tax exemptions or raising tax rates have taken at least an initial step forward.     
Texas needs additional revenue, along with dollars from the Rainy Day Fund, to minimize damaging cuts to public 
education, higher education, and health and human services.        

 

Tax revenue wisely spent helps the economy 

While it is folk wisdom in Texas that raising taxes always hurts the economy, the truth is a good deal more 
complicated. In fact, state spending reductions can hurt the economy more than certain tax measures. This is true 
for several reasons. When a state reduces spending, it reduces spending largely on goods and services purchased in 
Texas—from Texas businesses employing Texans. When a state increases taxes, however, a significant amount of the 
money may come from out-of-state taxpayers, having much less effect on the Texas economy or Texas jobs. For 
instance, almost half of the natural gas tax is exported to out-of-state consumers or shareholders, according to the 
Comptroller. And the high-cost natural gas exemption costs the state close to $2 billion a biennium. 

Reducing spending also reduces the consumption supporting our economy dollar for dollar, while a tax increase 
does not take money out of the economy dollar for dollar. When the state reduces spending a dollar, the Texas 
economy loses a dollar. When the state increases taxes a dollar, the Texas economy doesn’t lose a full dollar because 
some portion of the tax is paid from money that would otherwise not be moving through the economy. There are 
ways to raise revenue that are better for the economy than cutting spending. And, of course, cutting spending on 
critical public goods such as education hurts our future economy. Texas needs new revenue. 

Increase in the cigarette tax 
$750 million in 2012-13; $1.7 billion over five years 

House Bill (HB) 2602 by Rep. Carol Alvarado would increase the tax on cigarettes by $1.05 per pack─from the 
current $1.41 to $2.46.  The bill, as filed, would deposit the proceeds in the General Revenue Fund; the proposed 
committee substitute would put the money into the Property Tax Relief Fund.  The net increase in revenue 
available to fund the 2012-13 budget would be the same ─$750 million. 

The revenue from five cents of the increase would go to a new account for the Office of Smoking and Health, 
producing $59.5 million for tobacco prevention programs. (These programs would be eliminated in the House-
passed version of HB 1.) 
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Limits on school property tax abatements 
$60 million in 2012-13; $150 million over five years 

School districts may grant property tax abatements to wind farms, nuclear plants, manufacturers and certain other 
businesses that make the required level of investment and meet certain wage and benefit requirements. 

The cost of the property tax revenue lost to these abatements is borne by the state through the school finance 
system. 
Senate Bill (SB) 1590 by Senators Steve Ogden and “Chuy” Hinojosa (chair and vice-chair of the Senate Finance 

Committee) would put a statewide limit on the cost to the state of these abatements and count “payments in lieu of 

taxes” received by school districts as revenue under the school finance system, reducing state aid to these districts. 

The bill would save the state $60 million in 2012-13 and $150 million over the first five years. 

While there was much self-interested opposition to the bill at the Senate Finance hearing on April 4, EmpowerTexas 

and CPPP supported the legislation. 

Sen. Ogden indicated that the bill would have to be changed significantly to be voted out of committee. 

Reducing the sales-tax “timely filer discount” 
$85.3 million in 2012-13; $238.2 million over five years 

Retailers that report and remit sales taxes to the comptroller on time can keep 0.5 percent of the taxes they collect, 
ostensibly as compensation for collecting those taxes. The state adopted the discount when shopkeepers kept paper 
records of sales tax collections, which took time and trouble to record and remit to the state. Now, retailers record 
and remit these taxes electronically. 

Nearly half of the states allow this type of compensation. The discount is typically calculated as a percentage of the 
sales tax collected, based on the assumption that a greater volume of receipts requires more effort to track. However, 
thirteen states limit the amount any individual store or chain can receive or reduce the rate for greater amounts of 
collections.  

HB 2045 by Rep. Lon Burnam would increase the timely filer discount from 0.5 percent to 0.75 percent, but would 
cap the amount any one retailer could receive at $3,750 a year.  This would have the effect of raising the discount 
for retailers with less than $8 million per year in sales, and reducing it for larger firms.  

The bill was heard in the Ways & Means Committee on March 14 and was left pending. 

Taxation of Internet sales (“Amazon bills”) 
$16 million in 2012-13; $61 million over five years 

HB 2403 by Rep. John Otto would broaden the definition of companies required to collect sales taxes on sales into 
Texas to include Internet companies with subsidiaries, such as warehouses or outlets, located in Texas.  A committee 
substitute was reported from the Ways & Means Committee on April 5. 

The Comptroller has sued Amazon for $269 million in sales taxes that she says the company should have collected 
on sales into Texas over the past five years.  This bill is intended to remove any ambiguity in the rules concerning 
when sales taxes must be collected. 
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Repeal of refunds for firms with property tax abatements 
$10 million per year, starting in 2013 

School property tax abatements were strongly discouraged in 1993, when the school-finance rules changed to reduce 
state aid to districts granting tax abatements, then explicitly prohibited in 2001.   

Some companies that received abatements from a city and county argued that their plans had assumed abatements 
from the school district too. They argued that it was unfair to change the rules under which they developed their 
project and asked for a transitional program to cushion the blow. The Legislature responded with SB 345 (1995), 
which reimburses property owners for school property taxes paid on property that received a city or county tax 
abatement. The reimbursement is made under the guise of a “refund of state sales and franchise taxes.” 

The state limits the total amount of reimbursement to $10 million per year. Since the requests for reimbursement 
exceeded this amount every year since 1998, companies receive back only a portion of the school property taxes paid 
on the locally abated property. According to the most recent report by the comptroller, in 2008 89 companies 
received payments equal to 33 percent of their school property tax payments. These payments are an entitlement─as 
long as the company received a city or county abatement and met certain payroll or investment qualifications, the 
state has no discretion in determining whether to grant the refund. 

Whatever sense this program made as a transitional provision because of the change in school-finance formulas, 
companies now know that school districts may not grant the same property tax abatements as cities and counties 
and should take this into account in planning projects. In addition, in some circumstances companies can receive 
the equivalent of a school tax abatement through Chapter 313 of the Tax Code, which allows school districts to 
limit the appraised value of a property. 

This outmoded program would be terminated by HB 658 by Rep. Michael Villarreal, which was reported from the 
House Ways and Means Committee on March 7, and SB 1663 by Sen. Rodney Ellis, which is currently pending in 
the Senate Finance Committee. 

Sunset Review of the Tax Code  

The survival of tax breaks beyond the initial rationale for their creation highlights the need for a thorough review of 
the Tax Code. The legislature subjects state agencies to a “sunset review” every twelve years to determine the 
continued utility of agency functions. The Tax Code would benefit from a similar periodic review of all its 
exemptions, discounts, exclusions, and special treatments. 

SB 1051 by Sen. Rodney Ellis would create a Select Commission on Periodic Tax Preference Review to identify 
state and local tax breaks and develop a review schedule.  The Legislative Budget Board would perform the reviews 
to determine the purpose for the tax preference, whether the preference accomplishes its intended purpose, and 
whether the preference is inefficient, ineffective, unnecessary, or is a low priority for the state.  The review would 
also quantify the impacts of the tax preference in terms of the number of high wage jobs created, funding for public 
services, and the distribution of the tax burden by personal income or industry class.  

The Commission would report biennially. The Senate Finance Committee and House Ways and Means Committee 
would conduct joint hearings on the reports. 

The bill was heard in the Senate Finance Committee on March 28 and has been left pending. 
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The Center for Public Policy Priorities (CPPP) is a non-profit, non-partisan policy institute committed to improving public policy to better the 
economic and social conditions of low- and moderate-income Texans. We pursue this mission to achieve our vision for a BETTER TEXAS.  

You can learn more about CPPP at: http://www.cppp.org. 

http://www.cppp.org/�
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