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WHERE DID ALL THE MONEY GO? 
(A CONTINUING SERIES) 

TAX CUTS, ABATEMENTS AND SUBSIDIES 
Public structures—including public education, child health services, and transportation infrastructure—help maintain Texans' 

quality of life, and they require adequate revenue to function properly. To provide adequate revenue, our state needs a 

balanced tax code without tax cuts, abatements, and subsidies that let some dodge their share of responsibility. Reducing taxes 

paid by some businesses means that other businesses or families have to make up the difference to help us take care of our 

public structures so they continue to take care of us.  Investments in Texas’ future through education, health and human 

services, and transportation will lead to a better chance for more prosperous future for all of us than would so-called “economic 

development incentives” that lower taxes on a select few companies.  This Policy Page concludes with two bills that would 

increase state revenue by eliminating certain special treatments.   

 
Largest potential costs 
 
School property tax abatements 
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 and is 

expected to reduce revenue to the Foundation School 

Program by $264 million in the upcoming 2010-11 

biennium and $905 million by the 2014-15 biennium. 

The comptroller can recommend or disapprove an 

application, based on an economic impact evaluation, but 

the recommendation is non-binding.  Several school 

districts signed agreements for tax breaks despite an 

unfavorable recommendation by the comptroller. 

HB 3676 by Representatives Heflin, Swinford, and Strama 

would extend the expiration date of this program by four 

years, from December 31, 2011 to December 31, 2015.  

The bill is currently awaiting action by the Calendars 

Committee. 

The total cost to the state over the lifetime of long-term 

agreements expected to be signed under the current 

program is $5.7 billion. The Comptroller estimates that a 

4-year extension would increase the cost of the program by 

another $2.4 billion.   

The Legislature should carry out a thorough interim study 

of the abatement program before considering extension of 

the expiration date during the next legislative session.   

For more information, see:  

http://www.cppp.org/files/7/POP%20290%20School%20

Property%20Tax%20Abatements.pdf.   

Franchise tax cut 
On May 5 the House passed HB 4765 by Representative 

Rene Oliveira, which would reduce franchise tax revenue 

available to fund the 2010-11 budget by $172.1 million. 

The bill would exempt a business with total revenue of less 

than $1 million from the franchise tax. Currently, 

businesses with total revenue of less than $300,000 are 

exempt, and tax liability is phased in for businesses with up 

to $900,000 in total revenue.  
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Bills that reduce franchise tax revenue, which is dedicated 

to replacing school property tax revenue lost to the tax cuts 

enacted in the 2006 special session, could endanger the 

state's receipt of federal economic recovery money that is 

intended to restore state support for education. Franchise 

tax cuts may signal that the state does not need the federal 

aid for this purpose. 

The bill is currently awaiting action in the Senate Finance 

Committee. 

For more information, see: 

http://www.cppp.org/files/7/389R_nofranchise.pdf.  

Nuclear plant subsidy 
HB 4525 by Representative Parker would give nuclear 

plants and other large manufacturing projects a payment 

equal to 5 percent of the project’s investments, up to $50 

million per project per county.  The fiscal note reports that 

“there are several nuclear power plants meeting the 

eligibility criteria that are well into planning and one 

nearing the construction phase.”  These ongoing projects 

do not need additional subsidies that will total $135.5 

million over four years. 

HB 4525 passed the House on May 7 and is awaiting 

action in the Senate Economic Development Committee. 

Carbon sequestration projects 
HB 469 by Representative Phil King would grant tax 

breaks to “clean energy projects” – coal-burning power 

plants that capture and sequester the greenhouse gas 

carbon dioxide produced by the plant.  Up to three 

projects could receive franchise tax credits of up to $100 

million each.  Oil produced by using the captured CO2 

would pay a much reduced oil production tax.  If land 

owned by the Permanent University Fund were used by a 

project – making it unavailable for oil and gas exploration -

- the PUF would lose $33.5 million per project over five 

years. 

The House passed HB 469 on May 5.  The bill is awaiting 

action by the Senate Natural Resources Committee. 

Warehouse inventory exemption 
SB 947 by Senator Duncan would exempt goods stored in 

a public warehouse.  Since this is a modification of a bill 

that passed last session, but was not generally implemented 

due to a technical error, the fiscal note does not estimate a 

cost to the state.  However, the 2007 version of this bill 

indicates that the Foundation School Fund would lose 

$63.6 million in the 2010-11 biennium.  Cities would lose 

$20 million and counties $14 million over the biennium.  

Local governments could tax these goods only by taking 

action to eliminate the exemption.  

The Senate passed SB 947 on April 21.  The bill will be 

heard in the Ways and Means Committee on May 11. 

CAPCO tax credits 
CAPCOs (Certified Capital Companies) Certified capital 

companies (CAPCOs) are venture capital funds registered 

with the state that invest solely in certain small businesses 

and start-up operations. By investing in CAPCOs, 

insurance companies receive tax credits against their state 

premium tax liabilities. 

HB 1582 by Representative Flynn would add a new 

CAPCO program, at a cost to the state of $200 million 

over 2015-18. 

According to the comptroller, Texas has allocated $200 

million to the existing CAPCO program, starting in 2006. 

After investing a total of more than $22,000,000 in Texas 

businesses, the CAPCOs had generated a total of 23 jobs, or 

roughly a million dollars per job created. 

HB 1582 was sent to the Local Calendars Committee on 

May 8. 

Other costly changes 
Immediate homestead exemption 
Taxpayers who buy a home and qualify for the over-65 or 

disabled homestead exemption must wait until the next 

January 1 to become eligible for the statewide $15,000 

school-district homestead exemption and any local 

optional percentage exemption. 
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HB 1037 by Representative Paxton would make these 

exemptions immediately available.   

The bill would cost the Foundation School Fund $11.47 

million in 2011, the first year it would affect revenue, and 

$60.8 million over the first four years of implementation. 

School districts would lose an additional $3.8 million in 

2011 and $15.4 million over four years. 

HB 1037 is on the General State Calendar for May 11. 

Sales-tax holiday for school supplies 
HB 1801 by Representative Bohac would exempt from 

sales taxes school supplies with a sales price under $100 

that were purchased by elementary and secondary school 

students during the current 3-day sales tax holiday in 

August. 

This new exemption would reduce General Revenue by 

$40.25 million over 2009-14.  Cities, counties, and transit 

authorities would lose $10.7 million in 2010-14. 

HB 1801 is on the Major State Calendar for May 12. 

Internet hosting 
HB 3927 by Representative Oliveira would change the 

franchise-tax apportionment of receipts by internet-hosting 

businesses.  The bill would reduce revenue to the Property 

Tax Relief Fund by $2 million per year, starting in 2015.  

The bill is on the General State Calendar for May 11. 

Sales-tax exemption for media production 
SB 1929 by Senator Watson would create a sales-tax 

exemption for items used to construct, maintain, or equip 

a media production facility.  Because the number of Media 

Production Development Zones that could be created 

under this bill is unknown, the fiscal note concludes only 

that “there could be an indeterminate fiscal impact to the 

state,” which, of course, does not mean that the cost to the 

state is zero.   

SB 1929 was passed by the Senate on April 29 and will be 

heard by the Culture, Recreation, and Tourism 

Committee on May 12.  The companion, HB 1142 by 

Representative Anchia, was sent to the House Local 

Calendars Committee on May 5. 

Two bills to increase revenue 
 
Repeal of sales tax refund for economic 
development 
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 states sales and franchise taxes.” 

The program will cost the state $20 million in the 2010-11 

biennium. 

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 

1403 by Representative Michael Villarreal (voted out of 

the Ways and Means Committee on April 30 and awaiting 

action by the Calendars Committee), and SB 966 by 

Senator Rodney Ellis (left pending in the Senate Finance 

Committee on April 20). The state would save $10 million 

per year, starting in 2012. 
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Payment to school districts granting 
abatements 
School districts may grant property tax abatements to wind 

farms, nuclear plants, manufacturers and certain other 

businesses (see page 1).  These abatement agreements 

generally include payments in lieu of taxes (PILTs), which 

are paid by the company to the school district or its 

education foundation, but are not identified in revenues 

reported to the state nor included in school-finance 

calculations.  These payments are commonly calculated as 

a percentage of the tax break enjoyed by the company 

because of the agreement, with the district often receiving 

40 percent of net tax benefit. 

PILTs can total many thousands of dollars per student per 

year for up to 11 years during a Chapter 313 agreement – 

enriching selected districts with per-student revenue that 

can be two or three times the “target revenues” most 

districts receive.   

These payments can also distort decision-making by the 

district.  School districts grant the abatements, but the 

state absorbs the cost of foregone property tax revenue 

through the school finance system.   

Districts will continue to approve worthwhile projects 

without PILTs. Districts receive an immediate benefit 

from the additional property value available to support 

debt service, as well as the economic development benefits 

for their community. 

 

HB 1273 by Representatives Kolkhorst and Hochberg 

would require that all PILTs be reported through PEIMS 

(the state public education accounting system) and clearly 

identified in each district’s budget and annual report.  

These payments would be taken into account in 

calculating state aid or recapture payments.  Voluntary 

donations, booster clubs, and PTA fundraising would not 

be affected. 

HB 1273 would increase revenue to the Foundation 

School Fund by $75.1 million in 2010-11 and $320 

million over five years. The bill was left pending in the 

House Public Education committee on May 5.  

These payments were the subject of an Associated Press 

story carried statewide:  

http://www.gosanangelo.com/news/2009/apr/05/battle-

brewing-on-wind-windfall/ 

How to get more information 
Bills are moving fast in the final days of the session.  You 

can track each bill’s progress at: 

http://www.legis.state.tx.us/BillLookup/BillNumber.aspx 
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