
                 900 Lydia Street, Austin, Texas, 78702   PH: 512.320.0222   FAX: 512.320-0227  www.cppp.org

July 22, 1999 No. 94

Tax Bill Benefits Business More than Consumers
SB 441 Starts With Even Split, But Business Breaks Grow Faster

The major state tax bill of the 1999 legislative session, SB 441 by Ellis, will cut franchise taxes
and state and local sales taxes by $574.1 million in fiscal 1999-2001 and up to $2.29 billion
through fiscal 2004.  Although the benefits in the next biennium will be split almost equally
between consumers and businesses, by fiscal 2004, business breaks will account for nearly 60
percent of total benefits.  Another overlooked aspect of the bill is the cost to local
governments, which could lose up to $244.6 million in sales tax revenues in fiscal 2000-04.

Total cost of bill
Throughout the 76th Legislative Session the CPPP
consistently opposed using the projected state budget
“surplus” to cut taxes, arguing that the revenue would be
better used to adequately fund state programs or to be set
aside in the state’s “Rainy Day Fund” to protect against a
future economic slowdown.  We further argued that, if a
majority of the Legislature favored reducing taxes, it
should give priority to reducing sales taxes paid by
consumers, which is the root cause of the regressivity of
the state and local tax system.

SB 441 reduced franchise taxes and state and local sales
taxes by a total of $574.1 million in fiscal 1999-2001 and
a total of up to $2.29 billion over fiscal 1999-2004.  The
press has concentrated on the cost to the state, which will
lose $506.4 million in fiscal 1999-2001 and $2.05 billion
over fiscal 1999-2004.  However, it is important to
include the revenue that will be lost by local
governments—cities, counties, transit authorities, and
special districts—which also provide important public
services.  These local taxing units could have their sales tax
revenue reduced by up to $67.7 million in fiscal 2000-01
and a total of up to $244.6 million over fiscal 2000-04.

Division of reduction between consumers and
businesses
An important aspect of SB 441 is how it distributes tax
reductions between consumers and businesses.  Although
attention was focused on the split in the coming
biennium, the long-term consequences of the bill are
more important.

In fiscal 1999-2001, consumers and businesses will share
benefits about equally, with consumer taxes cut by $311.5
million (54 percent of the total) and business taxes cut by

$262.6 million (46 percent of the total).  However, by
fiscal 2004 (the last year of the LBB estimates) business
will receive the lion’s share of tax reductions—$374.2
million (59 percent) compared to $255.6 million (41
percent) for consumers.  In addition, the business share
grows faster as time passes.  In fiscal 2002-04, the
consumer provisions grow by about $15 million per year,
but business breaks expand by $28 million between fiscal
2002 and 2003 and another $49 million between fiscal
2003 and 2004.

Consumer tax cuts
Consumers will benefit from state and local sales tax
exemptions totaling up to $1.03 billion over fiscal 1999-
2004, including up to $311.5 million in fiscal 1999-2001.

Non-prescription drugs
The bulk of the benefits to consumers will come from the
exemption from sales taxes of non-prescription drugs.

Prescription drugs have been exempted from the sales tax
since its inception. The CPPP has strongly supported
extending this exemption to non-prescription drugs,
which are often used by families who cannot afford to see
a doctor to obtain a prescription.  Beginning April 1,
2000, purchases of over-the-counter medicine, including
blood glucose monitoring test strips used in the treatment
of diabetes, will be exempt from state and local sales taxes.
Only drugs labeled with a FDA national drug code will
qualify, which excludes vitamins and herbal medicines.

This provision will reduce state sales tax revenue by
$161.7 million in fiscal 2000-01 and $589.5 million over
the fiscal 2000-04 period.  Cities, transit authorities,
counties and special districts will lose an additional $40.4
million in fiscal 2000-01 and $153.3 million over fiscal
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2000-04.  This provision accounts for nearly one-third of
the five-year cost of SB 441.

Back-to-school sales tax holiday
By far the most visible provision of SB 441 is the “back-
to-school” sales tax holiday on purchases of clothing and
footwear under $100 per item.  The first holiday will be
August 6-8—timed to cover back-to-school shopping—
but the exemption is applicable to all adult and children’s
clothing and footwear purchased during the three-day
holiday, except accessories (jewelry, handbags and
watches) and those primarily designed for athletic activity.

The tax holiday will reduce state revenue by $10.5 million
in fiscal 1999, $58.8 million in fiscal 2000-01, and a total
of $166.9 million over fiscal 1999-2004.  (This is the only
provision of the bill that affects fiscal 1999 revenue;  some
large retailers normally remit to the state sales tax
collections from August sales before the end of the fiscal
year on August 31.)

Local governments could lose up to $15.5 million in fiscal
2000-01 and $41.3 million over fiscal 2000-04.
However, the bill allows local taxing jurisdictions to repeal
this exemption after January 1, 2000.  This is the only
exemption with an opt-out provision for local
governments.

Internet access
Starting on October 1, 1999, the first $25 of a monthly
access charge for access to the Internet will not be subject
to state or local sales taxes.  The exemption will apply
whether access charges are billed separately or bundled
with other services.  The $25 is calculated on the total
amount paid for Internet access, whether charged in a
lump sum or billed separately for each user.  A business
purchasing access for multiple users will enjoy an
exemption only for the first $25 of the total monthly
charge, not $25 for each user.

This exemption will cost the state $19.7 million in fiscal
2000-01 and $65.2 million over fiscal 2000-04.  Local
taxing units will lose $5.0 million in fiscal 2000-01 and
$17.0 million over fiscal 2000-04.

Business tax cuts
Businesses will enjoy $1.26 billion in sales and franchise
tax exemptions in fiscal 2000-04, including $262.6
million in the coming 2000-01 biennium.

Research and development
The most expensive business tax break is a new franchise
tax credit for research and development expenses.  The
credit equals 5 percent of R&D conducted in Texas, over
a certain base amount defined by federal law. Firms may
use the credit to reduce their franchise tax liability by up
to 50 percent and may carryover unused credits for 20
years. Phase-in provisions in the first year limit the credit
to 4 percent of expenses, up to 25 percent of tax liability.
The credit is in addition to a similar R&D federal tax
credit.

R&D expenses in “strategic investment areas”—mainly
counties with an unemployment rate above the state
average and per capita income below the state average—
qualify for a double credit.  Certain federally designated
“urban enterprise communities” also qualify for double
credit.  The comptroller estimated during the legislative
session that 92 counties would have qualified as strategic
investment areas at that time.  The most populous of
these counties include El Paso, Hidalgo, Cameron,
Nueces, Galveston, Jefferson, Brazoria, and Webb.  In
addition, designated urban enterprise communities exist
in parts of Harris, Dallas, El Paso and McLennan
Counties.

Due directly to effective advocacy by CPPP, the bill
requires a biennial evaluation of the effectiveness of the
credit.  Also in response to CPPP’s arguments, the credit
sunsets after ten years.

Before each regular session, the comptroller will report on
the total amount of R&D expenses incurred by
corporations claiming a credit, the amount of franchise
tax reduced by credits, the percentage of credits awarded
to companies with fewer than 100 employees, and the
industry type of firms claiming credits.  The comptroller
will also report on the geographical distribution of credits
and the impact of the credit on R&D employment,
statewide employment, investment and personal income,
and state tax revenue.

The R&D credit is expected to reduce state franchise tax
revenue by only $67.7 million in 2001, the first year in
which the phased-in credits affect revenue, but by $147.2
million in 2004.  The total cost to the state in 2001-04
will be $480.7 million–more than one-fifth of the total
cost of the bill.

Small businesses
SB 441 eliminates the franchise tax for corporations with
less than $150,000 in total receipts a year.  These small
companies will be required only to file a public
information report and a summary statement of their
receipts.

The comptroller will report on the effect of  this
exemption on the economy of the state, including on the
creation of jobs in Texas.

The small-business exemption will reduce state revenue by
$88.4 million in fiscal 2000-01 and a total of $234.8
million over fiscal 2000-04.

Investment tax credit
Companies making certain investments in strategic
investment areas (as described in the R&D section) can
receive a franchise tax credit equal to 7.5 percent of the
investment.  To qualify, jobs associated with the
investment must be full-time, pay at least 10 percent
above the area’s average weekly wage and offer health
insurance with an employer contribution equal to at least
80 percent of the total premium cost.



The credit is limited to companies that are involved in
manufacturing, warehousing, wholesale distribution, data
processing, or laboratory research and invest at least
$500,000.  The credit are taken in five equal installments
and are limited to 50 percent of a firm’s franchise tax
liability.

As with the R&D credit, the investment tax credit expires
after ten years.  The comptroller must report the same
information on the use and effectiveness of the credit.

Also like the R&D credit, this credit affects only one year
of the upcoming fiscal 2000-01 biennium, reducing state
revenue by $45.2 million in 2001.  By 2004 the credit
will cost the state $68.5 million, for a total cost of $229.4
million over 2001-04.

Job creation
The bill also offers a tax credit for jobs created in strategic
investment areas (as described in the R&D section) by
companies engaged in manufacturing, warehousing,
wholesale distribution, data processing, or laboratory
research.  The corporation must create at least ten full-
time jobs that pay at least 10 percent above the area’s
average weekly wage and offer health insurance with an
employer contribution equal to at least 80 percent of the
total premium cost.

The credit is equal to one-quarter of the wages paid and
must be taken in five equal installments, up to 50 percent
of a firm’s franchise tax liability, and cannot be combined
with the R&D credit.
Like the R&D and investment credits, the investment tax
credit expires on December 31, 2009.  The comptroller
must make the same report on the use and effectiveness of
this credit as on the other credits.

Also like the R&D and investment credits, the job
creation credit affects only the second year of the
upcoming biennium, reducing state revenue by $22.7
million in 2001.  In 2004 the credit will cost the state
$34.3 million, for a total loss in state revenue $114.9
million over 2001-04.

Data processing and information services
SB 441 exempts 20 percent of the value of data processing
and information services from state and local sales taxes.
These services, which include such Internet-related
activities as designing and maintaining Web pages, are
among the fastest growing sectors of the state economy.
Although the industry originally sought a total exemption,
information provided by CPPP helped persuade legislators
to reduce the drain on state and local revenue by enacting
only a partial exemption.

Over fiscal 2000-04 this exemption will cost the state
$125.7 million and local governments an additional $33.0
million.

In the 2000-01 biennium the cost will be $26.6 million to
the state and $6.8 million to local jurisdictions, who are
not permitted to opt out of this exemption.

This is the fastest growing exemption in the bill.  The
total state and local tax revenue lost per year will grow
from $10.7 million in fiscal 2000 to $60.1 million in
2004.

Child care
SB 441 offers a franchise tax credit to corporations that
construct and operate child-care facilities or purchase
child-care services for children of their employees.  The
credit equals one-half of a corporation’s child-care
expenditures, up to a maximum credit of $50,000 or 90
percent of its franchise tax liability, whichever is less.

This credit will cost the state $3.9 million in fiscal 2001,
the first year it affects state revenue, and $18.9 million
over fiscal 2001-04.  The comptroller will make the same
report on the impact of the child-care credit as for the
R&D, job creation, and investment tax credit.

Before and after school programs
The bill also offers a franchise tax credit to corporations
that contribute to the operation of a school-age child care
program operated by a nonprofit organization or local
government. Qualifying programs provide care for
children aged 5 to 13 before and after school, during the
summer or on holidays.

Qualifying expenditures include constructing a facility
used by the program, purchasing program equipment or
supplies, and operating the program.  The credit equals
30 percent of a company’s qualifying expenditures, up to
50 percent of the tax otherwise due.

This provision nearly held up the entire bill in the last
hours of the legislative session.  Representatives feared that
credit could be claimed for construction or operation of
facilities used by private schools, so would function as a
voucher system.  The bill passed only after adoption of a
resolution of legislative intent that the credit could be
claimed only for activities “predominately related to” a
school-age child care program, and not for private
schooling.

This credit will cost the state $4.3 million in fiscal 2001,
the first year it affects state revenue, and $21.0 million
over fiscal 2001-04.  No report on effectiveness is required
from the comptroller.



SB 441
Division of benefits between consumers and businesses
(in millions of dollars)
Source:  Comptroller fiscal note estimate, May 29

Consumer % of total Business % of total TOTAL
1999 10.45 100% 0 0% 10.45
2000 88.89 63% 51.96 37% 140.85
2001 212.16 50% 210.65 50% 422.80
Biennium 311.50 54% 262.61 46% 574.10
2002 225.82 43% 296.65 57% 522.47
2003 240.36 43% 324.82 57% 565.18
2004 255.62 41% 374.23 59% 629.85
1999-2004 1,033.29 45% 1,258.31 55% 2,291.60
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