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WHERE DID ALL THE MONEY GO? 
 
The Case of the Unused Franchise Tax Credits 
 
In 1999 the Legislature passed SB 441, which created franchise tax credits for 
research-and-development, capital investment, job creation, and day care spending. 
Credits that have already been earned under these provisions, but not yet used to 
reduce franchise tax payments, total $371.1 million. These credits could be used to 
reduce state revenue for up to 20 years in the future. 
 
Research and development 
 
The research-and-development (R&D) credit is based on a corporation’s increase in 
research spending. A company earns a credit equal to 5 percent of research expenses, 
which may be used to reduce its franchise-tax liability by up to 50 percent. 
 
Companies earned credits worth $177 million in 2001 and 2002. However, they were 
able to use only $21.5 million to reduce their franchise tax payments. The remaining 
$155.5 million can be carried forward to reduce future tax payments for up to 20 years. 
 
Nearly one-half of the credits were earned by the electronics industry. Another one-
quarter went to companies providing business services. Companies with fewer than 100 
employees accounted for only 6.7 percent of the total credits used. 
 
Corporations earning the credit were concentrated in Dallas, Collin, and Travis 
Counties, where 70 percent of the credits were earned. 
 
Capital Investment 
 
The capital investment credit is earned by investments in Strategic Investment Areas – 
counties with aboveaverage- unemployment and below-average per-capita income. The 
investment must be at least $500,000 or create at least ten new jobs. The credit is equal 
to 7.5 percent of the investments made, up to 50 percent of a company’s tax liability, 
and is taken over five years. 
 



Companies used $20 million in credits in 2001 and 2002. Future installments of these 
credits reduce future franchise tax payments by up to $161.3 million in 2003 through 
2006. In addition, unused credits carried forward would be worth $47.8 million – a total 
potential claim against future state revenue of $209.1 million. 
 
Although companies in 60 counties made qualifying investments, Brazoria County alone 
accounts for one-half of all the investments earning credits in the state. Just 14 firms in 
the chemical industry account for more than onequarter of all credits earned. Firms with 
fewer than 100 employees used only 3.7 percent of the total credits. 
 
The median average wage paid by corporations claiming the credit was $36,200 in 2001 
and $37,400 in 2002, compared to a statewide median wage of $25,100 in 2001. 
 
Job creation 
 
The job creation tax credit is equal to 5 percent of the wages paid. Like the investment 
credit, the new jobs must be in a Strategic Investment Area, and unused credits may be 
carried over for five years. 
 
A total of 1,446 jobs were reported to have been created by companies claiming the 
credit. These jobs had a median annual wage of $39,900. 
 
Companies used $1.9 million in credits to offset franchise taxes in 2001 and 2002. They 
also earned $4.5 million in credits that can be used in installments over the next five 
years, plus $2.0 million in other unused credits. 
 
More than one-half of all credits were earned in Bexar County. Job creation credits were 
earned by only 30 companies, only 2.9 percent of which had fewer than 100 employees. 
 
Child care 
 
The child-care credits in SB 441 are much smaller than the other credits. The child-care 
credit is equal to half of a company’s spending on an on-site child care center or 
purchase of child-care services for employees. The after-school credit is equal to 30 
percent of cash donations for funding a before- or after-school care program. 
 
Companies used $497,000 in child-care credits in 2001 and 2002. Only 21 firms 
claimed these credits, which cannot be carried forward. Corporations with fewer than 
100 employees accounted for 27 percent of those claiming credits. 
 
Only four companies took advantage of the after-school credit, so no detailed 
information is available due to privacy restrictions. 
 
Harris County firms received 60 percent of all child-care credits in the state. 
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Where Did All This Information Come From? 
 
SB 441 required more complete reporting of the impact and use of tax credits than any 
prior legislation. It serves as an excellent model of the kind of review that the Legislature 
should carry out of all other current tax exemptions. These exemptions must be 
scrutinized to determine if their economic benefits are worth their costs in future 
revenue losses. 
 
Two bills by Rep. Yvonne Davis would initiate this review process. HB 827 would 
require the Sunset Commission to regularly evaluate exemptions of major state taxes. 
HB 589 would repeal most property, sales, and franchise tax exemptions. The implicit 
intent is that certain exemptions would be reenacted after a thorough review. 
 
The full report on SB 441 is available at 
http://www.window.state.tx.us/specialrpt/sb441_03/ The CPPP is a 501(c)(3) non-profit, 
non-partisan policy research organization. 
 
You are encouraged to copy and distribute this edition of THE POLICY PAGE   
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