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2015 Franchise Tax Bills Summaries 

The Texas franchise tax is levied on taxable “margin” apportioned to this state—essentially total 

revenues less the taxpayer’s choice of either 1) cost of goods sold, 2) compensation, or 3) 30 percent 

of total revenues. Businesses predominately engaged in wholesale or retail may pay a reduced rate. 

Taxpayers with less than $10 million in total revenues may opt to avoid the bookkeeping associated 

with the above calculation and simply pay tax based on an “EZ” calculation in which they pay 0.575% 

of their total revenues. The state's definition of “total revenues” and “cost of goods sold” are similar, 

but not identical to, federal definitions of those terms under the Internal Revenue Code. 

HB 79-Guillen — Relating to exemptions from the sales and use tax and the franchise tax for certain 

businesses during an initial period of operation in the state. 

Creates a 10-year franchise and sales tax exemption for new manufacturing or R&D business that 

begin operations after Jan. 1, 2016 in counties under 250,000 population. Must create at least one new 

job. Must obtain a registration number from Comptroller within 1-year of beginning business. 

Comptroller may require information report. Effective September 1, 2015. 

HB 84-White — Relating to the exclusion of certain funds in determining total revenue for purposes of 

the franchise tax by taxable entities engaged in the business of harvesting trees for wood. 

This bill would allow timber harvesters to exclude any payments made to the owner of the land from 

which the trees are harvested from the timber harvester’s total revenues in calculating the franchise 

tax. Fiscal Implications: A similar bill introduced in 2013 had a fiscal estimate of taxpayer savings/state 

loss of $1 million annually. 

HB 83-White — Relating to the computation of cost of goods sold for purposes of the franchise tax by 

taxable entities primarily engaged in the business of harvesting trees for wood. 

This bill would allow timber harvesters to include as a part of their cost of goods sold deduction those 

costs relating to acquiring and producing timber. Fiscal Implications: A similar bill introduced in 2013 

had a fiscal estimate of taxpayer savings/state loss of $2 million annually. 

**HB 193-Murphy — Relating to the phase-out and repeal of the franchise tax. 

On or after Jan.1, 2016, the rate of the franchise tax drops from 1% of taxable margin to .75%. For retail 

and wholesale businesses, the taxable margin will drop from .5% to .38%. On or after Jan. 1, 2017, the 

franchise tax rate drops to .50%, and retail or wholesale businesses' tax rate drops to .25%. On or after 

Jan 1. 2018, the rate drops to .25%. For businesses in retail or wholesale, the rate drops to .13%. The tax 

is computed by determining the taxable entity's total revenue; determining the entity's apportioned 

total revenue; and multiplying the amount computer under subdivision 2 by the rate of .43 (instead of 

.575) %. In 2017, that portion drops to .29%. In 2018, that portion drops to .14%. A taxable entity files its 

final franchise tax return on Dec 31, 2018, and pay transitional tax on or before May 15, 2019, which is 

equal to the tax the entity would have paid in 2019 had CH 171, Tax Code not been repealed, which 

takes effect Jan 1, 2019. 
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HB 246-TMF — Relating to franchise tax credits for creating quality jobs for veterans. 

This bill would create two tax credits for companies engaged in agricultural processing, central 

administrative offices, data processing, distribution, manufacturing, research and development and 

warehousing. One credit would equal 25 percent of the amount paid in wages to a newly hired 

veteran during the franchise tax reporting period. To qualify, the company would have to create a 

minimum of ten jobs (i.e. one paying $50,000 or more per year and providing health benefits). The 

second credit would be equal to 7.5 percent of the amount of qualified capital investment (tangible 

personal property) placed in service during the reporting period and would only be available to a 

company hiring a veteran and making more than $500,000 of investment. Credits are claimable in 

equal installments over five years, and the combined credits in any one reporting period may not 

exceed 50 percent of a company’s franchise tax liability. The credits include substantial reporting 

requirements and expire at the end of 2025. Fiscal Implications: The fiscal implications of the bill would 

likely total in the tens of millions of dollars. 

**HB 250-Leach/552-Huberty — Relating to the phase-out and repeal of the franchise tax. 

On or after Jan.1, 2016, the rate of the franchise tax drops from 1% of taxable margin to .8%. For retail 

and wholesale businesses, the taxable margin will drop from .5% to .4%. On or after Jan. 1, 2017, the 

franchise tax rate drops to .56%, and retail or wholesale businesses' tax rate drops to .28%. On or after 

Jan 1. 2018, the rate drops to .336%. For businesses in retail or wholesale, the rate drops to .168%. On or 

after Jan. 1, 2019, the rate drops to .168%. For businesses in retail or wholesale the rate drops to .084%. 

The tax is computed by determining the taxable entity's total revenue; determining the entity's 

apportioned total revenue; and multiplying the amount computer under sub-division 2 by the rate of 

.46 (instead of .575) %. In 2017, that portion drops to .322%. In 2018, that portion drops to .193%. In 2019, 

that portion drops to .097%.  A taxable entity files its final franchise tax return on Dec 31, 2018, and pay 

transitional tax on or before May 15, 2020 which is equal to the tax the entity would have paid in 2020 

had CH 171, Tax Code not been repealed, which takes effect Jan 1, 2020. 

**HB 321-Keough — A bill relating to the repeal of the franchise tax. 

This bill would repeal the franchise tax effective January 1, 2016, but would require a transitional tax be 

paid in 2016 equal to the amount of franchise tax normally due. Fiscal Implication: The franchise tax is 

expected to generate about $5 billion annually in 2016 and beyond. The bill would reduce franchise 

taxes by roughly $5.0 billion for the upcoming 2016-17 budget period and $10.0 billion in the 2018-19 

budget. 

HB 358-ACB — Relating to the inclusion of the costs of accepting credit and debit cards in the costs of 

goods sold for purposes of computing the franchise tax. 

This bill would allow taxpayers to include credit card fees as a part of their cost of goods sold, allowing 

it to be deducted in calculating their margin tax base. Companies that allow their customers to use 

credit and debit cards must pay a portion of the revenue from the transaction to the credit card 

company. Fiscal Implications: A similar bill introduced in 2013 had a fiscal estimate of taxpayer 

savings/state loss of roughly $50 million annually. 

HB 525-Riddle — Relating to a franchise tax credit for wages paid to certain employees. 

This bill would provide a franchise tax credit to a company that newly hires a person who has resided 

in Texas for at least the previous five years. The credit is 50 percent of the amount paid in wages to the 

employee with no restriction relative to the amount of franchise tax due or to the length of time of the 

credit. Fiscal Implications: Not yet determined, but would likely exceed $10 million. 
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HB 605-Davis, S — Relating to a franchise tax credit for taxable entities that pay employees during jury 

services. 

This bill would allow companies that pay their employees during their time in jury selection or jury 

service to claim a credit that would reduce their franchise tax due by 15 percent. Fiscal Implications: 

15 percent of the total franchise tax due is approximately $750 million, although not all companies 

may qualify. 

HB 637-ACB/SB 514-LT — Relating to a deduction under the franchise tax for certain contracts with the 

federal government. 

This bill would allow taxpayers to include with their chosen deduction any additional costs relating to 

contracts for the sale of goods or services to the federal government that are allocable under federal 

acquisition regulations (FAR), consistent with provisions in state’s levying state corporate income taxes. 

This bill would take effect January 1, 2016, and would apply to tax returns filed after that date. Fiscal 

Implications: The bill would reduce franchise tax collections by roughly $20 million annually. 

HB 668-Farney — Relating to the franchise tax liability of certain taxable entities. 

Prior to the adoption of the calculation based on taxable margin in 2006, the franchise tax was largely 

based on “earned surplus”—essentially the equivalent of corporate profit. This bill would exempt from 

the franchise tax a taxpayer failing to record a profit (i.e. taxable income greater than zero), provided 

that company does NOT file a combined return. The bill would not apply to companies filing 

combined returns. For a corporation, “taxable income” would be as recorded on a federal tax return; 

for a partnership, “taxable income” would be ordinary business income, and would exclude 

nonguaranteed payments or distributions to partners. This bill would take effect January 1, 2016, and 

would apply to tax returns filed after that date. Fiscal Implications: The bill would reduce franchise tax 

collections, perhaps by several tens of millions of dollars. 

HB 722-Clardy — Relating to a franchise tax credit for entities offering internships to certain high school 

students. 

This bill would provide a $1,000 franchise tax credit to a taxable entity that offers an internship to at 

least one student enrolled in a career and technology course at a high school campus with a 

performance rating of at least “recognized” by the Texas Education Agency. The credit may not 

exceed the amount of tax due and is not transferable, but unused credits may be carried forward 

three years.  

HB 746-Bohac — Relating to the exclusion from total revenue of certain payments received by health 

care providers for purposes of computing the franchise tax. 

Under current law, physicians may exclude from their total revenue any payments received from 

Medicaid, Medicare, Indigent Health Care, Children’s Health Insurance Program (CHIP), TRICARE 

(military), and workers compensation. Health care institutions (hospitals) may only exclude 50 percent 

of those revenues. This bill would allow health care institutions (hospitals) to fully exclude from their total 

revenues the same revenues physicians may exclude.  
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**HB 850-Goldman/SB 105-Estes/SB 175-Huffines — Relating to the repeal of the franchise tax. 

This bill would repeal the franchise tax effective January 1, 2016, but would require a transitional tax be 

paid in 2016 equal to the amount of franchise tax normally due. Fiscal Implications: The franchise tax is 

expected to generate about $5 billion annually in 2016 and beyond. The bill would reduce franchise 

taxes by roughly $5 billion for the upcoming 2016-17 budget period and $10 billion in the 2018-19 

budget. 

HB 895-Miller, R — Relating to a franchise or insurance premium tax credit for contributions made to 

certain educational assistance organizations. 

See saved one-pager 

HB 1043-Bohac — Relating to a franchise or insurance premium tax credit for contributions made to 

certain educational assistance organizations. 

Same as HB 895 

HB 1047-Workman — Relating to a franchise tax credit for entities that employ certain students in 

certain paid internship or similar programs. 

A business receives a tax credit of $1,000 for each eligible student who completes an eligible internship 

program offered by the business located in the state. The student’s course of study must be 

substantially similar to the internship program, as prescribed by the commissioner of education. The 

business has to apply for the credit on a form promulgated by the comptroller. 

HB 1134-Metcalf/SB 331-Creighton — Relating to the use of certain surplus state revenue to provide for 

a rebate of state franchise taxes. 

No later than the 180th day of each state fiscal biennium, the comptroller must issue to each payer of 

the franchise tax during the previous fiscal biennium, a rebate as provided by this section if the 

comptroller determines that there remains an unencumbered positive balance of GR from the 

preceding state fiscal biennium.  Each payer will get a fractional share of the taxes to be rebated by 

dividing their total franchise taxes paid during the preceding fiscal year by the total of all franchise 

taxes paid.  

**HB 1152-Turner, Sc/SB 138-Perry — Relating to the phase-out and repeal of the franchise tax. 

On or after Jan.1, 2016, the rate of the franchise tax drops from one percent of taxable margin to .75 

percent. For retail and wholesale businesses, the taxable margin will drop from .5 percent to .38 

percent. On or after Jan. 1, 2017, the franchise tax rate drops to .50 percent, and retail or wholesale 

businesses' tax rate drops to .25 percent. On or after Jan 1. 2018, the rate drops to .25 percent. For 

businesses in retail or wholesale, the rate drops to .13 percent. The tax is computed by determining the 

taxable entity's total revenue; determining the entity's apportioned total revenue; and multiplying the 

amount computer under subdivision 2 by the rate of .43 (instead of .575) percent. In 2017, that portion 

drops to .29 percent. In 2018, that portion drops to .14 percent.  A taxable entity files its final franchise 

tax return on Dec 31, 2018, and pay transitional tax on or before May 15, 2019, which is equal to the 

tax the entity would have paid in 2019 had CH 171, Tax Code not been repealed, which takes effect 

Jan 1, 2019. 
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**HB 1314-Bohac — Relating to the phaseout and repeal of the franchise tax. 

 

**HB 1315-Bohac — Relating to temporary permissive alternative rates for the franchise tax. 

Temporary permissive rates for 2016/2017. A taxable entity my elect to pay the tax imposed under 171 

at a rate of .95 percent instead of 1 percent. For those in retail/wholesale, they can elect to pay .475 

percent instead of .50 percent. This only applies to a report due on or after Jan 1, 2016 and before 

Jan. 1, 2018.  

**HB 1316-Bohac — Relating to decreasing the rates of the franchise tax. 

Changes the rate of the franchise tax to .95 percent (from one percent), and for retail/wholesale to 

.475 percent from .50 percent. Effective Jan 2016. 

HB 1387-Anderson, R — Relating to a franchise tax credit for entities offering internships to certain 

college students. 

A taxable entity qualifies for a tax credit of $1000 (total, regardless of whether there is one or more 

internships during same report period) if it offers an internship of at least six weeks to a student who is 

enrolled in college (private, independent, or state) and the student completes the internship during 

the same period on which the tax report is based.  

**SB 52-Nelson — Relating to the computation of the franchise tax. 

Changes the rate of the franchise tax to .95 percent (from one percent), and for retail/wholesale to 

.475 percent from .50 percent. Effective Jan 2016. 

**SB 134-Schwertner — Relating to the total revenue exemption for the franchise tax. 

This bill would raise the small business exemption from $1 million to $5 million.  

SB 186-Creighton — Relating to the franchise tax and alternative revenue sources and spending 

priorities for this state. 

This bill would require the Comptroller to study alternatives to the franchise tax and report to the 

legislature no later than November 1, 2016. Specifically mentioned are a transactions tax, a value 

added tax, eliminating sales tax exemptions, increasing the sales tax rate, imposing sales tax rate 

brackets, imposing a business sales tax, and any other method the Comptroller determines. In 

anticipation of a replacement, the franchise tax would be repealed effective January 1, 2020. 

Effective Date: September 1, 2015. 

**SB 330-Creighton — Relating to the computation of the franchise tax. 

The taxable margin of a taxable entity is computer by the entity’s total revenue from its entire business 

and subtracting an amount equal to the sum of 1) $1 million; 2) cost of goods sold; 3) and 

compensation.  Also determined by apportioning the taxable entity’s margin to this state and 

subtracting any other allowable deductions. A taxable entity primarily engaged in transporting goods 

by waterways shall exclude from its total revenue direct cost of providing transportation services to the 

same extent that a taxable entity that sells in the ordinary course of business real or tangible property is 

authorized to subtract those costs as costs of goods sold (lending institutions, TV & film production can 

subtract costs of goods sold too, per this provision). A taxable entity shall subtract an amount of 

compensation equal to all wages and cash paid to its officers, directors, owners, partners and 
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employees (subject to limitation), and the cost of all benefits the entity provides to them, including 

workers’ comp, health care, employer contributions to HSAs and retirement.  Applicable to small 

employers (per section 1501.002 Insurance Code) can subtract health care benefits and an additional 

amount equal to 50 percent of the cost of the health care benefits in the previous year, and in the 

next year and additional 25 percent. Doesn’t apply to an undocumented worker.  


