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By: Paxton H.B. No. 4003

A BILL TO BE ENTITLED
AN ACT

relating to the rates and computation of the franchise tax.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS:

SECTION 1. Sections 171.002(a), (b), and (d), Tax Code, are
amended to read as follows:

(a) Subject to Sections 171.003 and 171.1016 and except as
provided by Subsection (b), the rate of the franchise tax is:

(1) for taxable margin of $1 million or less, zexro;

(2) for taxable margin that exceeds $1 million but

does not exceed $10 million, 0.5 percent of the taxable margin that

exceeds $1 million; and

(3) for taxable margin that exceeds $10 million,

$45,000 plus one percent of the taxable margin that exceeds $10

million.
(b) Subject to Sections 171.003 and 171.1016, for those

taxable entities primarily engaged in retail or wholesale trade,

the rate of the franchise tax is:

(1) for taxable margin of $1 million or less, zero;

(2) for taxable margin that exceeds $1 million but

does not exceed $10 million, 0.25 percent of the taxable margin that

exceeds S1 million; and

(3) for taxable margin that exceeds $10 million,

$22,500 plus 0.5 percent of the taxable margin that exceeds $10

million [fexrtheose taxable entities primarily engaged in retail or
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wholesale trade].
(d) A taxable entity is not required to pay any tax and is
not considered to owe any tax for a period if [+
[+35-] the amount of tax computed for the taxable entity

is less than $5,000 [$150004+—6x

SECTION 2. Subchapter A, Chapter 171, Tax Code, is amended
by adding Section 171.0023 to read as follows:

Sec. 171.0023. TAX LIABILITY OF CERTAIN TAXABLE ENTITIES.

(a) In this section, "taxable income" means:

(1) for a taxable entity treated for federal income

tax purposes as a corporation, the amount reportable as taxable

income on line 30, Internal Revenue Service Form 1120;

(2) for a taxable entity treated for federal income

tax purposes as a partnership, the amount reportable as ordinary

business income or loss on line 22, Internal Revenue Service Form

1065; or

(3) for a taxable entity other than a taxable entity

treated for federal income tax purposes as a corporation or

partnership, an amount determined in a manner substantially

equivalent to the amount for Subdivision (1) or (2) determined by

rules the comptroller shall adopt.

(b) Except as provided by Subsection (c), a taxable entity

is not required to pay any tax and is not considered to owe any tax
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for a period if the taxable entity's taxable income for the period

is zero or less.

(c) Subsection (b) does not apply to a taxable entity that

is a member of a combined group.

(d) Section 171.1011(a) applies to a reference in this

section to an Internal Revenue Service form, and Section

171.1011(b) applies to a reference in this section to an amount

reportable on a 1line number on an Internal Revenue Service form.

(e) The comptroller shall adopt rules as necessary to

accomplish the legislative intent prescribed by this section.

SECTION 3. The heading to Section 171.006, Tax Code, 1is
amended to read as follows:

Sec. 171.006. ADJUSTMENT OF ELIGIBILITY FOR [NO—FAX—DUE,
DISCOUNTES—AND] COMPENSATION DEDUCTION.

SECTION 4. Section 171.006(b), Tax Code, is amended to read

as follows:

(b) On [Begianing—in—2010—on] January 1 of each

even—-numbered year, the amount [ameunts] prescribed by Section

[Seections—3F1-002{23+—FFE-0023—and] 171.1013(c) 1is [axe]

increased or decreased by an amount equal to the amount prescribed

by that section [fhese—seetions] on December 31 of the preceding

year multiplied by the percentage increase or decrease during the
preceding state fiscal biennium in the consumer price index and
rounded to the nearest $10,000.

SECTION 5. Section 171.1012, Tax Code, is amended to read as
follows:

Sec. 171.1012. DETERMINATION OF COST OF GOODS SOLD.
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its taxable margin shall determine the amount of that cost of goods

sold as follows:

(1) for a taxable entity treated for federal income

tax purposes as a corporation, the cost of goods sold is the amount

reportable as cost of goods sold on line 2, Internal Revenue Service

Form 1120;

(2) for a taxable entity treated for federal income

tax purposes as a partnership, the cost of goods sold is the amount

reportable as cost of goods sold on line 2, Internal Revenue Service

Form 1065;

(3) for a taxable entity treated for federal income

tax purposes as an S corporation, the cost of goods sold is the

amount reportable as cost of goods sold on line 2, Internal Revenue

Service Form 1120S; or

(4) for any other taxable entity, the cost of goods

sold is an amount determined in a manner substantially equivalent

to the amount for Subdivision (1), (2), or (3) determined by rules

the comptroller shall adopt [as—previdedbythissection].
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Section 171.1013, Tax Code, is amended by adding

SECTION 6.

23

Subsection (i) to read as follows

24

in

limitation

Section 171.1014 and the

Subject to

(i)

25

Subsection (c), a taxable entity that elects to subtract

26

compensation for the purpose of computing its taxable margin under

27
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H.B. No. 4003

Section 171.101 may include as wages and cash compensation any

compensation paid to an independent contractor as reported on

Internal Revenue Service Form 1099, or any subsequent form with a

different number or designation that substantially provides the

same information.

SECTION 7. Section 171.1015(d), Tax Code, is amended to
read as follows:

(d) Section 171.002(d) does not apply to an upper tier
entity if, before the attribution of any total revenue by a lower
tier entity to an upper tier entity under this section, the lower
tier entity does not meet the criteria of Section 171.002(d)
[ -002La) {1 oexr{a)} (23] .

Effective January 1, 2011, Section 171.103(b), Tax Code, is

amended to read as follows:

(b) A combined group shall include in its gross receipts
computed under Subsection (a) the gross receipts of each taxable
entity that is a member of the combined group [anrd—that hasa nexus

h by = ] n ion] .

Effective January 1, 2011, Section 171.1055(b), Tax Code, is
amended to read as follows:

(b) 1In apportioning margin, receipts derived from
transactions between individual members of a combined group that
are excluded under Section 171.1014(c)(3) may not be included in

the receipts of the taxable entity from its business done in this

state as determined under Section 171.103[+—execept—that—receipts

14
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SECTION 8. Section 171.204(b), Tax Code, is amended to read

as follows:
(b) The comptroller may require a taxable entity that does

not owe any tax because of the application of Section 171.0023

[+73-60

o

(
T

[ON

23] to file an abbreviated information report with the

comptroller stating the amount of the taxable entity's taxable

income as defined by that section [tetal—xevenuve—from—its—entire

business] . The comptroller may not require a taxable entity
described by this subsection to file an information report that
requires the taxable entity to report or compute its margin.

SECTION 9. Sections 171.0021, 171.1016(d), and 171.103(c)
and (d), Tax Code, are repealed.

SECTION 10. This Act applies only to a report originally due
on or after the effective date of this Act.

SECTION 11. Except as otherwise provided by this Act, this

Act takes effect January 1, 2010.
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