Texas Property and Franchise Tax
Relief

Property values have risen exponentially over the past few years.
The increased appraised values of properties have led to
increased property taxes for all Texas residents. The House and
Senate are working on a bill (S.B. No. 2) that is intended to provide
property tax relief for homeowners.

The House and Senate are also working on S.B. No. 3, which is
intended to relieve some of the administrative burden brought on
by the Texas franchise tax for small businesses.

Highlights of S.B. No. 2 (Property Tax Bill)

S.B. No. 2 primarily focuses on reducing the tax burden
caused by school district taxes. School district taxes are the
largest portion of property tax bills. The current average
statewide independent school district tax rate is 1.136%. The
specific changes are discussed in more detail below.

Changes to the Homestead Exemption

The bill increases the mandatory homestead exemption for
school district property taxation from $40,000 to $100,000.
This increased exemption will reduce homeowners’ property
taxes by decreasing the taxable value for school district taxes.

For example, assume a home in Collin County has an
appraised value of $2,000,000. The increased school district
exemption generates $755.85 of tax savings for this
homeowner.

Taxes Before S.B. No. 2 Increased Exemption

Jurisdiction ~ Appraised Value Exemption Taxable Value Tax Rate (2022)  Tax
PlanoCity ~§  2,000,000.00 $ 30804800 $ 169195200 0418%  $ 7,085.59
Collin County $  2,000,000.00 $ 7701200 § 192298800  0.152%  $ 2,931.46
Collin College  $  2,000,000.00 $ 1540200 $ 1,984598.00 0081%  § 1,611.89
PlanoISD  §  2,000,000.00 $ 40,000.00 $ 1,960,00000  1.260%  $24,691.10
Total Tax ~ $36,300.04

Taxes After S.B. No. 2 Increased Exemption

Jurisdiction  Appraised Value Exemption Taxable Value Tax Rate (2022)  Tax
PlanoCity ~§  2,000,000.00 $ 30804800 $ 169195200 0418%  $ 7,085.59
Collin County $  2,000,000.00 $ 7701200 § 192298800  0.152%  § 2931.46
Collin College  $  2,000,000.00 $ 1540200 $ 1,984598.00 0081% $ 1,611.89
PlanoISD §  2,000,000.00 $ 100,00000 $ 1,900,000.00  1.260%  $23935.25
Total Tax ~ $35,544.19
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The bill maintains the 10% annual appraisal growth limitation that
exists under the current law.

The bill includes a hold harmless clause. The state will make up
any funding deficit a school district incurs as a result of this
exemption increase. The Senate Research Center estimates this
increased exemption will provide an average savings of $681 to
homeowners.

Tax Rate Compression

The bill provides an additional 10.7 cent reduction to school district
taxes by reducing the maximum compressed tax rate. The reduced
rate will lower property taxes for all homeowners.

Tax rate compression is an intentional reduction of the tax rate.
The idea is to reduce the tax owed by residents and have the state
make up any budget shortfall.

Circuit Breaker Limitation on Appraised Value for Real
Property Other Than Residence Homesteads.

The bill places a cap on the appraised value of real property other
than residence homesteads. It effectively puts a 20% cap on the
appraised value of a property that isn’t a residence homestead.

The property will be appraised at the lesser of:

e  The market value of the property for the most recent tax
year that the market value was determined by the
appraisal office. Or,

e  The sum of:
o  20% of the appraised value of the property for
the preceding tax year.
o The appraised value of the property for the
property for the preceding tax year, and
o  The market value of all new improvements to

the property.
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This section only applies to properties appraised under $5 million.
The $5 million is indexed to inflation so it will increase in future
years.

This will benefit Texas residents who own second residences in the
state (including lake houses) and landlords of rental properties.
There are no direct savings to renters in the bill; however, the idea
is that landlords will pass on the tax savings to renters by reducing
rent. This provision expires December 31, 2026.

New Elected Positions for Appraisal District Board of
Directors

Counties with a population over 75,000 will need to create
three new voter elected positions on their appraisal district
board of directors. The three elected directors must reside in
the district and have resided there for at least two years
before taking office.

Highlights of S.B. No. 3 (Franchise Taxes)

The bill increases the no tax due threshold for the Texas franchise
tax to $2.47 million. The current no tax due threshold is $1.235
million. The Senate Research Center estimates this will remove the
franchise tax burden for 67,000 businesses.

Under current law, taxpayers below the $1.235 million no tax due
threshold are still required to file an information report with the
Comptroller. S.B. No. 3 prohibits the Comptroller from requiring an
entity that does not owe tax to file an information report. This will
greatly reduce the compliance burden on small businesses.

These changes only apply to reports originally due on or after
January 1, 2024.

Legislative Process

S.B. No. 2 and S.B. No. 3 are separate bills, but they contain
provisions that prevent them from going into effect if the other
bill does not pass. Both bills need to be passed for these to go
into effect.

The bills are expected to pass in the Senate and House. Both
bills passed in the Senate on Wednesday, July 12th. The
House is scheduled to vote on the bills on Thursday, July
13th. Governor Abbot has already expressed that he will sign
the hills once approved by both the House and Senate. The

goal is to have the bills finalized by Friday, July 14th.
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Turtle Creek Wealth Advisors, LLC (“Turtle Creek”) offers investment advisory services and is registered with the U.S. Securities and Exchange Commission (“SEC’).
SEC registration does not constitute an endorsement of the advisory firm by any regulatory authority, nor does it indicate that the advisory firm has attained a particular
level of skill or ability. All content available in this commentary is general in nature, not directed or tailored to any particular person, and is for informational purposes only.
Neither this commentary nor any of its content is offered as investment advice and should not be deemed as investment advice or a recommendation to purchase or sell
any specific security. The information contained herein reflects the opinions and projections of Turtle Creek as of the date hereof, which are subject to change without
notice at any time. Turtle Creek does not represent that any opinion or projection will be realized. The information contained herein has been obtained from sources
considered reliable, but neither Turtle Creek nor any of its advisers, officers, managers, or affiliates represents that the information presented in this commentary is
accurate, current, or complete, and such information is subject to change without notice. The information contained in this commentary does not purport to be a complete
description of the securities, markets, or developments referred to in this material. Any performance information must be considered in conjunction with applicable
disclosures. Past performance is not a guarantee of future results. Neither this commentary nor its contents should be construed as legal, tax, or other advice. Individuals
are urged to consult with their own tax or legal advisors before entering into any advisory contract. Any investment is subject to risks, including the possible loss of
principal. Individual investor’s results will vary. Investing involves risk, and you may incur a profit or loss, including the entire loss of investment, regardless of the strategy
selected.
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