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SUBJECT: Extending the tax exemption for leased motor vehicles
COMMITTEE: Local Government Ways and Means — favorable, without amendment
VOTE: 7 ayes — Hill, Hegar, Laubenberg, McReynolds, Mowery, Puente,
Quintanilla
0 nays
WITNESSES: For — David Blassingame, Chris B. Davis, Rob Rogers, and Jerry Thompson,

National Vehicle Leasing Association
Against — None

BACKGROUND:  The Texas Constitution generally requires taxation of income-producing
property. In 1999, voters amended the Constitution to allow the Legislature to
exempt from taxation vehicles leased for personal use and not used to produce
income (Art. 8, sec. 1). Most appraisal districts apply the exemption to motor
vehicles owned by people who do not use them primarily to produce income.

The 77th Legislature in 2001 enacted Tax Code, sec. 11.252 (SB 248 by
Carona), implementing the exemption for personal leased vehicles. Sec.
11.252(f) allows the governing body of a municipality to adopt an ordinance
before January 1, 2002, to provide for taxation of leased motor vehicles that
otherwise would be exempt. Under sec. 11.252(g), the general exemption will
expire December 31, 2003, unless continued by the Legislature.

DIGEST: HB 1444 would repeal Tax Code, sec. 11.252(f) and sec. 11.252(g).

The bill would take immediate effect if finally passed by a two-thirds record
vote of the membership of each house. Otherwise, it would take effect
September 1, 2003. The repeal of Tax Code, sec. 11.252(f) would take effect
on January 1, 2004.

SUPPORTERS HB 1444 would eliminate the anachronistic personal property tax on leased
SAY: vehicles. Both Texas voters and the Legislature have agreed overwhelmingly
to stop applying a business tax never meant to be applied to consumers.
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Leasing has become an attractive option for many families and would be more
popular if not for the application of this punitive tax.

Texas remains one of the few states to allow taxation of personal leased
vehicles. This represents double taxation for the consumer, who also pays
sales tax on the lease. Typically, the tax is paid by the financing entity or the
leasing company that earns income from the vehicle, but the consumer is hit
with a large lump-sum payment for the tax. As a result of such policies, Texas
has one of the lowest leased-vehicle rates in the nation. Imposition of the tax
discourages companies from offering low-cost leases in Texas or even from
entering the market in the state.

Eliminating this tax actually would increase general revenue to the state by
$15.5 million, according to the bill’s fiscal note. Analysis by the Legislative
Budget Board and the Comptroller’s Office notes that leased autos are “turned
over,” or disposed of by lessees, every 42 months on average, compared with
a turnover of purchased vehicles every 53 months. The effect of HB 1444
would be to increase collections of motor-vehicle sales and use taxes. The
projected net gain in state revenue takes into account the amount of additional
state funding that would pass to local school districts to compensate them for
decreased local tax revenues.

HB 1444 would help end the confusion caused by uneven application and
administration of this regressive, unfair, and very visible tax. Reaffirming the
exemption would prevent the consternation and anger among leaseholders
when a city reimposes the tax. Virginia at one time allowed counties and
cities to assess a personal property tax on all vehicles. Repeal of the tax was
the cornerstone of a successful gubernatorial campaign, and the tax was
phased out. Since tax notices in Texas are sent directly to the financial
institution or the leasing company, those paying the tax lack even the limited
protections granted to Virginia vehicle owners to challenge the assessment of
value used to calculate the tax.

Local taxing entities have had ample time to decide whether to opt out of the
exemption and impose the tax. HB 1444 properly would delete the obsolete
language in current law allowing local application of the tax and would make
it more difficult for other local taxing entities to impose the tax now.
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According to the fiscal note for HB 1444, school districts potentially would
have to make up $13.6 million in lost revenue in fiscal 2005 as they waited
for the state to make the additional Foundation School Fund payments. This
lag time between the reduction of local revenue and payment of state funds
could cause cash-management problems for some districts. In 2005, counties
could lose $3.4 million and cities up to $3.7 million in local revenue, without
being compensated by the state. By 2008, revenue losses could mount as high
as $7.8 million for counties and $8.6 million for cities. Virginia’s experience
shows that a state can find it easy to abolish unpopular taxes if local
government entities must bear the cost.

By continuing the exemption, the state would establish a special class of
personal property exempt from taxes to the benefit of the car-leasing industry.
Such decisions are best left to local taxing entities, whose governing boards
are more directly responsive to the taxpayers.

Consumers already can avoid these taxes by means of retail installment
contracts developed for the Texas market. They feature a tax-exempt option to
buy through a balloon payment. These agreements are easier on appraisal
districts, relieve taxes, and reduce fraud. Most Texans prefer to own their
cars, so extending the exemption would not increase leasing significantly by
itself. However, if fairness is the problem, state and local officials should
raise public awareness of how the tax works.

The Legislature should extend the statute’s sunset date, rather than repeal it,
so that the Legislature can assess more fully the fiscal implications of the
exemption.

HB 515 by Madden and Woolley would extend the sunset date for Tax Code,
sec. 11.252 to December 31, 2007, continuing until then the tax exemption on
motor vehicles leased for personal use. The Local Government Ways and
Means Committee considered HB 515 in a public hearing on April 10 and left
the bill pending.



