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April 2025

Texas Legislature Takes Steps to Extend and
Expand Research and Development Credit

The 89th Texas legislative session—which runs from Jan. 14 through June 2—has been active. One of the
most awaited items on the tax front is whether the state will extend and modify the Texas Research and
Development Credit (R&D Credit), which is currently set to expire on Dec. 31, 2026.

Senate Bill 2206 and House Bill 4393

Sens. Paul Bettencourt, Joan Huffman, and Rep. Charlie Geren introduced Senate Bill 2206 and its house
companion House Bill 4393 (together referred to as the R&D Bills) in March 2025. The Finance
Committee unanimously approved Senate Bill 2206 on April 9 and the bill will now move to the full
Senate for consideration. House Bill 4394 was referred to the Ways and Means Committee on April 1.

Per Sens. Bettencourt and Huffman’s analysis, the goal of Senate Bill 2206 is “to extend the franchise tax
credit beyond the current Dec. 31, 2026, expiration date and to make the administration of the credit
more efficient for both taxpayers and the Comptroller of Public Accounts of the State of Texas
(comptroller) by adhering more closely to the federal R&D credit, thereby leveraging the work of the
Internal Revenue Service and reducing the demand on resources of the comptroller.”

If passed, the R&D Bills would generally allow for the expiration of Texas’ current regime, instead creating

a separate R&D Credit program via the new Subchapter T. Here is an overview of some of the most
significant changes the R&D Bills would create:
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e Extension of the R&D Credit Beyond Dec. 31, 2026. The current version of the R&D Bills seeks to
extend the credit beyond its current expiration date. Although the R&D Bills do not include a specific
sunset date, they also do not specifically insure the program’s longevity. It is worth noting that the
business industry advocated for specific assurances regarding the credit’s duration, arguing that strong
economic investment in research and manufacturing would grow twofold by removing any tax
advantage end date.

e Repeal of the R&D Sales Tax Exemption. The current versions of the R&D Bills do not include a sales
tax exemption, purporting to address administrative difficulties that have been experienced under the
current regime. Under the existing R&D Credit, the sales tax and franchise tax credits are mutually
exclusive, and taxpayers must choose either one or the other (i.e., a taxpayer many only take either (1)
a sales and use tax exemption on the purchase, lease, rental, storage, or use of qualified research
property, or (2) a franchise tax credit based on qualified research expenses). The R&D Bills would
eliminate this choice, maintaining only the franchise tax credit.

e Adherence to the Federal R&D Credit. The R&D Bills would also create a program that adheres more
closely to the federal R&D credit. This is a significant change, which is intended to simplify
administration of the R&D Credit in Texas. Currently, Texas’ R&D Credit uses a separate calculation
that does not align with the federal R&D credit program.

e Increase in Expenditures. Additionally, the R&D Bills propose increasing the taxpayer’s allowable
research and development expenditures from 5% to 8.722% for franchise tax credit purposes.
Generally, R&D programs in other states allow for research and development expenditures ranging
between 5% to 27%.

GT Insights

A study by Rice University’s Baker Institute, published on March 13, found that a strong R&D Credit
program may generate over 113,000 jobs in the state by 2035. Likewise, the study concluded that over $13
billion dollars may be generated with a strong program, including a total investment boost of 0.25%
during the first year.

Business representatives have voiced their enthusiastic support that Texas continue to have a strong R&D
Credit incentive program. Senate Bill 2206 and House Bill 4393 are first steps towards making that a
reality by expanding the R&D Credit and avoiding its expiration.
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