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Texas Legislative Updates

While much of the recent discussion of the 79™
Texas Legislature Session has focused on educa-
tional reform, there are several provisions that
relate to general business in the State of Texas.
While a large number of bills were filed and ulti-
mately hundreds passed, several in particular may
be of interest to you.

1. Texas Franchise Tax

The current legislature session ended with no
agreement to extend the current Texas franchise
tax to partnerships. Even though several special
sessions were called, there has been no final
agreement on changes to the Texas franchise tax.

As a result, partnerships under Texas laws con-
tinue to remain unaffected (i.e. not subject to) by
the Texas franchise tax. For this reason, many of
our clients have converted their limited liability
companies or regular corporations, including S
corporations, to partnerships in order to avoid
the Texas franchise tax. Whether you now have
a C Corporation, S Corporation or a Limited
Liability Company, a conversion to a Limited Part-
nership, avoids the unlimited liability that convert-
ing to a general partnership or certain other enti-
ties holds. Typically, once a corporation is con-
verted, the newly formed Limited Partnership
would elect to be taxed as a corporation for Fed-
eral Income Tax purposes. This results in a tax-
free “F” reorganization, but would continue to be
a Limited Partnership for purposes of Texas State
Law. A limited Liability Company which was pre-
viously taxed as a partnership would continue to
be taxed as a partnership for Federal Income Tax
purposes if it were converted.

If the converting entity is an S Corporation, spe-
cial care has to be taken in this instance. Never-
theless, these conversions continue to be an ef-
fective way to avoid the franchise tax under
Texas State Law. If you are currently paying fran-
chise tax, now may be the time to convert as you
will have an opportunity to potentially save two
more years of franchise tax payments, before the
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legislature reconsiders whether or not to imple-
ment this tax on partnerships.

2. Workers’ Compensation Reform

The Texas legislature ultimately adopted H.B. 7,
which is a comprehensive piece of legislation that
reforms the Workers’ Compensation System by
authorizing the use of Workers' Compensation
healthcare networks (Comp Networks) through
amendments to the Texas Insurance Codes. This
bill opens the door for various carriers to build
their own Comp Networks or to contract with
current or existing networks to leverage their
managed care expertise to deliver healthcare ser-
vices to the Texas injured employees.

There was significant structural changes as part of
this bill. This includes abolishing the Texas Work-
ers’ Compensation Commission and transferring
these powers and duties to a newly created divi-
sion of Workers’ Compensation within the Texas
Department of Insurance. There are a number of
transition rules currently being drafted and which
are anticipated to go into effect in early 2006.
The Commissioner of Workers’ Compensation
and the Commissioner of Insurance are to adopt
rules relating to the transfer of duties no later
than December 1, 2005.

3. Small Business Group Life Insur-
ance

Under current Texas Law, insurance carriers are
prohibited from issuing a Group Life Insurance
Policy that covers less than 10 employees.

Effective September 1, 2006 S.B.88 lowers the
minimum number of employees required to 2
employees.

4, Health Savings Accounts

(Credition Exemption)
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