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Under the Texas Tax Code, a lease of tangible personal property is a taxable sale. The
taxable sales price of leased personal property is the total amount for which the item is
leased. In the case at bar, the plaintiff sued the Comptroller of the State of Texas for a
refund of sales tax levied on a payment which the plaintiff made to a lessor to terminate
its obligations under a computer equipment lease.

The plaintiff argued that the termination payment should not have been taxed because it
was not part of the original lease price but was really a penalty paid for the lessor’s
forgiveness of the plaintiff’s future obligations under the lease. The Comptroller
responded by directing the court to its agency rules, which specifically hold that “a
charge imposed for the early termination of a lease is included in the lease price and is
taxable.” The Comptroller also reminded the court that the interpretation of a statute
applied by the administrative agency charged with its enforcement is entitled to serious
consideration, so long as the interpretation is reasonable and does not contradict the

statute’s plain language.
The court agreed with the Comptroller and held that the termination payment was

correctly classified as a part of the lease agreement because the plaintiff and the lessor

bargained for the termination payment based on the entire lease value. The court
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reasoned that, while a longer lease allows for smaller payments, a shorter lease requires
higher periodic payments. A termination payment is not punishment for early
termination per se, concluded the court—such a payment merely reflects the increased
cost of a lease having a shorter term and is taxable as part of the original lease price.

Marks & Weinberg, PC is a law firm with significant experience in dealing with virtually

every type of equipment and facility lease financing. The lawyers of the firm have

participated in leasing financings for more than a billion dollars of equipment and are

recognized throughout the industry. If you would like more cases or articles on leasing,
or have any questions or comments about this Article or other leasing issues, please visit
leaselawyer.com or contact Barry Marks at 205.251.8303 or Ken Weinberg at
205.251.8307.
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