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This publication is intended as a general guide and not as a comprehensive resource on the subjects covered.  
It is not a substitute for legal advice.
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FAIR MARKET VALUE
DEDUCTION 
WHAT IS CONSIDERED A “MOTOR VEHICLE”? 

“Motor vehicles” are self-propelled units that transport property or persons on public

highways. The term also includes trailers, semi-trailers, travel trailers and motorcycles

designed for highway use. 

When buying a new replacement vehicle,
motor vehicle dealers, lessors, and rental
companies can use the fair market value
deduction to reduce their motor vehicle sales
tax responsibility. A fair market value deduction
involves both a new “replacement vehicle” and
a “retired vehicle” removed from service. 

To qualify for the deduction, dealers, lessors
and rental companies must meet certain
requirements. 
A dealer must: 

• be a motor vehicle dealer licensed by the
Texas Department of Motor Vehicles, regularly
and actively engaged in selling vehicles as a
primary business function; and

• separately sell at least five different vehicles 
during any 12-month period. 

A lessor (leases vehicles for contract periods
exceeding 180 days) must: 

• be licensed by the Texas Department of Motor
Vehicles, regularly and actively engaged in
leasing motor vehicles as a primary business
function; and 

• separately lease at least five different motor 
vehicles during any 12-month period. 

A rental company (rents vehicles for contract
periods of 180 days or less) must: 

• have a valid Motor Vehicle Rental Permit issued
by the Comptroller’s office; and 

• either be the title owner of at least five motor
vehicles that will be rented within a 12-month
period or have a dealer’s license from the Texas
Department of Motor Vehicles. 

QUALIFYING VEHICLES 
The replacement vehicle must: 

• be titled in the name of the dealer, lessor or
rental company; and 

• be used for business or personal use. 

The retired vehicle must 

• be titled in Texas in the name of the dealer,
lessor or rental company, or in the name of a
qualifying related company in Texas; 
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• have been used for business or personal use; 

• be retired from service and offered for sale prior
to being claimed as a deduction; and 

• be used only once as a fair market value
deduction. 

CLAIMING THE DEDUCTION 
The fair market value deduction is claimed at
the time the replacement vehicle is titled and
registered at the county tax assessor-collector’s
office. The old “retired vehicle” can be used as a
deduction up to 18 months after it is removed from
service and offered for sale. 

A company can replace multiple vehicles
with one of greater value, using the combined
fair market value of the retired vehicles for the
deduction. The fair market value of a single vehicle
cannot be split among several newer but less
expensive replacement vehicles, however. 

A business claiming the deduction must maintain
records necessary to document the accuracy of the
retired vehicle’s fair market value, and complete
a title application/tax statement (Form 130-U)
that includes a detailed description of the retired
vehicle. 

DETERMINING FAIR MARKET VALUE 

The fair market value of a retired motor vehicle is
determined in one of two ways. 

• If the retired vehicle has been sold before
claiming the deduction, fair market value is the
price the seller actually received from the buyer. 

• If the retired vehicle is being offered for sale,
but has not been sold, fair market value is the
value on the title owner’s books at the time the
vehicle is retired, provided that the owner’s book
value is based on generally accepted accounting
principles. 

COMPUTING THE TAX 
The amount of tax is based on the difference
between the total purchase price of the
replacement vehicle and the fair market value
of the retired vehicle. A rental company can use
the fair market value deduction to establish its
minimum gross rental receipts tax liability. 

Example 

Purchase price of  
replacement vehicle $24,000 

Less 

Fair market value 
of retired vehicle - 12,800 
Amount subject to tax 11,200 

Multiply 

Tax rate (6.25%) x  .0625 

Equals 

Amount of tax due $700.00 
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WE’RE HERE TO HELP!
If you have questions or need information, contact us:

 
 

 

 
  

  

 
 
 

 

 

  

 

 

For more information, 
search our website at

Comptroller.Texas.Gov

Texas Comptroller of Public Accounts 

111 East 17th Street
 

Austin, Texas 78711-1440


Sign up to receive email updates on
the Comptroller topics of your choice at
comptroller.texas.gov/subscribe/. 

In compliance with the Americans with Disabilities
Act, this document may be requested in alternative
formats by calling the appropriate toll free number
listed or by sending a fax to 512-475-0900. 

800-252-5555 
911 Emergency Service/

Equalization Surcharge 
Automotive Oil Fee 
Battery Fee 
Boat and Boat Motor Sales Tax 
Customs Broker 
Mixed Beverage Taxes 
Off-Road, Heavy-Duty Diesel 

Equipment Surcharge
 
Oyster Fee
 
Sales and Use Taxes
 

800-531-5441 
Cement Tax
 
Inheritance Tax
 
Local Revenue
 
Miscellaneous Gross


Receipts Taxes
 
Oil Well Servicing Tax
 
Sulphur Tax
 

800-442-3453 
WebFile Help 

800-252-1381 
Bank Franchise
 
Franchise Tax
 

800-252-7875 
Spanish 

800-531-1441 
Fax on Demand (Most frequently requested

Sales and Franchise tax forms) 

800-252-1382 
Clean Vehicle Incentive Program
 
Manufactured Housing Tax
 
Motor Vehicle Sales Surcharge, 


Rental and Seller Financed Sales Tax 
Motor Vehicle Registration Surcharge 

800-252-1383 
Fuels Tax
 
IFTA
 
LG Decals 

Petroleum Products Delivery Fee
 
School Fund Benefit Fee
 

800-252-1384 
Coastal Protection
 
Crude Oil Production Tax
 
Natural Gas Production Tax
 

800-252-1387 
Insurance Tax 

800-252-1385 
Coin-Operated Machines Tax 
Hotel Occupancy Tax 

800-252-1386 
Account Status 
Officer and Director Information 

800-862-2260 
Cigarette and Tobacco 

888-4-FILING (888-434-5464) 
TELEFILE: To File by Phone 

800-252-1389 
GETPUB: To Order Forms and Publications 

800-654-FIND (800-654-3463) 
Treasury Find 

800-321-2274 
Unclaimed Property Claimants 
Unclaimed Property Holders 
Unclaimed Property Name Searches 

512-463-3120 in Austin 

877-44RATE4 (877-447-2834) 
Interest Rate 
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