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FISCAL IMPACT REPORT

SPONSOR:  Madalena DATETYPED:  02/19/01 HB  605/aHENRC

SHORTTITLE:  Tribal Capital Improvement Tax Credits SB

ANALYST:  Williams

REVENUE
Estimated Revenue Subsequent Recurring Fund
Y ears I mpact or Non-Rec Affected
FYO01 FY02

$ (2,0480) | $ (1,529.0) | Recurring Genera Fund

$ (1,8480) | $ (1,385.0) | Recurring Severance Tax
Bonding Fund

$ 4.0 [$ (4.0) | Recurring Reclamation Fund

(Parenthesis () Indicate Revenue Decreases)

Duplicates SB 518
Relates to HB 219/aand HB 293

SOURCES OF INFORMATION
LFC Files

Taxation and Revenue Department (TRD)
Energy, Minerals and Natural Resources Department (EMNRD)

No Response
Department of Finance and Administration (DFA)

Office of Indian Affairs (OIA)
SUMMARY

Svnopsis of HENRC Amendment

The amendment clarifies reference to the tribal capital improvements tax and makes the reference to
that tax consistent throughout the bill.

Svnopsis of Original Bill

House Bill 605 authorizes a credit for taxes paid on crude oil and natural gas production from wells
located on tribal land. Thetribal capital improvements production tax credit would be the lesser of:
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. the amount of the tribal capital improvements tax imposed by the tribal government on crude
oil and natural gas production from well on tribal land or
. two percent of the taxable value of production from these wells as determined by state law

Thetribal capital improvementstax isatax imposed by the tribal government with jurisdiction over
thewell. Revenue generated by thistax is exclusively dedicated to fund capital improvement projects
on the tribe’ s land.

The taxpayer must demonstrate to the Taxation and Revenue Department entitlement to the credit as
well as proof of payment of tribal tax.

The credit isin addition to the intergovernmental tax credit enacted in 1995. Thetribal capital
improvements tax would be considered an increase in tribal taxes under the provisions authorizing
that credit, but only to the extent that the new tax is greater than two percent of the taxable value of
production under state law.

The bill does not include an effective date.
FISCAL IMPLICATIONS

The Severance Tax Bond Series 2000 official statement indicates natural gas and crude oil production
on tribal lands were approximately 3.6 and 1.1 percent, respectively, in 1997. Tribal production
appears to have been relatively stable in recent years. This analysis uses the latest consensus
assumptions of crude oil and natural gas prices and production. The magnitude of the credit on each
tax is calculated by using each tax’ s effective tax rate compared to the total. The analysisalso relies
on the two percent mechanism.

The bill would reduce general fund revenues by $2,048.0 in FY 02 and $1,529.0 in FY03. Severance
tax bonding fund receipts would be reduced by $1,848.0in FY 02 and $1,385.0in FY 03. The
impact declines from one year to the next due to the assumptions of declinesin natural gas and crude
oil prices. Actua impacts could be slightly less because this production would receive a price
somewhat less than the statewide average rate used in the revenue estimates. The lower priceis due
to both location and quality differentials.

Finally, theoretically, property taxes would be reduced by $597.0 in FY 02 and $448.0 in FY03;
however, if rates adjusted, this amount of tax burden would be shifted to other taxpayers. There
would be no impact on the state portion of property taxes due to this mechanism. Some minor
impacts might hit Rio Arriba, and to alesser extent San Juan counties.

Because the tax rate for the reclamation fund adjusts according to the balances in the fund, the impact
of arevenueloss of $4.0 is arough approximation.

Minor fiscal impacts would also result due to increasesin credit currently allowed as intergovernmen-
tal tax credits. The latest Severance Tax Bond official statement indicates TRD has received only a
small number of applications for this credit; and projected receipts do not reflect any fiscal impact
from this credit because of the uncertainty of the effectiveness of the tax credit.

TECHNICAL ISSUES
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An effective date of July 1, 2001 or January 1, 2002 could be included in the bill; otherwise the
effective date would be 90 days after adjournment or June 15, 2001. TRD requests this change to
program ONGARD to accommodate the credit.

ADMINISTRATIVE IMPLICATIONS

TRD notes ONGARD can support the proposed tax credit; however, system programming hours are
estimated to cost $64.0.

AW/ar



