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SPONSOR:  Senator Robinson

BILL SHORT TITLE:  Additional Gross Receipts Tax Deductions for Film Producers

DESCRIPTION: This measure amends Section 7-9-86 NMSA which currently provides gross receipts tax deductions for film production companies. The statute currently allows the companies to deduct a number of costs from gross receipts taxes, including costs of purchasing the story used in the film, salaries of various individuals engaged in its production, set construction, wardrobes, accessories, editing and related services. The proposed amendment would add costs of food and lodging, as well as expenditures for leasing vehicles to the list of items deductible by film producers.

EFFECTIVE DATE: July 1, 2001

FISCAL IMPACT (Thousands of dollars):  

Note: Parenthesis ( ) indicate a revenue loss:




Recurring or



Estimated Impact on Revenues
Nonrecurring
Funds 


  FY 2001 
  Full Year r   
     Impact     t     
             Affected          .             


(490)
(530)
 Recurring
General Fund


(350)
(380)
Recurring
Local Funds

Details of this estimate are discussed below. The estimates assume no multiplier effects associated with increased filmmaking. Increased filmmaking may, to some extent, offset the $1.2 million in total revenue losses shown above.

ADMINISTRATIVE IMPACT: no significant administrative impacts would be imposed on the Department due to enactment of the proposed measure.

TECHNICAL ISSUES:  New Mexico imposes a leased vehicle gross receipts tax and a leased vehicle gross receipts surcharge. These taxes are imposed in addition to regular state and local option gross receipts taxes. The proposed measure would not exempt film production companies from paying the leased vehicle gross receipts taxes and leased vehicle gross receipts tax surcharge. If that is contrary to the proposed legislation's intent, the measure should be changed accordingly.

OTHER IMPACTS AND ISSUES:

1. This bill is an economic development proposal. As with many bills in this class, the hope is the deduction will stimulate more [filmmaking] activity and generate replacement tax revenues from other gross receipts and income taxes on wages and salaries, goods and services.  Whether this is likely to happen is difficult to say.
2. The original concept of this deduction was to allow deduction of all direct input charges. Costs of food and vehicle leasing are indirect.
3. The 1997 Economic Census reports 133 firms, employing 1,341 people and grossing about $74 million for NAICS 512 -- motion picture & sound recording industries. Of this total, about 1/3rd  is apparently production, rather than exhibition. The fiscal impact estimate above is consistent with about $75 million in currently deductible production costs. These estimates are inconsistent. The Film Commission believes the cost of this bill is about 1/3rd the above. Unfortunately, the fiscal estimate above is derived from direct observation of the gross receipts tax impact of the deduction for production costs enacted in  1995.
4. One reason why it is difficult to correlate creation of “tax incentives” with growth of an industry is the fact that tax considerations are only one key element—and often not the most important—in a business location or development decision.
5. Tracking the value of the current deduction is problematic. The deduction is claimed by taxpayers providing a variety of services. The following chart exhibits the impact of the deduction in one industrial category – film production and movie theaters. The important thing to note is that the total contribution to general fund and local government gross receipts revenues dropped to 50% of total levels. This is the static and deadweight loss of the current deduction. Further, if the tax deduction were material in enhancing the industry, the abrupt drop would be followed by a significant upward trend.
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6. Testimony from an official of the Film Commission indicates that, on average, the following is the approximate breakdown of a typical “New Mexico drop” – that is the money spent on film projects.


Direct production and support wages




20 to 30%


Direct production costs (contract)




35 to 50%


Indirect costs incl. travel & lodging, set operations and transportation
  8 to 20%


Other direct and indirect costs





  0 to 37%

      The breakdown for advertising shoots and other video production is probably somewhat greater for direct production costs and less for indirect costs.

     For the purpose of this analysis, it is assumed that currently deductible expenses equals 50%, and the increment proposed in this bill is 10%. The average state effective rate, assuming 85% municipal share is about 3.5% and 2.6% local effective rate.

