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FI SCAL | MPACT REPORT
SPONSOR: Smith DATE TYPED: 02/04/02 HB
SHORT TITLE:  Amend Tribal Distributors Tax Deduction SB 319

ANALYST: Smith

REVENUE
Esti mat ed Revenue Subsequent Recurring Fund
Year s | nmpact or Non- Rec Affected
FY02 FY03
($0.1) Recurring State Road Fund
($0.1) Recurring Local Road Funds

(Parenthesis () Indicate Revenue Decreases)

Duplicates HB 29
SOURCES OF INFORMATION

Taxation and Revenue Departnent (TRD)
SUMMARY

Current |law all ows deductions for sales to an Indian tribe or
pueblo for retail sales on the reservation (Section 7-13-4(E) NVBA
1978), and for sales by an Indian distributor (Section 7-13-4(F))--
woul d be made contingent on the tribe or pueblo entering into a
joint powers agreenent with the Taxati on and Revenue Depart nent.
The agreenent would allow both parties to verify information con-
tained in the gasoline tax returns of distributors or whol esal ers
who deliver gasoline to the Indian facilities.

EFFECTIVE DATE July 1, 2002
FI SCAL | MPLI CATI ONS

By inproving the flow of information between Indian tribes and the
State, the proposal should help to insure that gasoline tax deduc-
tions are limted to those entities for which they were intended.
This could prevent the erosion of the gasoline tax base over tine.
Al t hough the anmount of avoi ded erosion is uncertain, the total vol -
ume of gasoline currently being deducted is over 100 nmillion gal-
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| ons per year.

ADMINISTRATIVE IMPLICATIONS

TRD notes that it has becone clear over the |ast two years that the
Department nust commt additional resources to the task of tracking
and verifying the deductions being taken against gasoline tax I|i-
abilities. Inplenmentation of this nmeasure would be one part of
that effort.

OTHER SUBSTANTIVE ISSUES

Under present |law, there are two major categories of gasoline tax
deductions related to Indian sales. Section 7-13-4(E) provides a
deduction for sales to an Indian distributor when the gasoline is
subsequently sold at retail on the reservation, pueblo grant or
trust land of the distributor’s nation, tribe or pueblo. 1In this
case, the deduction is |limted to the anount of excise, privilege
or simlar tax inposed by the tribe. Section 7-13-4(F) provides a
deduction for sales by certain Indian distributors for resale out-
side the distributor’s reservation, pueblo grant or trust |and.

The Departnent has seen a dramatic increase in the volunme of gaso-
i ne deductions clainmed over the last three fiscal years. Mst of
t he deductions appear to be due to legitimate clains by tribal dis-
tributors and/or sales to retail outlets on tribal |land. However,
t he Departnent has not received information fromall of the triba
enterprises involved in the sale of gasoline. The proposal should
help the Departnent to trace the chain of transactions fromthe
poi nt at which fuel is brought into the state to the ultimte point
of retail sale. In addition, in the case of retail sales on Indian
| ands, the proposed joint powers agreenents should help the Depart-
ment to identify the anount of Indian tax being i nposed and there-
fore the legitimte anount of deductions fromthe State' s tax.

As a practical matter, it is probably inpossible to regul ate retai
sal es on reservations that share a common exterior boundary with
the state. For exanple, the Navajo nation can simultaneously “re-
ceive” (the taxable act) and inport gasoline without it |eaving
tribal |ands.

POSSI BLE QUESTI ONS
How does this bill relate to the concept of tribal sovereignty?
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