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SUMMARY

Synopsis of SFC Amendment

The Senate Finance Committee amendments make a variety of definitional changes intended to
ensure that the procedures for each local government are the same. Additionally, the amendment
strips the two appropriations from the bill. Since the financing mechanisms in the origina bill are
left intact, is unclear how these loan participations and state in lieu of taxes payments would be
accomplished.

Synopsis of Original Bill

Senate Bill 932 would team the Economic Development Department with the NMFA to offer a
variety of taxable and tax-exempt economic devel opment financing alternatives. Currently, cer-
tain municipalities have a distinct advantage in being able to provide taxable and tax-exempt fi-
nancing.
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The EDD and NMFA would undertake economic development financing to help the state in:

* Community Enrichment
+* Business Expansion and Retention for Small and Mid-Sized Businesses
+ Business Attraction of Mid-Sized and Large Businesses

Significant |ssues

The practical effect of thisbill is four fold:

1.

It allows the NMFA to provide conduit financing to 501 (c)(3) organizations such as the
Santa Fe Opera.  This alows nonprofits to borrow at tax exempt rates. Types of projects
qualifying for this financing include museums, theaters, and other recreational and educa
tional facilities operaing as nonprofits. In addition not-for-profit hospitals would also be
eigible. Currently, these entities have access to this benefit through local governments
only.

The NMFA could issue the tax exempt private activity bonds on behalf of small manufac-
turers. Since the state' s allocation of private activity is fixed; small manufacturers would
compete against student loans and single family housing for this vauable federal subsidy.
The state board of finance is responsible for allocating this subsidy.

The NMFA would also be permitted to issue industrial revenue bonds (IRBS). IRBs con
fer an exemption from property taxes and gross recei pts taxes on certain equipment. The
NMFA would use the recurring general fund appropriation to the tax impact fund to re-
imburse local governments for lost taxes.

The NMFA may purchase loans or participations in loans to eligible entities by banks for
projects recommended by Economic Development Department. This amounts to a stb-
sidy for certain favored industries/projects. This would be funded from the public project
revolving funded which is ultimately funded by the governmental gross receipts tax

FISCAL IMPLICATIONS

Currently, only local governments have the ability to issue industria revenues bonds. If this bill
resulted in an expansion of this subsidy, the impact to state and local governments could be sig-
nificant.

ADMINISTRATIVE IMPLICATIONS

It is unclear that the NMFA or the Economic Development Department has the expertise to
evaluate the soundness of the bank loans or participations described above. This expertise will
have to acquired from a contractor.

OTHER SUBSTANTIVE ISSUES
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In other analysis, TRD has made the following general observations about industrial revenue
bonds:

“Although local governments have found the bonds to be an important recruiting tool, a number
of concerns have been raised about the potential for unintended consequences of widespread use
of these incentives:
By reducing the property tax base of commercial and industria taxpayers, the remaining
property tax burden is shifted to residential property owners;
By reducing the property tax base, cities and courties are forced to rely more heavily on
the gross receipts tax and other revenue sources,
Although incentives are provided to encourage increased employment in the jurisdiction,
companies sometimes are forced to close by economic conditions, with the result that the
jobs disappear; and
Because the bonds provide a tax exemption for the life of the bonds, the tax benefits can
outweigh the economic benefits to the jurisdiction granting the tax relief.”
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