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TAX POLICY PRINCIPLES
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N.M. Tax Research Institute is a non-profit, non-partisan member-
supported organization dedicated to advancing the following principles 

of good tax policy in New Mexico:
 Adequacy

 Revenues should be sufficient to fund needed services

 Efficiency
 Interference with the private economy should be minimized

 Equity
 Taxpayers should be treated fairly

 Simplicity
 Laws, regulations, forms and procedures should be as simple as possible

 Comprehensiveness
 All taxes should be considered when evaluating the system

 Accountability
 Exceptions should be rare and should be carefully evaluated and justified
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NEW MEXICO 
FISCAL SITUATION
General Fund 2023 Revenue: $9.05B

Sales Taxes, 
34%

Energy, 20%

Income 
Taxes, 23%

Investments, 
13%

Other, 10%
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SALES TAX TREND –EXPANDING THE TAX BASE
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• Multistate Tax Commission (MTC) – project studying how 
best to tax digital goods and services – following the 
approach of Washington, New Mexico, Hawaii and South 
Dakota – including those products generally and then 
providing general deductions (similar to tangible goods).

• Streamlined Sales and Use Tax States – project studying 
how to source digital goods and services for determining 
the local tax rate. The project recently dropped the idea 
of defaulting back to origin sourcing and will, instead, 
explore a one-rate default which the state will then 
distribute. 
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• New Jersey legislature asked the revenue department, 
along with Rutgers University, to study how the state’s 
tax system treated the digital economy and how to best 
include digital products.

• Other states are beginning to consider expanding the 
sales tax base and cutting income tax rates. 

• NOTE – the federal Internet Tax Freedom Act allows 
digital goods and services to be taxed if similar non-
digital items are also taxed. 
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PASS-THROUGH ENTITY TAXES
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• Almost all states that have a “true” income tax impose 
the tax on partnerships and S corporations by computing 
the taxable income at the entity level and then imposing 
tax at the owner level. 

• A handful of states including Texas, Ohio, Nevada, 
Washington, and DC have moved to a gross income or a 
margin tax imposed at the entity level for all businesses.

• The partnership income tax system is one of the most 
complicated areas of all tax law.
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PASS-THROUGH ENTITY TAXES
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• Income reported in pass-through entities continues to 
far out-strip income reported in C-corporations. 

• In part, this is due to the rise of venture capital, hedge 
funds, and private equity as a means to finance 
businesses through private ownership investment, rather 
than through public markets or borrowing.

• Last year, according to the Federation of Tax 
Administrators and other sources, almost all states with 
income taxes had much higher than expected revenues 
which are likely due to capital gains from these private 
investments in pass-through businesses. 
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PASS-THROUGH ENTITY TAXES

8

• In 2017, Congress enacted the Tax Cuts and Jobs Act 
(TCJA), which among other things, capped the state and 
local tax deduction.

• This means residents in states with relatively high 
income taxes will pay more in federal tax than they 
otherwise would have.

• States began to pose an in-lieu of tax, called a “PTE tax” 
shortly after that would be paid at the partnership 
level—giving partners a credit against their own 
individual tax due. 

• Now 27 states, including New Mexico, have such taxes. 
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PASS-THROUGH ENTITY TAXES
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• Imposing a tax on partnership income at the entity level 
would be much simpler and much less prone to abuse 
than the pass-through system. 

• This can be done without multiplying the tax or having it 
imposed twice—as the state PTE taxes have proven. 

• The other issue is how to tax gains from sales of 
businesses. The federal government, in the TCJA, also 
passed a provision to tax foreign investors on gains from 
sales of partnerships doing business in the U.S. States 
are looking at doing something similar.

• The MTC also has a project looking at taxation of 
partnerships. 
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ALL STATE FISCAL STATUS

Federation of Tax 
Administrators
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STATE COMPARISONS 
– SALES TAX

State with gross 
receipts taxes

11



NMSCPA2019

STATE COMPARISONS 
– SALES TAX

Combined Average 
State and Average 
Local Sales Tax Rates
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STATE COMPARISONS 
– SALES TAX

TF Sales Tax Rankings
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STATE COMPARISONS 
– SALES TAX

Corporate Income Tax -
Top Marginal Tax Rates
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STATE COMPARISONS 
– SALES TAX

TF Corporate Income 
Tax Rankings
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STATE COMPARISONS –
PERSONAL INCOME TAX

Property Tax – Median 
Tax Paid
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STATE COMPARISONS –
PERSONAL INCOME TAX

TF Property Tax 
Rankings
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STATE COMPARISONS –
PERSONAL INCOME TAX

Personal Income Tax -
Top Marginal Tax Rates
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STATE COMPARISONS –
PERSONAL INCOME TAX

Personal Income Tax –
TF Rankings

19



NMSCPA2019

STATE COMPARISONS –
PERSONAL INCOME TAX

Tax Foundation 
Business Tax Climate 
Index Rankings
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From the Tax Policy Center Study on How Broad are State Tax Bases
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THANK YOU
Richard L Anklam 505 269 6791

Richard.Anklam@nmtri.org

www.nmtri.org
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