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REVENUE ISSUES

At its meeting in August 2009, the Legislative Finance Committee (LFC) heard
presentations about the work and recommendations of the 2003 Blue Ribbon Tax Reform
Commission, tax credits and exemptions implemented since 2003, and the state revenue
outlook for fiscal years 2010 through 2012. A similar presentation is also included in the
2009 interim workplan of the Legislative Education Study Committee (LESC). This staff

report provides an introduction to this presentation.

2003 Blue Ribbon Tax Reform Commission Review and Reccommendations

The Blue Ribbon Tax Reform Commission was created by legislation enacted in 2003 to
develop recommendations for reform of New Mexico’s tax laws to establish a balanced
tax system that provides maximum economic development benefits and maintains
necessary government services at an appropriate level. The 23-member commission
consisted of 10 members of the Legislature (five representatives and five senators) and 13

public members.

With the goal of aligning New Mexico’s tax structure with the state’s economy and its
future, the commission focused on eight issues while formulating its recommendations:



tax relief for low- and middle-income families;

gross-receipts tax (GRT) of medical practitioners and hospitals;
GRT on food for home consumption;

tax treatment of commercially active nonprofits;

personal income tax rates and capital gains;

state road fund sources;

liquor and other excise taxes; and

corporate income taxes.

In addition, the commission sought to address a number of concerns about the
administration of tax laws.

The commission formally developed 196 separate proposals to alter the tax system. Of
these, the commission adopted 71, including:

expanding and enriching the low-income comprehensive tax rebate table and an
added income tax personal exemption of up to $3,000 for families below the
median income level for their filing status;

a new GRT deduction for health practitioners for receipts from managed health
care contracts and Part C Medicare payments;

expanding from 50 percent to 100 percent the GRT deduction for for-profit
hospitals to treat virtually all hospitals the same;

capping the state capital gains deduction to restore some progressivity to the
income tax;

reducing the highest corporate income tax rate to 6.4 percent from 7.6 percent,
compressing the three-step tax table to two steps, and requiring corporations to file
on a combined unitary basis; and

increasing the gasoline and special fuel (diesel) tax rates, vehicle registration fees,
and other fees to increase funding for state and local road funds.

According to the final report, the commission made no recommendations in the following

areas:

Gross receipts tax on food - the commission believed that expanding the low-
income comprehensive tax rebate table and establishing a new personal exemption
were preferable to reducing or eliminating the gross receipts tax on receipts from
selling groceries, and therefore did not recommend a GRT deduction on food
sales.

Personal income tax rates - although the commission studied delaying or
eliminating the later phases of the income tax rate cut enacted earlier in 2003 and
whether to restructure those phased-in cuts, it decided not to make a
recommendation on this issue.

Gross receipts tax exemption for nonprofit organizations - other than
recommending a change in reporting for larger organizations, the commission
decided it did not have the information to separate nonprofits thought to be




competing with for-profit businesses from those engaging in strictly charitable
activities.

e Liquor excise tax - the commission agreed that this is a critical issue for the people
of New Mexico but did not deem it appropriate for this commission; rather
commission felt the full Legislature and the Governor should address it.

Tax Credits and Exemptions Implemented from 2003 to the Present

Among the tax credits and exemptions implemented since 2003 are the following:
e Family Tax Relief Initiatives, including:

> the Working Families Tax Credit;
» the low income personal exemption; and
> the GRT deduction for food sales.

e Medical Services Initiatives, including:

a deduction for medical services reimbursed by managed care organizations;
a GRT deduction for hospital construction;

a GRT credit for unreimbursed care;

an income tax credit for rural health practitioners; and

a GRT credit for hospital operations.
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e Economic Development Initiatives, including:

the High-wage Jobs Tax Credit;

the Research and Development Small Business Tax Credit;
the Film Production Tax Credit;

extension of the manufacturer’s investment tax credit;

a GRT deduction for military base construction services;

a locomotive fuel tax exemption; and

tax increment financing for development districts.

YVVVYVYYY

e Renewable Energy Initiatives, including:

Solar Market Tax Credits;

renewable energy production tax credits;

the Sustainable Building Tax Credit;

GRT deductions for wind and solar facilities; and

tax credits for renewables-powered generating plants.

YVVYVYYVYV

Revenue Outlook for Fiscal Years 2010-2012

The August 2009 consensus revenue estimate that the committee will hear reflects
decreases in revenue for both FY 09 and FY 10 in addition to those decreases already seen
or predicted. Recovery is still expected to begin in FY 11, but it is likely to take several
years before revenue levels approach those of FY 08.
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Presenter

Dr. Tom Clifford, Chief Economist, Legislative Finance Committee, will provide more
details about the Blue Ribbon Tax Reform Commission, tax credits and exemptions, and

the revenue outlook.



