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SPONSOR: Representative Knauer

BILL SHORT TITLE: Clothing and Footwear Tax Deduction

CONFLICTS, DUPLICATES, COMPANIONS: SB –62 is identical

DESCRIPTION: This bill provides an annual gross receipts tax holiday for sales of qualified clothing and footwear during a three-day period in August prior to the beginning of each school year. This holiday is accomplished through a gross receipts tax deduction. To qualify for the deduction, individual items must be purchased at a price of less than one hundred dollars ($100). The provisions of the bill are not meant to apply to sales of specialized athletic/protective gear or of accessories. The proposed tax holiday is similar to programs currently administered in Florida, New York, and, particularly, Texas. 

EFFECTIVE DATE: July 1, 2001

FISCAL IMPACT (Thousands of dollars): 

Note: Parentheses ( ) indicate a revenue loss:
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Texas conducts a temporary deduction for the sale of clothing that parallels this proposal. Correspondingly, the fiscal impact is estimated by examining reports from the Texas State Comptroller’s Office. The U.S. Bureau of Labor Statistics’ 1998 Consumer Expenditure Survey was also consulted. Reports from Texas indicate the state lost approximately $25.6 million, with an additional $7 million hit to local governments, the first year the program was administered (1999). The effective state tax rate was 6.25% and local rate averaged about 1.75%. These data are first adjusted for differences in school-age populations (10.8 times as many school-age persons compared to 11.4 times as many people total), tax rates and household income (Texas $35,254, New Mexico $29,386) and further adjusted for derived price elasticity (Texas at 12.5 with 8% tax rate implies new Mexico would have a 75% increase in sales with its average 6% rate.). It is estimated that this proposal will reduce New Mexico state and local gross receipts tax collections by approximately $1.6 million, saving New Mexicans about $.92 a year, per capita. 


Reports from Texas suggest that a considerable amount of sales shifting—altering the timing of clothing purchases to take advantage of the tax holiday—occurred, doubling the amount of clothing and footwear that would have been sold on a typical three-day weekend.

ADMINISTRATIVE IMPACT: 


Administrative impact on the Department would be significant. Extensive regulations must be developed. Taxpayer instructions, including itemized lists detailing the taxable status of equivocal clothing/footwear, must be written and promulgated. Despite this, the Department will certainly be obliged to field a myriad of questions on ambiguous cases. For example, when qualified clothing is sold in a set that also contains taxable merchandise, is the full price subject to gross receipts tax? Must articles that are normally sold as a unit continue to be sold as a unit, or may they be priced separately and sold as individual items in order to qualify for the deduction—e.g. a $150 pair of shoes? The number of potential questions and complications is disconcerting.


Additionally, ensuring that retailers deduct only sales of qualified clothing will be a problem. While most retailers are likely to claim only legitimate deductions, it will be almost impossible to identify those who don’t. Typically, when examining retail businesses with large sums of cash flowing through them, auditors have only cash register tapes with no (or very cryptic) descriptions of purchases at their disposal. 
TECHNICAL ISSUES:

It might be prudent to enact this legislation with a sunset. Then, the legislature would have a guaranteed opportunity to decide based on New Mexico experience, rather than Texas or New York experience. As attributed to Lew Wallace, “Any solution based on experience elsewhere fails utterly in New Mexico”.

OTHER IMPACTS AND ISSUES: 

· Clothing retailers cannot be compelled to pass on the tax savings. Therefore, this program may prove to be a quite a boon for them. Evidence from New York and Texas suggests a tax-free weekend, that reduces apparent the cost of purchases by about 6%, is a much more effective means of attracting shoppers than any buy one/get one free promotion or 15% off sale. Therefore, rather than holding “Back-to-School” promotions and discounts, retailers have incentive to keep prices at current levels while taking advantage of free advertising, courtesy of Department press releases, media announcements, etc. 

· Ostensibly, the intent of the legislation is to partially relieve the gross receipts tax burden on families with school-aged children. However, even if retailers were somehow compelled to pass tax savings on to consumers, from a tax policy perspective, this proposal is an inefficient means of providing tax relief to the intended beneficiaries, presumably low and middle income families. About 80% of the benefit of this proposal, however, will go to the 50% of the population earning over $20,000.

· This looks very much like a gimmick.  The gross receipts tax is the state General Fund’s largest source of revenue and, by a wide margin, the biggest source for municipalities.  It cannot help voluntary compliance to insert such provisions in this tax. 

· Tax policy analysis fails to realize sometimes that discretionary tax actions are viewed very, very favorably by the taxpaying population. Allowing taxpayers the discretion to pay or not pay taxes, is not altogether lacking merit. This is said best by F. J. Raymond (about whom we know virtually nothing): 

Next to being shot at and missed, nothing is quite as satisfying as an income tax refund.

