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BILL SHORT TITLE: Gross Receipts Tax Deduction for Software Services

DESCRIPTION: This bill provides a gross receipts tax deduction for receipts from custom programming, development of commercial software and website development. The business must be located outside the boundaries of Albuquerque, Rio Rancho, Roswell, Santa Fe, Las Cruces and Farmington (cities over 40,000 population in the 2000 decennial census).

EFFECTIVE DATE:  July 1, 2001

FISCAL IMPACT (Thousands of dollars):  

Note: Parenthesis ( ) indicate a revenue loss:

	
	
	Recurring or
	

	
	Estimated Impact on Revenues
	Nonrecurring
	Funds 

	
	FY 2002
	Full Year  
	     Impact     t     
	             Affected          .             

	
	(3,060)
	 (3,340)
	Recurring
	General Fund

	
	(1,300)
	 (1,420)
	Recurring
	Local  Governments

	
	(4,360)
	 (4,760)
	
	


ADMINISTRATIVE IMPACT: minimal impact. This is a deduction from gross receipts. Forms, instructions, materials for taxpayer seminars and technical advice memoranda to auditors must be prepared.

OTHER IMPACTS AND ISSUES:

1. Data was obtained from 1998 County Business Patterns and 1997 Economic Census for NAICS codes 5142 – data processing and 5415 – software services. The following is the estimated 1998 total and qualifying establishments.

	Profile
	Establishments
	Employees
	Payroll* 
	Sales*

	    Total
	300
	2,335
	99,879
	209,908

	    Qualifying
	146
	882
	39,598
	84,001


2. For the purpose of the estimate, it was assumed that the industry has been growing at about 6% per year and that about 20% of the receipts of this industry are deducted as sales in interstate commerce or as manufacturing inputs.

3. The apparent purpose of this bill is to make good, high tech jobs available in rural areas of the state. Thus, it is appropriate to estimate the number of new jobs this bill might stimulate, and the cost per new employee. Assuming that the software developers pass the tax savings through to purchasers, the net price reduction for software development by a “rural” firm is about 6%. It is unlikely that the demand price elasticity is much greater than .5. A software developer is primarily chosen by competence and adherence to delivery schedule rather than price. Additional sales will create a demand for additional employees on a relative percentage basis. Thus, the expected increase in employees is about 3% or 26 employees on a 882 employee base. Dividing this into the general fund plus local government cost gives $183,000 in tax cost per new employee. This is the classic problem of “buying the base”. In order to create an impact at the margin – such as new jobs – the state and local governments must give tax subsidies to firms already in the market. If software firms choose to pocket the tax savings rather than pass the savings on to customers, there will be no additional sales and an infinite cost per new job. 




















































