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 HB  

 
SHORT TITLE Review Tax Exemptions and Credits Every 5 Years SB 125 

 
 

ANALYST Gutierrez 
 

REVENUE (dollars in thousands) 
 

Estimated Revenue 

FY10 FY11 FY12 

Recurring 
or Non-Rec 

Fund 
Affected 

 None   

 (Parenthesis ( ) Indicate Revenue Decreases) 
             
SOURCES OF INFORMATION 
LFC Files 
 
Responses Received From 
Taxation and Revenue Department (TRD) 
Department of Finance and Administration (DFA) 
 
SUMMARY 
 

Synopsis of Bill 
 
Senate Bill 125 require the Revenue Stabilization and Tax Policy Committee (RSTP) to develop 
a five-year schedule to review tax incentives, including tax exemptions, credits, deductions and 
exclusions, to determine if the incentive is effective and essential and merits the tax expenditure 
that results from the use of the incentive. 
 
RSTP shall include in its proposed budget a request for adequate funds to contract for an 
independent review to be completed annually on the tax incentives scheduled for review in that 
year. 
 
A new section of the Tax Administration Act (TAA) would require the Taxation and Revenue 
Department (TRD) to identify every newly-created “exemption, credit, deduction or exclusion 
that is created, applied to a taxpayer’s liability or used to determine a taxpayer’s liability” under 
the TAA, and provide a list to the RSTP for review. 
 
This bill creates new sections within seventeen different tax acts to include language mandating 
this five-year review by RSTP. 
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Because no effective date is provided in the bill, its provisions will become effective ninety (90) 
days after the 2010 legislative session adjourns. 
 
SIGNIFICANT ISSUES 
 
New Mexico offers a wide range of tax incentives that reduce the tax burden to encourage job 
creation, workforce development, environmental protection, social equity and other outcomes 
(see Attachment 2). However, by reducing revenue, tax incentives leave less funding available 
for state services and infrastructure, which are also important for moving New Mexico forward. 
Further, limited reporting requirements currently make it difficult for policymakers to know 
whether tax incentives are meeting their goals (see Attachment 1). 
 
TRD: 

Without any statutory mandate, the Department has undertaken a multi-year, 
comprehensive review and analysis of tax expenditures.  (See Other Issues – 
Detailed Discussion below for a summary of the work plan for this 
comprehensive review and analysis.) The first two reports prepared as part of this 
effort have been completed and released.1  In each of the past two years the 
Department has also released (and will continue to release) detailed information 
on tax expenditures in the form of business incentive credits.2  The Department 
believes that this comprehensive, multi-year plan will allow the Department to 
provide the Governor and the Legislature a carefully prepared and highly useful 
series of reports that will help inform policy debates and policy decisions well 
into the future. Note: these reports and others can be found on the Departments 
website at http://tax.state.nm.us/pubs/taxpolicy.htm. 

 
ADMINISTRATIVE IMPLICATIONS  
 
TRD: 

The bill contains language requiring the Taxation and Revenue Department, 
beginning in 2010, to provide list a containing “every tax exemption, credit, 
deduction or exclusion that is created, applied to a taxpayer’s liability or used to 
determine taxpayer’s liability” administered under the Tax Administration Act, 
but it is unclear whether only newly-created tax incentives are intended to be 
included (see Technical Issues).  The proposal does not directly impose other 
responsibilities on the Department, but as a practical matter the Department would 
likely incur extensive costs assisting the Committee’s analysis of the various tax 
exemptions and deductions likely to be considered by the Committee.  The extent 
of administrative impact on the Department would depend on whether the 
legislation intends to review all tax incentives, or only newly-created tax 
incentives. 

 
 

                                                      
1 The reports, prepared under contract with the Department, are Thomas F. Pogue, “Tax Expenditure 
Budget: Defining the Benchmark GRT Base” April 2008; and Thomas F. Pogue, “Tax Expenditures: 
Concept and Framework for Analysis” April 2009.  
2 “Report on Manufacturing Incentives in New Mexico” November 2008; “Business Incentive Tax Credits” 
September, 2009 (presentation to the Economic and Rural Development Committee); “Film and Other Business 
Incentive Credits” November 2009 (presentation to the Revenue Stabilization and Tax Policy Committee).  
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TECHNICAL ISSUES 
 
TRD: 

“Tax expenditure” is defined in the bill as “revenue foregone by the state due to 
the use by taxpayers or others of tax exemptions, credits, deductions, exclusions 
or other forms of tax incentives”.  This definition suggests that any exemption, 
credit, deduction or exclusion is a “tax expenditure”, but that is too expansive a 
definition since many exemptions, etc. are necessary to properly determine tax 
and are not intended to provide an incentive.  
 
Section 2, Subsection A (page 3, lines 14 through 25) – the first sentence probably 
requires clarification.  It may be unclear whether only newly-created tax 
incentives are intended to be listed for review “beginning in the year the 
exemption, credit, deduction or exclusion goes into effect”, and it is further 
unclear how an evaluation could be completed in the first year a tax incentive is in 
effect.  In addition, there is no reference in Section 1 of the bill stating that only 
newly-created tax incentives are intended for periodic review.  Thus, Section 1 
may contradict Section 2 in the scope (definition) of tax incentives intended for 
review. 
 
Section 19 of the bill (pages 28 and 29) duplicates Section 17 of the bill. 

 
OTHER SUBSTANTIVE ISSUES 
 
TRD: 

The following summarizes the work plan of the Taxation and Revenue 
Department for a multi-year, comprehensive review and analysis of tax 
expenditures.  There are three basic steps to the plan: 
 
1.  A report that describes in depth the concept and framework for analysis of tax 
expenditures.   This step of the plan has been completed (see the April 2009 report 
by Thomas F. Pogue referenced in footnote 1 above).  
 
2.  A series of reports that will define and measure tax expenditures for all major 
taxes, including the gross receipts and compensating taxes; the gasoline, alcohol, 
cigarette and motor vehicle excises, the personal and corporate income taxes, 
taxes related to severance of oil, gas, coal, uranium, and minerals; the insurance 
premiums tax; gaming taxes; and the property tax.  (The first report in this series, 
covering the gross receipts tax, the largest revenue source for both the State and 
local government, was completed under contract by Thomas F. Pogue in April 
2008; see footnote 1 above.  A second report, covering manufacturing tax 
incentives, is referenced in footnote 2 above, along with updated reports to 
interim legislative committees on business incentive tax credits.) 
 
3.  A final series of reports that will provide analyses of the effectiveness of each 
major tax expenditure. 

 
BLG/mt              
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The Legislative Finance Committee has adopted the following principles to guide 
responsible and effective tax policy decisions: 

1. Adequacy: revenue should be adequate to fund government services. 
2. Efficiency: tax base should be as broad as possible to minimize rates and the 

structure should minimize economic distortion and avoid excessive reliance on any 
single tax. 

3. Equity: taxes should be fairly applied across similarly situated taxpayers and across 
taxpayers with different income levels. 

4. Simplicity: taxes should be as simple as possible to encourage compliance and 
minimize administrative and audit costs. 

5. Accountability/Transparency: Deductions, credits and exemptions should be easy 
to monitor and evaluate and be subject to periodic review. 

 
More information about the LFC tax policy principles will soon be available on the LFC 
website at www.nmlegis.gov/lcs/lfc 
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