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FISCAL IMPACT REPORT

ORIGINAL DATE 03/03/11
SPONSOR  Morales LAST UPDATED 03/03/11 HB

SHORT TITLE  Chile Industry Modernization Tax Credit SB 575

ANALYST Burrows

REVENUE (dollars in thousands)

Estimated Revenue Recurring Fund

FY11 FY12 FY13 or Non-Rec Affected

($600.0 - $2,000.0) | ($600.0 - $2,000.0) Recurring General Fund

(Parenthesis () Indicate Revenue Decreases)

SOURCES OF INFORMATION
LFC Files

Responses Received From

The New Mexico Dept of Agriculture (NMDA)
The Economic Development Department (EDD)
Taxation and Revenue Department (TRD)

Other Responses
Other responses received (see page 3)

SUMMARY
Synopsis of Bill

Senate Bill 575 proposes to offer a credit against the modified combined tax liability of up to
$100 thousand per year of the gross receipts or compensating tax paid on equipment purchased
by a chile producer or processor. The credit would be referred to as the “chile investment credit.”

The bill defines “chile processor” as a person who processes chile in a processing facility in
which either 33 percent of total hours, 33 percent of gross receipts, or 33 percent of square feet
was devoted to chile processing, and who derived at least 33 percent of gross receipts from
products derived from producing or processing chile in the previous 12-month period prior to the
month in which the credit was claimed.

The bill defines “chile producer” as a person who derived at least 33 percent of the gross receipts
from chile production in the previous 12-month period prior to the month in which the credit was
claimed, and who produces chile on at least 15 percent of agricultural land controlled or owned
by the person.
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The bill defines “modified combined tax liability” as the total liability of withholding, gross
receipts and compensating taxes, excluding any local option gross receipts tax liability.

The proposal limits the amount of credit per tax year to 85 percent of the taxpayer’s modified
combined tax liability per reporting period. The balance of the credit remaining that exceeds the
85 percent of tax liability can be claimed in subsequent reporting periods.

The bill also requires the Department of Taxation and Revenue to provide a report to the revenue
stabilization and tax policy committee (RSTP) prior to October 30 each year. RSTP would
review the effectiveness of the tax credit every four years beginning in 2014.

The effective date of the provisions of this bill is July 1, 2011.
FISCAL IMPLICATIONS

Annual revenue of the chile producing and processing industry in New Mexico is expected to be
approximately $300 million in FY12 according to data from the New Mexico State University
(NMSU) and the U.S. Department of Agriculture. The revenue impact assumes processors and
producers spend approximately $10 million to $30 million per year on qualifying equipment
purchases, or approximately 4-10 percent of annual revenue. All chile producers and processors
are expected to have withholding tax liability against which the credit can be applied. To the
extent that producers or processors also apply credits against their gross receipts tax or
compensating tax liabilities, counties and municipalities would experience a decrease in
revenues.

Attachment 1 lists New Mexico production as of 2009, and Attachment 2 lists the average costs
and returns for producing chile in New Mexico per county per acre.

SIGNIFICANT ISSUES

NMSU reports that New Mexico is the leading state in chile acreage. Red chile and paprika
represent over 40 percent of the state’s total production. Approximately 12,800 acres of chile
were planted in 2009.

The New Mexico Department of Agriculture notes in their New Mexico Chile Task Force report
that the following New Mexico counties produce significant quantities of chile peppers: Chaves,
Dofia Ana, Eddy, Hidalgo, Lea, Luna, Sierra and Socorro. Dofia Ana, Hidalgo and Luna counties
accounted for approximately 86 percent of the state’s chile pepper production in 2000.

The NMDA report also states the chile pepper processing industry in New Mexico imports large
quantities of chile peppers from Mexico. Imports of chile peppers from Mexico have grown
since 1994 with passage of the North American Free Trade Agreement (NAFTA). As of 2003,
fresh or chilled Mexican chile pepper imports have been completely free of import tariffs or
quotas. Many chile pepper industry observers and participants believe that the recent increases in
chile pepper imports from Mexico threaten market shares held by New Mexico farmers.

According to the New Mexico Chile Association (NMCA), New Mexico competes with China
for the oleoresin (paprika) market, which accounts for 30 percent of New Mexico acreage.
NMCA states that automation is the only solution for New Mexico to compete in the market.

Senate Bill 575 would provide additional incentive to mechanize production and processing, and
lessen the risk of market share loss to other states. This proposal could encourage the expansion
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of the New Mexico chile industry, which could lead to additional revenue in the form of income
and property taxes.

TRD notes that the credit proposed by this bill creates the possibility of “double dipping” with
other tax incentives, such as the investment tax credit. The bill does not exclude the taxpayer
from taking the investment tax credit at the same time as the proposed credit for expenditures on
the same equipment.

ADMINISTRATIVE IMPLICATIONS

TRD would need to develop forms and instructions for taxpayers, and apply changes to the
current tax system. The Revenue Processing Division would be required to manually process,
track and apply the credit. Additional funding would not be needed.

TECHNICAL ISSUES

TRD notes that the taxpayer claiming the credit is not the same taxpayer that is liable for the
gross receipts tax. Gross receipts taxes are paid to the department by the seller of the equipment,
not the purchaser.

A possible amendment would require the equipment purchaser to submit receipts to TRD
including the price of equipment and gross receipts tax paid. TRD could then verify this
information against returns submitted by the equipment seller.

According to TRD, the credit created by this bill meets the criteria of an “economic development
tax incentive” as defined in Section 9-15-56 NMSA 1978. However, this bill excludes several
items required in that section, including:

e the designation of a responsible agency to establish measurable policy goals, track state
expenditures, quantify the state’s return on investment and report regularly to the interim
revenue stabilization and tax policy committee and the legislative finance committee;

e the requirement that the EDD track job creation; and

e a description of the financial obligation of the taxpayer if specific qualifying standards
are not met.

OTHER SUBSTANTIVE ISSUES

Industry representatives report that a test model for a green chile de-stemmer will be released
later this year at a price of $200 thousand to $500 thousand. A mechanized harvester for green
chile will likely be released within the next few years at a similar price. Other equipment
purchases could include tractors, tillers, irrigation systems, de-seeders, dryers or dehydrators,
mills, and packaging equipment.

The figure below lists sales and use tax exemptions for other chile producing states:

Processing Production
Arizona Full sales/use tax exemption Full sales/use exemption on
new equipment
Texas Sales/use tax exemption for | Full sales/use exemption on
specific equipment uses agricultural equipment
California Sales/use tax exemption for | Full sales/use exemption on
specific equipment uses agricultural equipment
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AMENDMENT

A possible amendment would limit the aggregate amount of credits available per tax year to
minimize the impact to the general fund.

WHAT WILL BE THE CONSEQUENCES OF NOT ENACTING THIS BILL

New Mexico chile producers and processors will not receive a tax credit against their modified
combined tax liability.

LB/svb:bym

The Legislative Finance Committee has adopted the following principles to guide responsible and
effective tax policy decisions:
Adequacy: revenue should be adequate to fund government services.
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.
Equity: taxes should be fairly applied across similarly situated taxpayers and across taxpayers
with different income levels.

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

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/Ifc
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2009 NEW MEXICO CHILE PRODUCTION

SAN JUAN RIO ARRIBA

Planted chile acreage in 2009 increased by 4 percent to
12,800 acres from 2008, with 96 percent of the crop
harvested at 12,300 acres. These increases helped
boost production by 21 percent from 60,140 tons in
2008 to 72,700 tons in 2009. All varieties had a larger
overall percentage of harvested acreage from the 2008 SunpALPE

crop year.
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At the state level, yields were up for most varieties with
Long Mild Green having the largest increase from 11
tons per acre in 2008 to 13.3 tons per acre in 2009.
Paprika yields remained steady at 1.6 tons per acre,
while Red Long Mild yields increased from 1.3 tons per
acre to 2.1 tons per acre. Long Hot Red yields rose
from 1.1 to 1.7 tons per acre.

DONA ANA

By NEW MEXICO

The value of New Mexico chile was estimated at $57.4
million, rising 21 percent above the previous year.

2009 Chile: Acreage and Production by District & County

Planted Acreage Harvested Acreage Production (Tons)
District/ County 2007 2008 2009 2007 2008 2009 2007 2008 2009
District 70 5,600 5,200 5,100 5,200 4,700 4,900 31,700 32,640 33,400
Hidalgo 700 700 900 600 700 800 2,850 4,500 5,300
Luna 4,000 3,700 3,200 3,700 3,300 3,200 25,150 23,220 22,900
Other Counties” 1,200 800 1,000 1,200 700 900 4,100 4,920 5,200
District 90 6,100 7,100 7,700 5,500 6,400 7,400 16,900 27,500 39,300
Doiia Ana 3,400 3,800 3,900 3,200 3,200 3,700 12,800 20,600 32,000
Other Counties 2,700 3,300 3,800 2,300 3,200 3,700 4,100 6,900 7,300
STATE 12,000 12,300 12,800 | 11,000 11,100 12,300 49,000 60,140 72,700

Y District10 & District 30 were included in District 70 Other Counties.
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Chile Acreage, Yield, Production & Value by Variety

Acreage Yield Per Average Price Value of
Variety Harvested” Acre? Production Per Ton Production
2008 2009 | 2008 2009 2008 2009 2008 2009 2008 2009
Green | |- Tons----------mmommmee| —oeeee Dollars------ | ------ $1,000------

Long Mild 3,600 3,300 11.0 13.3 39,700 44,000 395 455 | 15,700 20,000

Long Hot* 1,000 1,300 9.0 10.3 9,000 13,400 462 538 @ 4,160 7,210
Red

Paprika 5000 5800 16 16 7,800 9,000 1910 1971 14,900 17,740
Long Mild 2300 2500 13 21 3,100 5,300 2,032 2,000 6,300 10,600
Long Hot 500 600 11 17 540 1,000 @ 2,315 1,820 1,250 1,820
Total 11,100 12,300 54 5.9 60,140 72,700 704 789 1 42,310 57,370

Y"1,200 acres were harvested for both green and red, but only counted once in the total.
2 Yields influenced by lower yielding acreage harvested for both green and red.
% Beginning in 2008 Jalapefio and Cayenne were combined with Green Long Hot to avoid disclosing individual information.

Chile Yields by District, County & Variety

----Green---- ----Red----
District/County Long Mild Long Hot Paprika Long Mild Long Hot
2008 2009 2008 2009 2008 2009 | 2008 2009 2008 2009
---------------- TONS ===-==-neoeenmu- e o

District 70 115 129 | 92 Y 18 16 | 13 25 v v

Luna 109 16.7 Y Y 1.8 16 1.6 2.0 v v

Other Counties = Y v v v v Y 1.0 3.2 v v
District 90 10.2 138 8.7 10.4 15 15 14 1.8 1.0 15
Dofia Ana 10.2 138 9.3 10.5 14 1.6 14 1.8 1.0 15

Other Counties = Y v Y Y 15 15 Y v
State 11.0 133 | 90 103 1.6 1.6 1.3 2.1 1.1 1.7

¥ Not published to avoid disclosing individual information.



ATTACHMENT 2

bﬁme—U 913 UT SUONTULYSp 01 19J21 mumuﬂ—uﬁuudﬁ UT S191197]

(867£S9%)  1L%/¢$ 79°69.$ 79'886$ TL9SETS 07 768$ (65°66L$) 8T°€6¢$ 08°L¥T1$ 65 LPFI$  £8°S0ST$ (1 - H ="1) Y0y pue pue] 01 umy
19Ty 10°657$ €9%/$ 6T 1¥$ 9/°86$ 69°79% €0°010°T$ L6°18$ €8°06$ 9¢'89$ $6°SL$ ([ +1=21) 190D [emde) oy,
60'T€ETS  0T0¥TS$ €966 ST1'LT$ 8T'GE$ 8.97$ 89966$ 0£69% 16'89$ 0¢'1€$ 8/°6¥$  ([) yudunsoauy wuawdmby uo 1so1o1u]
8¢ T1$ 18°81$ 10°61$ ARALS 87°¢T$ 16°6€$ ceers LT91$ ey 90°££$ 91°92% (1) rende) Bunernd( uo 1sararug

s150)) reade)

(0€°STH$)  TLEE9$ STHY8$ 16°620°T$ 8% SIFI$ 60°L56$ ¥y 01c$ 9TSLH$ GO8EE TS SGSISTS  I8'I8S IS (9 - 4 = H) 1go1g Suneind( 10N
L9°688°T$  L8'SSI$ 71007 18°8%$ ¢8'817$ L6677 L87E6ETS 6y HTES 0¥7°6£T$ £0°0$T$ $.°€9C$ (D) 150D ywdwWaeur |y pue J0qe]
9E LY TS 6568L$ LETYOTS  TLSLTIS  EEHEITS 90°/81°1$ 1€509°1$ ¥L66.$ GO'8LS TS TO99LTS  SSSHSIS awoou] wire 1N
¥9°68% IFPISTS  €9CEE TS 8TGYTIS  £9°69S°1$ y6719°1$ 61°850°1$ 97005 1S SGI¥8 IS 86'8IGTS  SH6E8T$ (A + g = 9) sosuadxy [ero],
ySILIS  96°66% 0V LL$ 18°7$$ TL68$ 60°05$ 661618 €8°0€1$ 90°£8$ €5°65$ 6€°011$ (@) sesuadxqg paxyy

(06'$79C$)  $S688$ LLTTITS €STEETS SOPTLTS SI'LETT$ 0€°96.L°T$ £5°0€6$ 0169918 SSST8I$  $6'SS6°1$ (A -V = D) sdsuadxy yseD) 1040 urmay
01PS9$  SHRIFIS  €TSSTIS K961 S6'SLYIS 6879518 07°998% Y EOE TS 06FSLTS  SP6S8T$  90°6TLTS () sosuadxy yse) [eao],
¥9°6L1$  8Y°0ST$ 76188 €pecs IR 8S°1L$ LTSIT$ 61°16$ 127168 8¢ 1/$ SL¢9$ sosuadxg YO
€¢¢$ 9%'1$ 96'7$ 86°1$ 9/ 1% ¢9°6$ €68 79°1$ 96'T$ ¢9°6$ 9L°1$ SOXE], pUE]
1£°0L$ 00918$ 0006.$ 009¢/$ 00°088$ 00°¢18$ 1£°0.$ 00°07L$ €CEYTIS  0SLETTS  00°680°1$ saBreyD) woisnyy
et 6618 15°€€$ 09°¢$ CEHI$ 68°0$ 16'81$ 19'8¢$ 96°0%$ 99'7$ €9'8T$ sireday]

64°601$ 91°0¢$ 68°0€1$ 89911$ €6°6Y1$ uonESLI[—an,g
70°26$ SAS %) 8T IS S AG4) ZCIS) €6'9¢$ LL°16T$ 66718 €TCULS €6'9¢$ 9¢7$$ wwswdmbg—siueonqn 9 g
00°87$ 00°€¥$ 00°€11$ 00°87$ 00°5Z$ €€901$ TR TEUED)
OOOﬁ% OWNO% Ommﬁ ﬁ% muSn_EH TUmmﬁ—qunH uwﬂuo
00°0¥$ 00°07$ TT9L$ 00°0%$ 00°0%$ 86°TL$ aouemsuy dox)
[VAZSY 9¢°6/$ 7€'87$ LySL$ 80°'T€$ 08°¢91$ [VAZSY S0°61$ €1¢zs 08°¢91$ 80°1¢$ sfeaTway )
cT'€8$ 09'86$ ¢8'TTI$ 0%°06$ 8¢ 1ST$ 00%51$ 007$$ ¢S'19$ 06711$ 00%81$ $6°691$ 171[N19,]
00F%11$  00'8TI$ 007/$ 009¢1$ 0089 00'9¢1$ 00°CI1$ 00°2¥1$ 00%8$ 00°$8$ 00°89% 2N
sasuadxyg SunesadQ ysep
00°00€°€$  00'F0ET$  00°08€T$  00°STST$  00°091°C$ 00°69.T$ 0$°799°C$ 00°00€T$  00°0T¥'E€$  00°G89°€$  00°$89°¢$ sum1ay $soIo)
00°009$ 00°005$ awoou] PO
00°00€$ souadere(
TL0% 89°0$ 6L°0$ 6L°0$ 6L0% P
OUMHAH
0$°L$ S1°0$ 00°08¢$ 00°08€$ 00°08€$ )
Oomhau
SqLO0T'E  S9I00S°E  Sq9[00T°E s91 000} $q[ 00$°€ snup)
Py
quGD

Suol H~ w—wﬂw:n_ mNN mn: OOOhNﬁ Suol NH Suol ﬁﬁ Suol ﬁﬁ EDMHU

PRIX
U?mﬂOﬁ—\X/ wﬁmmu—OL\X/ 0—&%&0&% wﬁmmu—OL\X/ 0—&%&0&% wﬁmmu—OL\X/ ﬁduOA —wUO‘H u—ﬁwuﬁoﬁ.—\vp u—ﬁwuﬁoﬁ.—\vp 0—&%&0&% EO&W%W w=mu0v~.~d§
womwn—ﬁw—‘ —uulm ﬁom —uulm ﬁom —uulm —uolm\:uouo Euwuw Eouuw Eouuw Evvuw HO—OU

BOUd[EA pegspre) L1 wono) BISOLIY euny euy euo(q BOUI[BA 011000§ LD wonon LAREY (N euny eIy

Appa o3[ep1H Appa o3ppiy  /euy ewoq Ayunop

8007C I0J OOIXJ]A] MAN UT J[Iy)) SudNpoIJ J0J SUININ] Pue s1507) *T d[qe],

Guide Z-113 » Page 2





