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SECRETARY’S MESSAGE

The Tax Expenditure Report is an example of good government. In 2011, New Mexico Governor
Susana Martinez’ Executive Order 2011-071 directed the Taxation and Revenue Department (TRD),
with assistance from other executive branch agencies, to prepare an annual Tax Expenditure
Report. The report serves two good government purposes: (1) it creates transparency to the public,
and (2) it creates an effective tool for policy makers to make better informed decisions about tax
incentives.

Since issuing the first report in 2012, TRD has worked diligently each year to improve the quality
and scope of the Tax Expenditure Report. The 2015 Tax Expenditure Report reflected several
significant improvements. Most notably, it presented an overview of the State’s expenditures by
category, reflected significant improvements in the accuracy of expenditure amounts (especially
with respect to personal and corporate income tax deductions) and provided a more robust
analysis of many expenditures. The 2016 report continues these efforts to include: expanding the
evaluation of many of the expenditures, adding a more detailed explanation of how the average GRT
rate is used to calculate the revenue loss of GRT deductions, adding a section to each expenditure to
show which of the five categories the expenditure is in, and including data for some expenditures
that had no data in 2015. This year, and based on further review and analysis, several statutory
provisions were removed from the report: they are not tax expenditures but rather define the tax
base or constitute the baseline system of taxation for specific activities. These provisions include,
for example, the severance tax rate differentials for Molybdenum, Potash and Timber.

The improvements of the last two iterations of the report should be credited to the leadership,
direction and hard work of the Tax Policy Director and staff, who have focused on data collection
and other process improvements that will continue to yield an incrementally better report each
year. Moreover, TRD is fortunate to have a team of talented economists, who have dedicated an
untold number of hours combing through the statutes, collecting and collating data, and analyzing
the impacts of the deviations from the New Mexico tax programs. The noted group include: Chief
Economist Elisa Walker-Moran, Hector Dorbecker, James Girard, James Kaminsky and Lucinda
Sydow. An undertaking of this magnitude would not be possible without them. Nor would it be
possible without the cooperation of the many executive branch agencies who play a role in
administering many of the tax credits New Mexico uses to incentivize beneficial economic activity.
We remain grateful for their assistance.

Acting Secretary John Monforte
Taxation and Revenue Department
State of New Mexico
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BRIEF SUMMARY OF NEW MEXICO’S MAJOR TAXES

PERSONAL INCOME TAX

Because it is based on a federal tax program, New Mexico’s personal income tax (“PIT”)! is
relatively simple for the taxpayer to comply with and for the State to administer.

The PIT rates for Tax Years 2008 through 20162are:

Head of Household,
Surviving Spouses,
Married Filing and Married Filing Individuals, Estates,

Separately Jointly and Trusts Rate
Up to $4,000 Up to $8,000 Up to $5,500 1.7%
Over $4,000 to $8,000 Over $8,000 to $16,000 Over $5,500 to $11,000 3.2%
Over $8,000 to $12,000 Over $16,000 to $24,000 Over $11,000 to $16,000 4.7%
Over $12,000 Over $24,000 Over $16,000 4.9%

PIT also shares many base definition issues with the federal income tax program. For example,
New Mexico follows the federal practice of allowing the exclusion of a certain amount of income
from taxation through the personal exemption and the standard deduction. Note that, because
these policies are common practice among the states and because they are part and parcel of
defining the New Mexico tax base, they are not treated as tax expenditures in this report. Similarly,
there are numerous tax expenditures under federal tax law on which the State “piggybacks”
because New Mexico taxable income is based on federal adjusted gross income. Because such
piggybacking is a common practice among most states, the state tax effects of these federal tax
expenditures are not reported as tax expenditures in this report.

CORPORATE INCOME TAX

New Mexico’s corporate income tax (“CIT”) is also based on the federal corporate income tax with
the same corresponding administrative benefits for taxpayers and the State in its administration.

Section 7-2A-2(C) NMSA 1978 defines "base income" as that part of the taxpayer's taxable income
upon which the federal income tax is calculated, excluding the amount of the net operating loss
carryover deduction and including interest received on state or local bonds3. The statute then
defines “net income” as base income adjusted by exclusions of income from the obligations of the
federal government, other income where tax is prohibited by explicit statutory or constitutional
authority, and statutory provisions for net operating loss carryover deductions*.

Thus, “net income” is defined as the tax base for CIT purposes in New Mexico, and, by application of
the income-graduated percentage tax rate, “baseline tax revenue” is defined.

1 For reference, a list of commonly used acronyms is provided in Appendix C.

2 PIT and CIT data from tax year 2014 is the most complete dataset available at the time of publication of this
report. The current PIT rates have been in effect since 2008.

3 Section 7-2A-2(C) NMSA 1978

4 Section 7-2A-2(H) NMSA 1978
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The following table shows the CIT rates from 1987 through full implementation of HB641 (2013) in
2018:

1987-2013 2014 2015 2016 2017 2018

Up to $500,000 4.8% 4.8% 4.8% 4.8% 4.8% 4.8%
$500,000.01 to $1,000,000 6.4% 6.4% 6.4% 6.4%

6.2% 5.9%

Over $1,000,000 7.6% 7.3% 6.9% 6.6%

The 2013 Legislative Session produced two additional CIT changes, including mandatory combined
reporting for certain retailers and single-sales factor apportionment election for manufacturers.
The 2015 Legislative Session added the single-sales factor apportionment election for
headquarters.

GROSS RECEIPTS TAX

In New Mexico, a state tax of 5.125% and local option taxes are imposed on gross receipts received
from certain transactions. “Gross receipts” is the total amount of money or other consideration
generated “from selling property in New Mexico, from leasing or licensing property employed in
New Mexico, from granting a right to use a franchise employed in New Mexico, from selling services
performed outside of New Mexico, the product of which is initially used in New Mexico, or from
performing services in New Mexico”s. This is a far more comprehensive tax base than the typical
retail sales tax imposed by most states. Itis also more comprehensive than a value added tax base,
a commonly suggested alternative for consumption taxation. Because of this broad base definition,
many of the exemptions and deductions in the GRT program are necessary to prevent multiple
taxation of transactions and the associated economic distortion that would cause. Examples
include the exemption for wages, dividends, and interest, all of which are taxed under the income
tax. Also exempt are various transactions which are taxed under separate excise taxes, including
motor fuels, motor vehicles, etc.

Another set of deductions and exemptions in the GRT program is designed to reduce the incidence
of “tax pyramiding.” Tax pyramiding refers to the imposition of tax on business purchases. Because
the final sales by businesses are typically subject to GRT, imposing the GRT on their purchases
creates an additional layer of taxation. This practice creates economic distortion because, for
example, small businesses have to purchase more of the goods and services they need from outside
companies than do large businesses; the GRT on those inputs creates a discriminatory burden on
them. Deductions, like the deduction for the sale of goods for re-sale, reduce this burden and
ensure that the tax policy principles of Horizontal Equity and Efficiency are met. Therefore, they
are not treated as tax expenditures.

While not directly related to determining whether a particular exemption, deduction, or credit is a
tax expenditure, the question about the municipal share of the GRT comes up quite frequently
because it plays a role about the fiscal impact of tax expenditures. Pursuant to Section 7-1-6.4
NMSA 1978, the State gives each municipality approximately 24% (1.225% divided by 5.125%) of
the GRT revenue from the State rate that is generated from activity taking place in that
municipality. To think of it another way: for taxable activity taking place within a municipality, the
State’s effective rate becomes 3.9% while the effective rate for each municipality is increased by
1.225%.

5 Section 7-9-3.5(A)(1) NMSA 1978
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COMPENSATING TAX

In New Mexico, a compensating tax is imposed at a rate of 5.125% on the use of tangible property
and 5% on certain services used in New Mexico. This tax is New Mexico’s version of a “use” tax.
Unlike the GRT, the legal incident of the compensating tax is on the purchaser, but the collection
obligation for the compensating tax may transfer to the seller if the seller is not subject to GRT and
can be required to fulfill this collection obligation under the U.S. Constitution. Typically the
compensating tax is imposed on New Mexico businesses when they purchase from out-of-state
vendors. Because of the unusual nature of the GRT, many of the deductions from the compensating
tax base can be thought of as simply defining the tax base.

OTHER EXCISE TAXES

As is the case with the GRT and the compensating tax, New Mexico’s excise taxes contain several
provisions which serve to define the tax base by preventing double taxation or tax pyramiding.
Examples include the exemption for sales of cigarettes on tribal lands to tribal members. Other
provisions are treated as tax expenditures in this report, including the sale of cigarettes by tribal
vendors to non-tribal members.

NATURAL RESOURCE EXTRACTION TAXES

New Mexico imposes a variety of taxes on natural resource production activities. These taxes are
generally imposed on the privilege of severing natural resources and the largest of the deductions
associated with these taxes reduce taxable value for royalties paid to federal, Indian, and state
owners of the minerals. Because the State is preempted from imposing tax on these entities — or
because it wouldn’t make sense for the State to tax itself — these are not treated as tax
expenditures. Most of the remaining deductions allowed under New Mexico’s minerals production
taxes, such as processing and transportation deductions, serve to define the tax base because
taxable value for the severed products is determined at the extraction location. Because the actual
sales of severed materials often occurs after the materials have been transported from the
extraction site and processed to some degree, these deductions are necessary to determine the
value of the product that forms the statutory tax base. Other provisions, aimed at stimulating
particular types of production, for example, are treated as tax expenditures.

The drop in oil prices and continued low natural gas prices has led to lower severance tax revenues
for New Mexico in FY15 and FY16. The tax expenditures for oil and gas listed in this report
incentivize continued production when prices drop below specific thresholds. However, despite the
low prices, severance tax expenditures for oil and gas remain at zero and production was not
incentivized because prices remained above the thresholds specified.

PROPERTY TAX

New Mexico’s property tax law features a number of limitations and exclusions that reduce the
revenue-generating potential of the tax. Some of these are broad-based, however, and are not
treated as tax expenditures in this Report. Examples include the exclusion from tax of personal
property and the 3% limit on annual value growth for residential property. Other provisions that
are targeted at specific populations are included. Note that because most property taxes are
assessed and collected at the county level, TRD does not maintain data that addresses the impact of
property tax expenditures.
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PERSONAL INCOME TAX BY INCOME BRACKET TABLE

All Tax Payers (Tax Year 2014 Data)

Income Bracket Number Percent Taﬁiﬁl?ﬁﬁgfm P?:EQ;IIZM Estin'lated Tax on Percent
of Returns | Returns by Bracket Income TI in Bracket Tax
Under $25,000 628,635 62.28% 2,616,698,286 2.76% 67,773,915 5.34%
$25,000-$50,000 145,020 14.37% 5,308,344,213 5.61% 190,048,885 14.99%
$50,000-$75,000 88,052 8.72% 5,407,146,932 5.71% 203,833,160 16.08%
$75,000-$100,000 49,627 4.92% 4,279,208,068 4.52% 161,410,063 12.73%
$100,000-$200,000 61,892 6.13% 8,365,758,766 8.84% 295,000,173 23.26%
Over $200,001 36,119 3.58% 68,691,347,610 72.56% 349,937,789 27.60%
Total 1,009,345 | 100.00% 94,668,503,875 100.00% 1,268,003,985 | 100.00%
Single Filers
Under $25,000 343,260 73.84% 1,522,205,703 8.81% 41,923,801 12.81%
$25,000-$50,000 67,939 14.62% 2,431,247,048 14.07% 90,996,897 27.80%
$50,000-$75,000 27,685 5.96% 1,677,658,581 9.71% 64,740,557 19.78%
$75,000-$100,000 10,871 2.34% 931,597,491 5.39% 35,017,938 10.70%
$100,000-$200,000 9,899 2.13% 1,316,398,232 7.62% 43,941,182 13.42%
Over $200,001 5,204 1.12% 9,403,892,598 54.41% 50,748,339 15.50%
Total 464,858 | 100.00% 17,282,999,653 100.00% 327,368,714 | 100.00%
Head of Household Filers
Under $25,000 135,606 83.05% $435,881,216 15.80% $10,173,070 14.57%
$25,000-$50,000 16,392 10.04% $592,957,221 21.50% $20,902,681 29.93%
$50,000-$75,000 6,394 3.92% $385,814,033 13.99% $14,820,224 21.22%
$75,000-$100,000 2,194 1.34% $187,555,820 6.80% $7,380,962 10.57%
$100,000-$200,000 1,846 1.13% $243,123,310 8.81% $8,700,241 12.46%
Over $200,001 848 0.52% $913,051,470 33.10% $7,852,829 11.25%
Total 163,280 | 100.00% 2,758,383,070 100.00% 69,830,007 | 100.00%
Joint and Surviving Spouse
Under $25,000 143,959 38.86% $617,210,830 0.89% $14,352,748 1.68%
$25,000-$50,000 58,288 15.73% $2,197,815,584 3.17% $74,766,619 8.74%
$50,000-$75,000 52,954 14.29% $3,282,056,654 4.74% $121,894,781 14.25%
$75,000-$100,000 36,118 9.75% $3,121,892,246 4.51% $117,646,492 13.75%
$100,000-$200,000 49,701 13.42% $6,745,988,853 9.74% $240,620,026 28.12%
Over $200,001 29,431 7.94% $53,317,953,184 76.96% $286,371,573 33.47%
Total 370,451 | 100.00% 69,282,917,351 100.00% 855,652,238 | 100.00%
Separate Filers
Under $25,000 5,810 54.02% $41,400,537 0.77% $1,324,296 8.74%
$25,000-$50,000 2,401 22.32% $86,324,360 1.62% $3,382,688 22.32%
$50,000-$75,000 1,019 9.47% $61,617,664 1.15% $2,377,598 15.69%
$75,000-$100,000 444 4.13% $38,162,511 0.71% $1,364,671 9.01%
$100,000-$200,000 446 4.15% $60,248,371 1.13% $1,738,724 11.47%
Over $200,001 636 5.91% $5,056,450,358 94.62% $4,965,048 32.77%
Total 10,756 | 100.00% 5,344,203,801 100.00% 15,153,025 | 100.00%
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CORPORATE INCOME TAX BY INCOME BRACKET TABLE

2 digit

Taxable Income over

Taxable Income over

Taxable Income under

2014 Industries $500,000 but not over
NAICS $1,000,000 $1,000,000 $500,000
CIT # Returns CIT # Returns CIT #

Returns

11 Agriculture, Fishery $75,202 <4 $175,787 4| $489,289 181
and Hunting

21 Oiland Gas and Other | = ¢3¢ 155 575 40 | $1,024,313 22| $987,160 314

Mining

22 Utilities $91,614 <4 $63,536 <4 $45,696 17

23 Construction $1,083,407 8 $492,884 13 | $1,035,834 457

31-33 Manufacturing $94,955,722 61 $1,724,410 34 | $2,936,708 665

42 Wholesale Trade $4,905,884 23 $1,307,930 26 | $2,441,606 591

44-45 Retail Trade $18,079,502 42 $1,339,419 26 | $2,020,825 467

48-49 Transportation & $21,385,483 14 $372,144 7| $744,181 255
Warehousing

51 Information $5,992,954 18 $39,527 <4 $746,549 205

52 Finance & Insurance $17,722,467 47 $1,032,010 23 | $1,630,738 610

53 | Real Estate& Rental & $2,010,954 10 $80,881 <4 | $1,109,234 528

Leasing

Professional,

54 Scientific & Technical $6,274,030 21 $926,100 19 | $2,158,884 885

Management of

55 Companies & $40,097,788 42 $801,355 14 | $1,415,177 270

Enterprises
Admin & Support &

56 Waste Mgt $1,921,963 4 $209,909 4 $577,248 271
Remediation

61 Educational Services $471,851 <4 $0 0 $130,169 41

62 Health Care & Social $1,487,880 8 $386,159 7| $440516 175

Assistance

71 Arts, Entertainment, $110,863 <4 $136,002 <4 | $111,086 61
& Recreation

72 Accommodation & $634,908 5 $211,100 4| $550,184 157
Food Service

g1 | OtherServices except $221,004 <4 $123,602 <4 | $332,188 205

Public Administration

Note: Only businesses that reported a valid NAICS codes are included in the chart above.
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GROSS RECEIPTS TAX AVERAGE RATE TABLE

TRD utilizes the concept of an average actual gross receipts tax rate when estimating the cost of a
tax expenditure as measured in terms of gross receipts tax forgone. In order to obtain the average
actual gross receipts in FY16 of 6.9273%, the gross tax amount as reported through the RP-500
monthly report for all industries within all cities and counties, is divided by the amount of taxable
gross receipts as reported for the general fund. The RP-500 is a monthly local government
distribution report that provides the detail behind the distributions made to each municipality or
county for the month in which the business activity took place. The RP-500 report breaks down the
distributions into either the current activity month or all other months, which can be from late
reporting or amendments. As an example, if Taxpayer A amends returns for six months in the
reporting month of September it will affect the distribution made in October and would be reported
under “Other Months” in the report. The result is that the RP-500 is not updated with the effects of
taxpayer amendments on older returns. Instead, they are aggregated into the “Other Months”
category.

Alternatively, the RP-80 report for a given activity month is updated with the effects of taxpayer
amendments. This report provides gross receipts information by geographic area and 6-digit NAICS
codes and shows a single month’s activity as currently recorded in GenTax. Based on the example
above, the amendments that Taxpayer A submitted will show up in their actual activity months.
Normally TRD updates the RP-80 simultaneously with the RP-500. This way each location that
receives a distribution has the current activity for the distribution month. For the reasons
explained above, the RP-80 cannot be directly compared to the RP-500.

Below are two Gross Receipts Tax Average Rate Tables that provide examples of how the RP-500
and RP-80 differ.

RP-500 Gross Taxable Gross Food & Average Formula: Formula:
Report Receipts Gross Tax Medical State Rate A-B F*E
Receipts Deductions
$ Millions A B C D E =(C/B) F G

FY2011 $98,539 $46,917 | $3,226 $4,036 6.875% $51,622 $3,549
FY2012 $100,236 $48,796 | $3,379 $4,250 6.924% $51,440 $3,562
FY2013 $102,260 $50,053 | $3,425 $4,307 6.843% $52,207 $3,573
FY2014 $104,023 $51,523 | $3,517 $4,344 6.827% $52,500 $3,584
FY2015 $106,409 $55,506 | $3,762 $4,284 6.777% $50,903 $3,450
FY2016 $103,929 $52,238 | $3,619 $4,917 6.927% $51,690 $3,581

Source: RP-500. Fiscal years represent distributions.

RP-80 Report Taxable Food & Formula: | Formula: F

Gross G Gross Medical Average State A-B *E

Receipts ross Tax ediea Rate
Receipts Deductions

$ Millions A B C D E=(C/B) F G
FY2011 $103,786 $47,825 | $3,283 $4,115 6.864% $55,961 $3,841
FY2012 $105,298 $49,546 | $3,391 $4,316 6.843% $55,752 $3,815
FY2013 $107,631 $50,576 | $3,465 $4,352 6.851% $57,055 $3,909
FY2014 $109,294 $52,313 | $3,570 $4,410 6.825% $56,981 $3,889
FY2015 $109,994 $55,179 | $3,792 $4,259 6.873% $54,816 $3,767
FY2016 $107,507 $51,755 | $3,664 $4,872 7.079% $55,753 $3,947

Source: RP-80. Fiscal years represent business activity.
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TAX EXPENDITURES

Any discussion of tax expenditures necessarily begins with a definition of the term. The federal
government defines tax expenditures as “those revenue losses attributable to provisions of the
Federal tax laws which allow a special exclusion, exemption, or deduction from gross income or
which provide a special credit, a preferential rate of tax, or a deferral of tax liability....”¢ In previous
tax expenditure reports, we define them as “deviations from a baseline tax system created by
specific tax law provisions.”” Tax expenditures may reflect an overarching statewide policy, such as
to promote the general welfare of all citizens, or may reflect a specific purpose, such as to
incentivize a certain type of consumer behavior, economic development, or job creation. Put simply,
tax expenditures may be thought of as spending through the tax code.

With that definition in mind, not every credit, exemption, deduction, or rate differential constitutes
a tax expenditure. Certain credits, exemptions and deductions are not considered tax expenditures
due to: (1) constitutional prohibition (2) Federal pre-emption; (3) comity between governments;
and (4) tax base-defining. Tax base-defining is particularly important given that New Mexico has a
GRT which applies more broadly than a traditional sales tax. In theory, because the GRT is
“imposed on any person engaging in business in New Mexico”8 and “engaging in business” is
defined as “carrying on or causing to be carried on any activity with the purpose of direct or
indirect benefit...”%, were there no exemptions, deductions, or credits, virtually all economic activity
in New Mexico - including receipts in the form of wages - would be subject to this tax.

The questions are: do different tax structures constitute “tax expenditures”? If so, what is the
baseline from which they are deviating?

These questions are not easily answered because most taxing jurisdictions tax different activities in
different ways and for different desired outcomes. Exemptions, deductions, credits, or rate
differentials for activities in one tax program categorized as tax expenditures are not treated as tax
expenditures if the policymakers in New Mexico have decided to use different tax structures to tax
different activities (e.g. personal income taxes, corporate income taxes, motor vehicle excise taxes,
and severance taxes, to name a few). . Likewise, if a tax structure taxes different activities or
products differently without establishing a base tax rate, we do not treat these rate differentials as
tax expenditures. If, however, a tax structure has a base tax rate and there are instances in which
an activity or product is taxed at a different rate, we treat these as tax expenditures. We recognize
that, to some degree, this is an academic difference, but we are not in a position to substitute our
judgment for that of the Legislature and Governor by attempting to determine what tax rate should
serve as the base rate and which tax rates should then be viewed as deviations from that base rate.

Reasonable minds with a shared understanding of these definitions may disagree on specific tax
expenditure examples. However, there are generally accepted standards for most deviations, and
we confidently include them in the Tax Expenditures section of this report. Similarly, we conform
to generally accepted standards for examples of deviations that are not tax expenditures in that
section. Finally, we created a section where consensus is lacking. This section is provided to
ensure transparency and consistency in reporting. With Executive Order 2011-071 in mind, we

62USC§ 622

72013 Tax Expenditure Report
8 Section 7-9-4 NMSA 1978

9 Section 7-9-3.3 NMSA 1978
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include the statutory basis, the intended purpose, an evaluation, any recommendations, and the
fiscal impact or estimated fiscal impact for each tax expenditure. In an effort to make the data more
readable, and hopefully more useful, we include charts and historical tables of the fiscal impact.

While not mandated by the Executive Order, we also include both a reliability factor, and a brief
history of each statute, to help the reader understand how the statute has evolved, as well as a
summary of the provision as it exists at the present time. We also added a section to each
expenditure to show which of the five categories (citizen benefit, economic development, etc.) the
expenditure is in. Many sections have been amended several times and we note the year of each
amendment. For amendments that have a direct impact on the deviation being discussed, we
summarize the substance of the change.

In total, there are 123 tax expenditures, 98 provisions that are not tax expenditures, and 23
activities where consensus is lacking.
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NOTES ABOUT TYPES OF TAX EXPENDITURES

EXEMPTIONS AND DEDUCTIONS

In terms of the practical effect on tax liability, there is little difference between an “exemption” and
a “deduction.” However, there are conceptual differences and significant administrative differences
between exemptions and deductions. At a conceptual or definitional level, an “exemption” is a
statutory means of freeing a taxpayer from a duty, liability, or requirement. New Mexico tax
exemptions come in several forms. There can be a broad exemption for certain types of taxpayers
from a tax program —insurance companies are exempt from corporate income tax if they pay New
Mexico premium taxes. There can be exemptions for certain types of transactions; and, there can
be exemptions for certain amounts of income, revenue, or gross receipts. In most instances,
exemptions free taxpayers of a reporting obligation with respect to the exempt entity, transactions,
or amounts. In short, unless specifically required by statute or instruction, exemptions are not
reported.

A tax deduction is a statutory mechanism that decreases a taxpayer’s liability by reducing the
amount of the taxpayer’s income, revenue, or gross receipts that is subject to tax. Like exemptions,
deductions can apply to certain types of entities, to transactions, or to amounts of income, revenue,
or gross receipts. Unlike exemptions, deductions do not typically free taxpayers of reporting
obligations. Rather, taxpayers that are entitled to deductions typically must file returns under the
particular tax program to which the deduction pertains, identify the amount of the tax base before
the deduction, and then reduce this tax base by the amount of the deduction. In addition, many
deductions under the GRT program require the taxpayer to obtain nontaxable transaction
certificates to establish entitlement to the deduction.

As noted above, many deductions and exemptions in New Mexico statutes are not tax expenditures.

CREDITS
A tax credit is a statutory mechanism which allows taxpayers that meet the qualifications for
obtaining a credit to subtract the amount of the credit from the total tax liability they owe the State.
Tax credits can be granted in recognition of taxes already paid or to encourage behaviors like
investment or parenting. Most tax credits are reported on returns, but are not always separately
reported.

DIFFERENCE BETWEEN TAX CREDITS AND DEDUCTIONS

Tax deductions and tax credits can both reduce a taxpayer’s tax liability, but they do it in different
ways. Tax deductions reduce the taxpayer’s tax base, for example taxable income for income taxes
or gross receipts for GRT, in order to calculate the taxpayer’s liability. Additionally, deductions
cannot reduce taxable income below zero. In contrast, tax credits do not directly reduce a person’s
tax base. Rather, they are dollar for dollar credit amounts that offset or reduce a taxpayer’s liability.
In contrast to deductions, credits that exceed liability are often allowed to be carried forward to the
taxpayer’s next reporting period, or, in more limited instances, are refundable.
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NOTES ABOUT THE DATA

As with the 2015 Tax Expenditure Report, this report continues to qualify the expenditure amounts
with Reliability Factors, which are an effort to help the reader understand the methodology for
determining the fiscal impact of the tax expenditure. We stress that the fiscal impact of an
expenditure needs to be read in conjunction with that expenditure’s reliability factor. The
Reliability Factor is a scale of 1-4 as follows:

@ 1: The most reliable information comes directly from taxpayer-reported data, as

g contained in GenTax. It requires no additional estimation or manipulation with one
exception; instances where the GRT actual average rate is used to estimate the
forgone tax instead of using the known rates in the different jurisdictions in the
state. This data, however, is only as reliable as the taxpayers who are reporting it.

2: Estimated from taxpayer-reported data as contained in GenTax (RP-80 report). For

example, if a GRT tax expenditure is industry-specific, we are able to make

assumptions based on North American Industry Classification System (“NAICS”)

codes.
3: Estimated using national data and extrapolating to New Mexico.
4. The least reliable data. Estimates represent the economists’ best estimate about the

value of a tax expenditure. Due to limited data for analysis, these estimates are
frequently rounded up to the nearest million.

In addition, a limited number of expenditures have unknown reliability, because there is no data
available to make even an estimate of the amount. This is reflected in the table below showing the
number of expenditures for each Reliability Factor.

Reliability Factor Description Number of Expenditures
1 Most reliable. No estimation 68
2 Estimated from GenTax data 16
3 Estimated from national data 15
4 Least reliable. Estimated from 8
limited data
Unknown No data available 16

Readers should understand that taxpayers have the opportunity to amend their tax returns for up
to three years, plus the current year. Amended returns often impact expenditure amounts. We
decided that current data is more valuable than historically-consistent data. Therefore, when
comparing this year’s Tax Expenditure Report to prior versions, the reader should expect to see
some changes to prior years. For example, the amount of a particular expenditure for FY2013 may
be different in the 2016 Tax Expenditure Report than it was in the 2015 Tax Expenditure Report.
Amended returns comprise a significant, but not the sole reason, for these variations. Other sources
of the variation may include late filings by taxpayers or improvements to TRD methodologies for
quantifying certain expenditures.

New Mexico, like many states, defines a year differently for different tax structures. For instance,
the GRT tax year corresponds to the State’s fiscal year (July 1-June 30) while the income tax
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programs use a calendar year (January 1-December 31). This presents a challenge for organizing
and reporting the data. Because the tax filing deadline for personal income tax is in April of the
following year and the money accompanying those returns goes to the General Fund during the
following fiscal year, we present the tax year data as fiscal year (i.e., PIT year 2014 is presented as
FY2015 because PIT year 2014 returns are due in April of 2015 which is in the 4th quarter of
FY2015). PIT and CIT data from tax year 2014 is the most complete dataset available at the time of
publication of this report.

Finally, our goal is to provide data for each tax program affected by a tax expenditure. However, we
are limited both by federal and state law from disclosing data which might reveal a taxpayer’s
identity. Therefore, when there are less than three taxpayers reporting a deduction, exemption, or
credit against a particular tax, we combined the data for all of the tax programs affected by those
deductions, exemptions, and credits. When combining the data is not enough, we redacted it.
Further, as a visual cue throughout this document, the reader will find a number of blank entries in
tables where the data are redacted.
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CATEGORIZING EXPENDITURES

Following TRD’s presentation of the 2015 Tax Expenditure Report to interim Legislative committees,
TRD categorized the expenditures reported in this 2016 Tax Expenditure Report into the following
five major categories: citizen benefits; economic development; environment, conservation, and
renewable energy; health care; and, highly specialized industry incentives. Please note that the
grouping of expenditures into categories is not an indication of whether TRD believes any
particular expenditure or category of expenditures is good or bad, as a matter of policy. Rather,
categorizing expenditures affords policy makers a broader view of New Mexico’s tax expenditures
that cannot be gleaned from reviewing each individual expenditure in isolation.

As with the determination of whether a particular deduction, credit, or exemption constitutes a tax
expenditure, TRD acknowledges there that can be legitimate differences of opinion as to whether a
particular expenditure belongs in one category or another. Certain expenditures may cross multiple
categories. For example, an expenditure listed in the highly specialized industry category might
also serve economic development purposes. However, TRD believes it is important to the integrity
of the categorization exercise to include each expenditure in only one category. Finally, as TRD
continues to develop its capacity technologically, expenditure categories may change. For example,
we may have the capability in future tax expenditure reports to group expenditures that pertain to
a specific industry or a specific subset of taxpayers into smaller categories in order to examine the
universe of expenditures that affect or could affect certain groups or industries.

The outline below sets forth expenditures included in each category. The full list can be found in
Appendix B.

1. Citizen Benefits

a. Expenditures that are available to or that benefit all individual taxpayers, such as the
expenditures for food & medical services and prescription drug deductions from GRT and
contributions to the education deduction from PIT.

b. Expenditures designed to alleviate burdens for a specific subset of the population, such as
veterans, active military, low-income, or the elderly.

c. Expenditures that lessen the burdens of government, such as certain nonprofit
expenditures.

2. Economic Development
a. Expenditures designed to stimulate investment in New Mexico, such as the angel
investment PIT credit.
b. Job creation expenditures, such as the high-wage and rural job tax credits.
c. Expenditures designed to attract industries, such as the film production and R&D credits.

3. Environment, Conservation, and Renewable energy
a. Expenditures designed for environmental health, to promote conservation, and to promote
renewable energy technologies and usage, such as the advanced energy credit (renewables
and carbon sequestration), biofuels incentives, renewable energy production tax credit, and
PIT/CIT credit for land conservation contributions.
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4. Health Care
Expenditures designed to increase accessibility to and lower the costs of health care.
Examples include the health care practitioners GRT deduction, hospital construction
deduction, and rural health care practitioners PIT credit.

5. Highly Specialized Industries
Expenditures available to specific or highly specified industries, such as agriculture,
uranium, aerospace, and other industries.

The chart below reflects the most recent data available for all tax expenditures. The data presented
is based on the un-redacted cost of the tax expenditures.

M Citizen Benefits

® Economic Development
Incentive

= Environment, Conservation &
Renewable Energy

M Health Care Incentive

m Highly Specialized Industry
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ADVANCED ENERGY

CREDIT AGAINST GRT, COMPENSATING TAX, WITHHOLDING TAX,

PIT, OR CIT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Environment, Conservation & Renewable Energy

A taxpayer who holds an ownership interest in a qualified generating facility
located in New Mexico may claim an advanced energy credit against GRT,
compensating tax or withholding tax. The allowable credit is 6% of the costs
of designing and constructing the qualified generating facility. If the credit
amount exceeds the taxpayer’s GRT, compensating tax and withholding tax
liability, the excess may be claimed against the taxpayer’s New Mexico PIT or
CIT return. A qualified generating facility is one that begins construction
before December 31, 2015 and is:

(1 solar thermal electric,

(2) solar photovoltaic electric,

3) geothermal electric,

(4) arecycled energy project, or

(5) new or repowered coal-based electric.

The aggregate amount of all advanced energy tax credits that may be
claimed with respect to a single qualified generating facility may not exceed
sixty million dollars ($60,000,000).

The credit is not refundable but may be carried forward for up to ten years.
7-2-18.25, 7-2A-25, and 7-9G-2 NMSA 1978

Presumably to incentivize investment in renewable energy generation
facilities by mitigating all or a portion of the GRT, compensating tax liability,
withholding tax, PIT, and CIT.

Originally enacted in 2007 as a credit against GRT, compensating tax, and
withholding tax.

Amended in 2009 to allow credit amounts that exceeds the claimant’s GRT,
compensating tax and withholding tax liability to claim the excess credit
against PIT and CIT; made the GRT, compensating tax, and withholding tax
credit conform to the new credits.

The lack of activity in FY2009 and FY2010 is likely attributable, at least in
part, to the newness of the credit at that time and the changes that took
place in the 2009 Legislative Session. It may be that this credit is used less
than was anticipated because a taxpayer who claims this credit is ineligible
to claim the investment tax credit or any other credit that may be taken
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against PIT, CIT, GRT, compensating tax, or withholding tax liabilities. In
short, this stand-alone credit may be less attractive to the taxpayer than the
combination of other available credits.

Recommendations: This credit has not been widely used, and thus, has not realized its intended
purpose. If a comprehensive energy-related tax program is being
considered, then this credit should be repealed. If no comprehensive
program is being developed, then at a minimum, consider allowing the
credit to expire.

Reliability Factor: g 1 - This credit is separately reported. No estimation is required.

NOTE: Some of the data have been redacted due to fewer than 3 taxpayers
claiming the credit. FY2016 has been redacted.

Fiscal Impact:

Advanced Energy Credits
Data have been redacted
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ADVANCED ENERGY

GRT AND COMPENSATING TAX DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Environment, Conservation & Renewable Energy

Receipts from selling or leasing tangible personal property or services, such
as design, construction, equipment, and equipment installation to a person
that holds an interest in a qualified generating facility are deductible if the
interest holder in the facility delivers a nontaxable transaction certificate to
the seller.

Similarly, the value of eligible generation plant costs from the sale or lease of
tangible personal property to a person who holds an interest in a qualified
generating facility may be deducted in computing the compensating tax.

The aggregate amount of all advanced energy tax deductions that may be
claimed with respect to a qualified generating facility shall not exceed sixty
million dollars ($60,000,000). The NMENYV certifies the qualified generating
facility.

7-9-114 NMSA 1978

To encourage the construction and development of qualified generating
facilities in New Mexico and to sequester or control carbon dioxide
emissions.

Originally enacted in 2010 to allow a deduction for the sale of tangible
personal property or services that are eligible generation plant costs.

Amended in 2011 to all the deduction of receipts from the leasing of the
tangible personal property.

EDD does not currently track the number of temporary construction jobs or
economic-based jobs related to the deduction. However, according to the
NMENYV, while there are few permanent jobs associated with the deduction,
the number of temporary construction jobs from the projects certified by the
NMENYV is notable.

Assuming 60 new temporary construction jobs were created, and the people
employed would not have been otherwise employed in New Mexico, TRD
estimates these jobs would have generated approximately $50 thousand in
PIT revenue. This estimate takes into account the Bureau of Labor and
Statistics-published average wages for the applicable fields, assuming the
temporary jobs lasted an average of six months. Making certain
assumptions about spending, GRT revenue of approximately $50 thousand
could result. Other forms of revenue - insurance premium tax, property tax,
etc. - have likely also been generated, in smaller amounts.
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Recommendations:

Reliability Factor:

Fiscal Impact:

Consider repealing. This deduction works in tandem with the advanced
energy credit, and neither are widely used.

2 -This estimate is extrapolated from incomplete taxpayer information. The
lack of complete reporting diminishes the accuracy of this estimate.

Advanced Energy Deduction
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AFFORDABLE HOUSING

CREDIT AGAINST MODIFIED COMBINED TAX, PIT, OR CIT

Category:

Brief Description:

Statutory Basis:
Intended Purpose:

History:

Evaluation:

Citizen Benefits

A tax credit can be applied against GRT (less local option gross receipts
taxes), compensating tax, withholding, PIT, CIT, E911, and other CRS tax
liabilities for investments in affordable housing projects equal to 50% of the
amount of cash invested or the fair market value of the land, buildings,
materials, or services relating to such projects. This tax expenditure is
available to taxpayers receiving a tax credit voucher issued by the New
Mexico Mortgage Finance Authority (“MFA”).

Under the MFA’s program, the tax credit voucher is administered based on
donations made to affordable housing projects and the Affordable Housing
Charitable Trust. In 2006 and 2007, the tax credit voucher was capped at
$200,000 and $500,000 respectively. As of 2008, it was set at a base rate of
$1.85 multiplied by the reported state population and adjusted annually for
inflation. In FY2016, this cap amount will be approximately $4 million.
Donations may include land, buildings, materials, cash or services. Cash
equivalents, such as store credit or waived invoices, are considered a cash
donation. Donations received by the project sponsor in exchange for tax
credits may be used to fund the acquisition, substantial rehabilitation,
and/or new construction of affordable housing projects throughout the
state, including down payment and closing cost assistance for acquisition of
affordable single family housing. No minimum or maximum dollar limits are
placed on donations made directly to the Affordable Housing Charitable
Trust.

The credit is not refundable but may be carried forward for up to five years.
7-91-5 NMSA 1978

Presumably to incentivize the construction of affordable housing projects.
Originally enacted in 2005.

An amendment to the Affordable Housing Tax Credit Act in 2010 expanded
where eligible “affordable housing projects” can be located from counties
with a population of less than 100,000 to all counties and to include
materials as an allowable investment.

MFA reports this program is highly effective in leveraging donations for
affordable housing development organizations like Habitat for Humanity.
Between 2009 and 2014, the authority facilitated a total 288 units of
affordable housing (111 multifamily rental units and 177 single family
homes for sale) representing a return on investment of $26.72 for every
dollar of tax credit used for affordable housing development.
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Recommendations:

None.

Reliability Factor: E 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:

Affordable Housing Credits
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AGRICULTURAL BIOMASS
CREDIT AGAINST PIT AND CIT

Category:

Brief Description:

Statutory Basis:
Intended Purpose:
History:

Evaluation:

Recommendations:

Environment, Conservation & Renewable Energy

A dairy or feedlot owner is eligible for a credit of $5 for each wet ton of
agricultural biomass that is transported from the owner’s dairy or feedlot to
a facility that uses agricultural biomass to generate electricity or make fuels
for commercial use. The aggregate annual combined total of all agricultural
biomass PIT and CIT credits is capped at $5,000,000.

As used in this section:

(D) "agricultural biomass" means wet manure meeting specifications
established by EMNRD from either a dairy or feedlot commercial
operation;

(2) "biocrude” means a nonfossil form of energy that can be transported

and refined using existing petroleum refining facilities and that is
made from biologically derived feedstocks and other agricultural

biomass;
(3) "feedlot" means an operation that fattens livestock for market; and
(4) "dairy" means a facility that raises livestock for milk production.

7-2-18.26 and 7-2A-26 NMSA 1978
Presumably to incentivize the sale and use of agricultural biomass as a fuel.
Originally enacted in 2010.

To date the EMNRD has not received any applications for this tax credit. Due
to the recent announcement of an agricultural biomass project that is under
construction, EMNRD anticipates claims for this credit to increase. Due to
credit transferability, TRD has received numerous inquiries regarding this
credit from both in-state and out-of-state tax credit brokers. High levels of
transfers may indicate that the incentive is not properly scoped to the
taxpayers most directly involved in the desirable behavior.

(1 Continue to monitor and evaluate credit utilization to determine
whether the incentive is effective in stimulating the desired outcomes;

(2) Continue to monitor transfers to determine proper scoping;

3) If a comprehensive energy-related tax program is under
consideration, then repeal of this credit should also be considered;

(4) Consider amending the statute to clarify claim procedures and
deadlines, specifically to prescribe the tax year in which the credit should be
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claimed. TRD addressed this issue through Bulletin B-300.16 dated
12/2016, indicating that the credit must be claimed for the tax year stated in
the EMNRD certificate of eligibility. EMNRD partially addressed this issue
through its regulations. Tying the delivery of the biomass to a tax year
prevents unintended credit “stacking” and ensures smooth annual
administration and awarding of the credit.

Reliability Factor: @ 1 - This credit is separately reported. No estimation is required.

Fiscal Impact: None, to date.
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AGRICULTURAL WATER CONSERVATION EXPENSES
CREDIT AGAINST PIT AND CIT

Category: Environment, Conservation & Renewable Energy

Brief Description:  CIT and PIT credits are available for agricultural water conservation
expenses incurred by the taxpayer for specific improvements in irrigation
systems or water management methods. The expenses must comply with a
water conservation plan approved by the local soil and water conservation
district in which the improvement is located. The improvements must be
primarily designed to substantially conserve water on the land in New
Mexico that is owned or leased by the taxpayer and used to produce
agricultural products, harvest or grow trees, or sustain livestock.

The credit amount is 35% of eligible expenses incurred in calendar year
2008 and 50% of expenses in subsequent years through December 31, 2012
when the credit expired.

The credit is not refundable but may be carried forward for up to five years.
Carryforward claims can continue to be made through tax year 2017.

Statutory Basis: 7-2-18.20 and 7-2A-22 NMSA 1978

Intended Purpose: Presumably to incentivize responsible water management and to offset the
cost of conservation-driven irrigation improvements incurred by the
individual farmer or rancher.

History: Originally enacted in 2007 with a delayed repeal of January 1, 2013.

Evaluation: The number of claims was relatively high early in the lifespan of this credit
and has reduced over time. A plausible explanation is that the creation of
the credit stimulated the necessary investment in irrigation systems and
water management methods. Furthermore, this credit is not refundable
which means that the taxpayer must have enough liability over six years to
offset the credit in order to get the full benefit of the credit. Once these early
initial investments were made, there were significantly fewer farmers with
the requisite liability to claim the credit who needed to make this
investment.

Recommendations: Evaluate the status and adequacy of agricultural water conservation in the
State to determine whether a new or revised incentive should be considered
or implemented.

Reliability Factor: @1 - This credit is separately reported. No estimation is required.

NOTE: Some of the data have been redacted due to fewer than 3 taxpayers
claiming the credit. FY2015 has been redacted.
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Fiscal Impact:

Agricultural Water Conservation Expenses Credit
Data have been redacted
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AIRCRAFT SALES OR SERVICES
GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: @

Fiscal Impact:

Economic Development

Receipts from selling, maintaining, refurbishing, remodeling or otherwise
modifying a commercial or military carrier over ten thousand pounds gross
landing weight are deductible from gross receipts.

7-9-62.1 NMSA 1978

Presumably to incentivize a more robust commercial and military aircraft
industry in New Mexico.

Originally enacted in 2000 and amended in 2005.

Amended in 2014 to expand the deduction by adding the sale of an aircraft
over 10,000 pounds to the activities that are deductible. With an effective
date of July 1, 2014, the impact from this expanded deduction will be
realized in FY2015.

With the 2014 change to this deduction, it is too soon to evaluate its
effectiveness. Members of the impacted industry tout the potential for
significant new business opened up by the addition of aircraft sales to the
deduction.

None.

2 - This deduction is separately reported. The deduction amount is
multiplied by the statewide average GRT rate for each year to estimate the
cost.

NOTE: The data have been redacted due to fewer than 3 taxpayers taking the
deduction.

Aircraft Services Deduction
Data have been redacted
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ALTERNATIVE ENERGY PRODUCT MANUFACTURERS
CREDIT AGAINST MODIFIED COMBINED TAX

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Economic Development

Manufacturers of certain alternative energy products who hire at least one
new employee for every $500,000 in qualified expenditures (up to $30
million) and for every $1,000,000 in qualified expenditures (over $30
million) may receive a tax credit not to exceed 5% of qualified expenditures
for purchase of manufacturing equipment used in the manufacturing
operation.

The credit is not refundable but may be carried forward for up to five years.
7-9]-1 et seq. NMSA 1978

Presumably to encourage hiring and investment in the alternative energy
production sector.

Originally enacted in 2007 and amended in 2011.

The 2011 amendment included products of single cell photosynthetic
organisms as eligible alternative energy products for taxable years 2011
through 2019.

This credit is underused. According to the Solar Energy Industries
Association’s website, there are currently more than 100 solar companies at
work throughout the value chain in New Mexico, these companies provide a
wide variety of solar products and services ranging from solar system
installations to the manufacturing of components used in photovoltaic
panels (15 manufacturers, 10 manufacturing facilities, 50
contractor/installers, 3 project developers, 8 distributors, and 23 engaged in
other solar activities including financing, engineering and legal support..
TRD believes the employment eligibility investment threshold requirements
may be too high for this credit to be useful to small manufacturers.
Additionally, manufacturers that qualify for this credit may also qualify for
the investment tax credit, which has a higher credit rate and better
carryforward and credit refund provisions.

There is potential overlap with the investment tax credit (ITC). Consider:
(1) Repealing this credit and subsuming it in the ITC; or

(2) Making the ITC and this credit mutually exclusive and lower the
investment and employment threshold requirements for the alternative
energy product manufacturers’ tax credit. Doing so would allow large
manufacturers, even those that produce alternative energy products, to use
the investment tax credit. Yet, it would open up this incentive to smaller
alternative energy product producers. TRD will continue to monitor credit
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utilization, especially with respect to the single sales factor phase-in for

manufacturers, as that election may stimulate expansion or larger
investment in alternative energy manufacturing in New Mexico. As there are
several credits and deductions for related expenses, a comprehensive
review of the relationships and interactions between these related
expenditures could explain why some of them are underused.

Reliability Factor: g 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:

Alternative Energy Product Manfacturers Credit
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ANGEL INVESTMENT
CREDIT AGAINST PIT

Category: Economic Development

Brief Description:  For purposes of this 2016 Tax Expenditure Report, a taxpayer who files a
New Mexico PIT return and makes a qualified investment may claim a credit
in an amount not to exceed 25% of not more than $100,000 of the qualified
investment ($25,000). To be a qualified investment, it must be in a business
that maintains its principal place of business in New Mexico and engages in
high-technology research or manufacturing activities in New Mexico.

Prior to January 1, 2015, EDD, in any calendar year, did not issue eligibility
certificates to exceed the $750,000 cap. The period for which the credit may
be carried forward is three consecutive years.

For tax years beginning on or after January 1, 2015 until January 1, 2025,
2015 legislation increased the credit amount per investment to $62,500 and
increased the number of qualified investments that a taxpayer could make
per tax year to five. The aggregate annual cap was also increased from
$750,000 to $2,000,000. The period for which the credit may be carried
forward is five consecutive years.

Statutory Basis: 7-2-18.17 NMSA 1978

Intended Purpose: Presumably to incentivize the investment in high-technology research and
manufacturing activities in New Mexico by angel investors.

History: Originally enacted in 2007 with a delayed repeal date of January 1, 2013.
The credit was amended in 2012 and 2015.

The 2012 amendment eliminated the delayed repeal and extended the date
before which an investment must be made in order to qualify for the credit
—from December 31, 2011 to December 31, 2016. The 2015 amendment
changed the qualified investment amount, relaxed the limits on the number
of investments, increased the annual cap and extended the carry forward
period.

Evaluation: While this credit is being used by angel investors, prior to the 2015
amendments, the credit was too limiting both in terms of dollar amount and
number of investments, to attract needed investment. The 2015
amendments intended to address these concerns, but it is too early to
determine the effectiveness of the amendments, as the tax year 2015 use of
this credit will not be reported until spring of 2016, at the earliest.

Recommendations: There is tension in the statutory language that should be corrected through
clarifying legislation. Subsection C prescribes that the claim must be made
within one year of making the investment. Yet, Subsection E contemplates
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and allows a queue that may render the one-year claim limitation
impracticable.

Reliability Factor: E 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:

Angel Investment Credit
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APPORTIONMENT

ELECTION OF CIT FOR MANUFACTURERS

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Economic Development

A taxpayer whose principal business activity is manufacturing may elect to
have its business income apportioned to New Mexico by using a formula
which puts a greater emphasis on the taxpayer’s sales than on the taxpayer’s
property or payroll. The transition from allowing a taxpayer to use a
double-weighted sales factor formula (2014) to allowing a taxpayer to use a
fully phased-in single sales factor formula will be complete for tax years
beginning on or after January 1, 2018. For tax year 2014, the most recent
tax year reported, the formula prescribed a 50% sales factor.

7-4-10(B) NMSA 1978

As enacted in 1993, the purpose for having the double-weighted sales factor
formula election for manufacturers was to encourage investment and
employment in this state by manufacturers who do not anticipate
substantial sales revenue within this state. This purpose language was
deleted in the 2001 amendment. Nonetheless, the purpose for allowing
manufacturers to choose an alternative apportionment formula presumably
remains the same.

Originally enacted in 1993 and amended in 2001, 2002, 2009, 2013, and
2015.

The 2013 amendment provided a phase-in over five years the use of a single
sales factor by taxpayers whose principal business activity is manufacturing.

While this expenditure does reduce corporate income tax revenue directly,
there is good evidence to indicate that the indirect effect is to create a more
favorable business climate for manufacturing in New Mexico. For example,
the share of GRT paid by manufacturers has increased from 2.7% to 4.2% of
total GRT from FY2009 to FY2014. In addition to allowing the eventual
election of sales factor only apportionment, the 2013 legislative changes also
included changes to the qualifying requirements that should increase the
stability and predictability of this expenditure going forward. Full evaluation
of this expenditure will have to continue over time, as the phase-in will not
be complete until 2018 and many states already have a fully phased-in single
sales factor.

None at this time.

2 - This election is reported. Some estimation is required. Differences
between annual expenditure reports are attributed to taxpayers filing late,
or amended returns.
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Fiscal Impact:

Apportionment Election
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2016 New Mexico Tax Expenditure Report Page 41



APPORTIONMENT

ELECTION OF CIT FOR HEADQUARTERS

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: a

Fiscal Impact:

Economic Development

A taxpayer whose principal business activity is a headquarters operation
may elect to have its business income apportioned to New Mexico by using a
single sales factor.

7-4-10(C) NMSA 1978

Presumably to encourage companies to locate their headquarters or center
of operations for their managerial activities in New Mexico, thereby
increasing employment and economic activity within the state.

Originally enacted in 2015 Special Legislative Session.

This expenditure cannot be evaluated at this time. Initial data became
available in 2016.

(1) Consider clarifying the definition of “headquarters.” TRD receives
numerous questions based on the language of the current definitions.

(2) Consider either a shift to market-based sourcing for all taxpayers or, at
minimum, for taxpayers making this election. The shift to a single sales
factor for service providers that locate headquarters here and perform a
majority of the services from locations in New Mexico will not create the
desired incentive because those companies will have a very high sales factor
in New Mexico under the income-producing activity/cost of performance
test currently prescribed by Section 7-4-18 NMSA 1978.

2 - This election is reported. Some estimation is required.

Not applicable to time periods covered by this report.
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ARMED FORCES SALARIES
EXEMPTION FROM PIT

Category:

Brief Description:

Statutory Basis:
Intended Purpose:
History:

Evaluation:

Recommendations:

Reliability Factor: g

Fiscal Impact:

Citizen Benefits

A salary paid by the United States government to a taxpayer for active duty
service in the armed forces of the United States is exempt from PIT.

7-2-5.11 NMSA 1978
Presumably to provide a tax benefit for our armed forces personnel.
Originally enacted in 2007.

According the New Mexico Department of Workforce Solutions there were
over 17,500 employed by the U.S. military in New Mexico in 2014 or about
2% of total employment. According to the U.S. Census, Statistical Abstract of
the United States 2012, in 2009 there were 11,000 active military personnel
in New Mexico.

None.

1 - The exemption amounts for each taxpayer claiming this exemption were
computed, making this data more reliable than in past years when an
average rate for all taxpayers was used. Differences between annual
expenditure reports are attributed to updates in GenTax as tax filers provide
late and/or amended returns.

Armed Forces Salaries Exemption
$2,000.0 13,500
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mmm Expenditures| $1,554.2 $1,448.8 $1,630.8 $1,712.0 $1,815.1
Claims 12,990 10,872 11,466 11,251 11,315
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BACK-TO-SCHOOL TAX-FREE WEEKEND

GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

Citizen Benefits

Receipts from retail sales of specified tangible personal property if the sale
occurs during the first full weekend (Friday through Sunday) in August are
deductible from gross receipts. The property specified by this statute
includes certain clothing valued under $100, computers valued under
$1,000, computer accessories valued under $500, and school supplies.

7-9-95 NMSA 1978

Presumably to reduce the cost of school supplies and school clothes.

History: Originally enacted in 2005.

Evaluation: Without direct data evaluating the effectiveness of this deduction is difficult.
The value limits on deductible items are fixed, and could become less
appropriate over time with inflation.

Recommendations: None.

Reliability Factor: F 4 - No direct data exists to estimate this deduction. TRD requires taxpayers

Fiscal Impact:

who take advantage of this deduction to separately report the deductible
amount, but there is no statutory authority to enforce the reporting
requirement. The estimate is based on a percentage of August 2016 retail
sales gross receipts identified for specific NAICS codes as reported by
taxpayers. The deduction amount is multiplied by the statewide average
GRT rate for each year to estimate the cost.

$3,600.0
$3,500.0
$3,400.0
$3,300.0
$3,200.0

$3,100.0

Expenditures (thousands)

$3,000.0
$2,900.0

Back-to-School Tax-Free Weekend

FY2011

FY2012

FY2013

FY2014

FY2015

FY2016

IIGRT

$3,100.0

$3,500.0

$3,300.0

$3,400.0

$3,500.0

$3,300.0
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BIODIESEL BLENDING FACILITY TAX

THIRTY PERCENT CREDIT AGAINST GRT AND COMPENSATING TAX

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Environment, Conservation & Renewable Energy

A taxpayer who is a rack operator as defined in the Special Fuels Supplier
Tax Act, and who owns and installs biodiesel blending equipment at its
facility to produce blended biodiesel fuel may claim a GRT or compensating
tax credit. The credit is 30% of the purchase and installation cost of
equipment.

Biodiesel is a renewable and biodegradable fuel derived from agricultural
plant oils or animal fat. Blended biodiesel fuel is a diesel fuel that contains at
least 2% biodiesel.

The credit is not refundable but may be carried forward for up to four years.
7-9-79.2 NMSA 1978

Presumably to incentivize the establishing or expansion of a facility that
produces blended biodiesel fuel.

Originally enacted in 2007.

This credit has not been claimed. According to EMNRD’s Energy
Conservation and Management Division, no applications for this credit were
submitted for FY2016.

None.

1 - This credit is required to be separately reported. If claimed in the future,
no estimation will be required.

No taxpayers have claimed this credit.
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BIOMASS-RELATED EQUIPMENT AND BIOMASS MATERIALS
DEDUCTION FROM COMPENSATING TAX

Category:

Brief Description:

Statutory Basis:
Intended Purpose:
History:

Evaluation:

Recommendations:

Reliability Factor: g

Environment, Conservation & Renewable Energy

The value of a biomass boiler, gasifier, furnace, turbine-generator, storage
facility, feedstock processing or drying equipment, feedstock trailer or
interconnection transformer, and the value of biomass materials used for
processing into biopower, biofuels or biobased products is deductible when
computing the compensating tax due.

7-9-98 NMSA 1978
Presumably to incentivize the use of biomass materials.
Originally enacted in 2005.

According to EMNRD, several new bioenergy projects are currently
underway in the state and involve partnerships between federal agencies,
local governments, New Mexico higher education institutions, and foreign
entities. There are currently no privately-owned biomass power generators
in New Mexico. The NMENV reports Albuquerque’s Southside Water
Reclamation Plant is the only biomass power generator (net power
producer) in the state. The Las Cruces Waste Water Treatment Plant also
creates biogas but without exporting energy to the grid. NMENV notes there
are a handful of very small scale projects currently underway in other parts
of the state that involve schools using biomass boilers for heating. EMNRD
reports two biomass projects in the state utilize wood chip fueled power
systems and another uses a steam boiler that uses lumber mill residues and
forest thinnings for fuel. New construction includes an aerobic digester near
Roswell that uses dairy waste to create biogas and another facility near
Clovis designed to use construction waste, wastewater and sludge. Neither
has begun operating yet.

Note that this deduction can only be taken against compensating tax, which
could incentivize firms to purchase equipment and feedstock out of state.

Include a GRT deduction as well.

4 - In the absence of any source of direct data, an accurate estimate of the
impact of this deduction is problematic. The U.S. Department of Energy
estimated a price of $20 to $80 per ton of forest biomass and wood waste
biomass fuel. Using that information and a generous estimate of 20,000 tons
of biomass fuel used annually, at an average price of $40 per ton, the impact
of the deduction would be about $55,000. The deduction amount is
multiplied by the 5.125% compensating tax rate for each year to estimate
the cost. The cost could increase dramatically if and when the new power
generators come online.
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Fiscal Impact:

Biomass-Related Equipment and Biomass Materials Deduction
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BLENDED BIODIESEL FUEL
CREDIT AGAINST PIT AND CIT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Environment, Conservation & Renewable Energy

A taxpayer who is liable for payment of the special fuel excise tax is eligible
to claim a credit against PIT or CIT liability for each gallon of blended
biodiesel fuel on which that person paid or would have paid the special fuel
excise tax in the taxable year. This blended biodiesel fuel is a 3% mixture of
biodiesel which is a different mixture from vegetable oil which is 99%
biodiesel. The credit amount was phased down from 3 cents per gallon to 1
cent per gallon over the life of the incentive, which expired December 31,
2012.

The credit is not refundable but may be carried forward for up to five years.
7-2-18.21 and 7-2A-23 NMSA 1978

Presumably to incentivize the establishment or expansion of a facility that
produces blended biodiesel fuel.

Originally enacted in 2007 with an expiration of December 31, 2012.

The credit saw a decrease as the value of the credit reduced (from 2007-
2010, the credit was $0.03 per gallon; in 2011, it was $0.02 per gallon; and in
2012, it was $0.01 per gallon). The credit is not available after December 31,
2012 and the only possibility for further expenditures from this credit
would be due to the use of a carry forward or amended return.

This credit is not widely used, and thus, has not realized its intended
purpose. Ifacomprehensive fuel-related tax program is being considered,
then this credit should be repealed. Otherwise, the credit should be
repealed after the carry-forward and claimant period expire.

Reliability Factor: E 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:

NOTE: Some of the data have been redacted due to fewer than 3 taxpayers
claiming the credit. FY2011 and FY2013 have been redacted

$100.0
$50.0

Blended Biodiesel Fuel Credit
Data have been redacted

Expenditures
(thousands)

$-

FY2011

FY2012

FY2013

FY2014

FY2015

FY2016

® Combined Taxes

$-

$-

$-

$-

Claims

0

0

0

0
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BORDER-ZONE TRADE-SUPPORT COMPANY
GRT DEDUCTION

Category: Highly Specialized Industry

Brief Description:  The receipts of a trade-support company are deductible from gross receipts
if:

(1) the trade-support company first locates in New Mexico
within twenty miles of a port of entry on New Mexico's
border with Mexico on or after July 1, 2003 but before July 1,
2013; or they locate in a border-zone after July 1, 2016 but
before January 1, 2021;

(2) the receipts are received by the company within a five-year
period beginning on the date the trade-support company
locates in New Mexico and the receipts are derived from its
business activities and operations at its border zone location;
and,

(3) the trade-support company employs at least two employees
in New Mexico.

A "trade-support company" means a customs brokerage firm or a freight
forwarder.

Statutory Basis: 7-9-56.3 NMSA 1978

Intended Purpose: Presumably to incentivize the location of trade-support companies to
support and increase economic activities at the various ports of entry (Santa
Teresa, Columbus, and Antelope Wells).

History: Originally enacted in 2003, amended in 2007 and 2015 to extend the credit
and add reporting requirements.

Evaluation: The trade support sector as defined in this deduction is very small and
focused. Even if fully used, it only applies to a small number of taxpayers.

Recommendations: None.

Reliability Factor: E 2 - All gross receipts deductions for taxpayers classified as trade support
companies, per the RP-80 report, located in the following locations are
assumed to derive from this deduction: Sunland Park, Anthony and
unincorporated areas in Luna, Dona Ana, and Hidalgo Counties. This may
result in the over-estimation of this deduction as the trade support
classification does not match up perfectly to the definition of taxpayers who
are eligible to take this deduction. Furthermore, these companies could be
eligible for additional deductions which would mean that not all of their
deducted amounts are attributable to this deduction. The deductible
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amounts reported are multiplied by the statewide average GRT rate for each
year to estimate the cost.

Fiscal Impact:

Border-Zone Trade-Support Company Deduction
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BUSES OPERATED BY RELIGIOUS AND NONPROFIT CHARITABLE

ORGANIZATIONS
EXEMPTION FROM WDT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: H

Fiscal Impact:

Citizen Benefits

Use of the highways in New Mexico by buses operated by religious or
nonprofit charitable organizations is exempt from the WDT.

7-15A-5(C) NMSA 1978

Presumably to subsidize the activities of organizations the federal
government has determined to be performing socially-beneficial activities.

Originally enacted in 1988.

It is unknown why the number of buses registered as nonprofit has been
decreasing.

None.

3 -The number of buses registered as nonprofit was collected from MVD.
Exempt miles are not reported on any WDT form, so average miles traveled
per school bus were calculated from national school sources. Weight was
calculated as an average of weights between 26,000 and 30,000 pounds
gross vehicle weight rating (GVWR), which most type C buses are. These
estimates may have changed from previous years because of better MVD
tracking of qualified vehicles.

Buses Operated by Religious and Nonprofit Charitable

Organizations Exemption
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BUSES USED FOR TRANSPORTATION OF AGRICULTURAL LABORERS

EXEMPTION FROM WDT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: E

Fiscal Impact:

Highly Specialized Industry

Use of the highways in New Mexico by buses used exclusively for the
transportation of agricultural laborers is exempt from the WDT.

7-15A-5(B) NMSA 1978

Presumably to increase the production of agricultural products by lowering
the costs of labor for agricultural producers.

Originally enacted in 1988.
None.
None.

3 -The number of buses registered for agricultural use was collected from
MVD. Exempt miles are not reported on any WDT form, and no public
source is available for miles traveled by agricultural buses. Therefore
average miles traveled per school bus was calculated from national school
sources (school buses operate on a similar twice-a-day schedule). Weight
was calculated as an average of weights between 26,000 and 30,000 pounds
gross vehicle weight rating (GVWR), which most type C buses are. These
estimates may have changed from previous years because of better MVD
tracking of qualified vehicles.

Buses Used for Transportation of Agricultural Laborers Exemption
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BUSINESS FACILITY REHABILITATION

CREDIT AGAINST PIT AND CIT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: @

Fiscal Impact:

Economic Development

A taxpayer who owns a qualified business facility in an enterprise zone and
restores, renovates, or rehabilitates it may receive a credit of 50% per
project cost (up to $50,000) on PIT and CIT owed to New Mexico.

A “qualified business facility” is a building vacant for at least 24 months and
intended to be put into use by a person in the manufacturing, distribution or
service industries. Cultural or historic properties do not qualify for this
credit.

The credit is not refundable but may be carried forward for up to four years.
7-2-18.4 and 7-2A-15 NMSA 1978

To stimulate the creation of new jobs and revitalize economically depressed
areas within New Mexico enterprise zones.

Originally enacted in 1994.

The credit has not been used because most individuals do not have enough
tax liability to apply the credit. Qualified individuals and corporations who
take this credit are not eligible for the investment credit which provides a
higher benefit. According to EDD, there are currently no enterprise zones
completing the required annual reporting, which indicates that the
enterprise zones that were established when this credit was originally
enacted have expired.

As there are currently no enterprise zones, either consider repealing the
Enterprise Zone Act and this credit and replacing it with another mechanism
to spur redevelopment or consider amendments that would accomplish that
result.

1 - This credit is separately reported. No estimation is required.

NOTE: Data in FY2012 have been redacted due to fewer than 3 taxpayers
claiming the credit. Other years have no claims.

Expenditures
(thousands)

Business Facility Rehabilitation Credit
Data have been redacted

$100.0
$50.0
5 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016
mmmm PIT Expenditures $- $- $- $- $-
CIT Expenditures $- $- $- $- $-
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CAPITAL GAIN
DEDUCTION FROM PIT

Category: Citizen Benefits

Brief Description: A taxpayer may claim a deduction from net income in an amount equal to
the greater of:

(1 the taxpayer's net capital gain income for the taxable year for
which the deduction is being claimed, but not to exceed
$1,000; or

(2) 50% of the taxpayer's net capital gain income for the taxable

year for which the deduction is being claimed.

A taxpayer may not claim this deduction if the taxpayer pays federal income
tax on a qualified diversifying business net capital gain has claimed a credit
against the taxpayer's New Mexico PIT liability equal to a capital gain tax
differential, if the taxpayer allocates the qualified diversifying business net
capital gain to New Mexico.

Statutory Basis: 7-2-34 NMSA 1978

Intended Purpose: Capital gain deductions exist to incentivize savings and investment.
Presumably this deduction is meant to encourage taxpayers to put their
income to productive use by providing an incentive to invest in companies
and to recruit individuals earning investment income to New Mexico.

History: Originally enacted in 1999 and amended in 2003. The 2013 amendment
expanded the capital gains deduction simultaneously with the reduction in
income tax rates.

Evaluation: None.
Recommendations: None.

Reliability Factor: ﬁ 1 - The deduction amounts for each taxpayer claiming this deduction were
¥ computed, making this data more reliable than in past years, which used an
average rate for all taxpayers. Differences between annual expenditure
reports are attributed to updates in GenTax as tax filers provide late and/or
amended returns.
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Fiscal Impact:

Capital Gain Deduction
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CERTAIN DISABLED MILITARY VETERAN

EXEMPTION FROM MVX

Category:

Brief Description:

Statutory Basis:

Intended Purpose:
History:

Evaluation:

Recommendations:

Reliability Factor: g

Fiscal Impact:

Citizen Benefits

A person is exempt from the MVX if the person is a resident of New Mexico
who served in the armed forces of the United States and who suffered, while
serving in the armed forces or from a service-connected cause, the loss or
complete and total loss of use of:

(D) one or both legs at or above the ankle; or
(2) one or both arms at or above the wrist.
7-14-6(E) NMSA 1978

Presumably to ease the tax burden of individuals whose service in the armed
forces resulted in disability.

Originally enacted in 1978 and amended in 1988, 1990, 19954, 2004, and
2007 to include Subsection E.

This tax expenditure meets its intended purpose of lowering the tax burden
of disabled veterans. The estimated fiscal impact of this expenditure
suggests that the exemption from the excise tax has had a positive effect on
vehicle purchases.

None.

3 - The number of disabled veterans in the State of New Mexico was
obtained from the Department of Veteran Services. The national average
prices of new and used vehicles were collected for the years of 2008 through
2015. Per the University of Michigan Transportation Research Institute, in
2011, 1 out of 19.7 drivers bought a vehicle, either new or used. The total
number of disabled veterans was divided by 19.7 and then multiplied by the
average price of a new and used vehicle. The resulting dollar amount was
multiplied by the MVX rate of 3%. The Department of Veterans Services did
not have data available for FY2016 on the number of disabled veterans in
New Mexico.

Certain Disabled Military Veteran Exemption
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FY2011 FY2012 FY2013 FY2014 FY2015

Expenditures (thousands)

B MVX $1,220.0 $1,260.0 $1,300.0 $1,350.0 $1,454.0
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CHILD CARE TO PREVENT INDIGENCY
CREDIT AGAINST PIT

Category: Citizen Benefits

Brief Description:  Any resident who files a PIT return and who is not a dependent of another
taxpayer may claim a credit for child daycare expenses incurred and paid to
a caregiver in New Mexico during the taxable year. The credit is available to
a taxpayer who has a modified gross income, including child support
payments, if any, of not more than the annual income that would be derived
from earnings at double the federal minimum wage.

The credit is for 40% of actual compensation paid to a caregiver and may not
exceed $480 for each qualifying dependent or $1,200 for all qualifying
dependents in any taxable year.

Statutory Basis: 7-2-18.1 NMSA 1978

Intended Purpose: Presumably to protect the health, safety and well-being of children of low-
income families and to give the parents an opportunity to place their
children in day care while they work.

History: Originally enacted in 1981 and amended in 1990, 1995, 1999, and 2015.

Evaluation: In 2011, increased audit and compliance efforts by TRD indicated that this
credit was being over-utilized by non-qualified taxpayers. Many taxpayers
who previously took the credit could not provide proper documentation and
were denied the credit. Some taxpayers report expenditures for non-
qualified childcare (care rendered by grandparents, relatives, etc.) or they
were not working when the credit was claimed, which is a requirement for
eligibility. The audit and compliance measures resulted in a decline in the
number of claims made.

Recommendations: None.

Reliability Factor: g 1 - This credit is separately reported. No estimation is required. Differences
between annual expenditure reports are attributed to updates in GenTax as
tax filers provide late and/or amended returns.

Fiscal Impact:

Child Care Credit
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COAL

EXEMPTION FROM SEVERANCE SURTAX

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Highly Specialized Industry

The following exemptions are currently in effect: (1) coal sold and delivered
pursuant to genuinely new contracts entered into on or after July 1, 1990;
(2) coal sold and delivered pursuant to contracts already in effect on July 1,
1990, that exceeds the annualized average calendar year deliveries under
the contract during production years 1987, 1988, and 1989, unless the
deliveries are reduced due to causes beyond the reasonable control of either
party to the contract: and (3) if a contract existing on July 1, 1990, and
renegotiated after May 20, 1992, requires the purchaser to take annual coal
deliveries in excess of the greater of the average calendar year deliveries
from 1978-1989 or the highest annual contract minimum from 1978-1989,
the surtax does not apply to such excess deliveries for the remaining term of
the renegotiated contract.

7-26-6.2 NMSA 1978

Presumably this tax expenditure is an incentive for incremental production
by the New Mexico coal mining industry, providing reduced tax liability
under new or restructured contracts.

Originally enacted in 1990 and amended in 1992, 1994, 1995, 1997, and
1999.

The tax expenditure provided through this exemption directly benefits the
coal mining industry by providing exemption from the severance surtax for
production of coal quantities that are in excess of the greater of the average
calendar year deliveries from 1978-1989 or the highest annual contract
minimum from 1978-1989. Since 2010, new agreements have been entered
into which have resulted in previously unallowable activity to be eligible for
this exemption.

None.

1 - This credit is separately reported. No estimation is required. FY2016
data is not yet available.
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Fiscal impact

Coal Exemption
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COMMERCIAL MOTOR CARRIER VEHICLES OPERATING
EXCLUSIVELY WITHIN 10 MILES OF MEXICO BORDER
EXEMPTION FROM TRIP TAX AND WDT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: g

Economic Development

Use of New Mexico highways by commercial motor carrier vehicles while
operating exclusively within 10 miles of a border with Mexico in conjunction
with crossing the border with Mexico is exempt from the trip tax and the
WDT.

7-15-3.2 and 7-15A-5(D) NMSA 1978

Presumably to incentivize companies that have cross-border activities to do
business in New Mexico instead of Texas and Arizona.

Originally enacted in 2006.

The New Mexico Border Authority reports that the number of commercial
vehicles crossing the border with Mexico has increased since FY2011. This
tax expenditure meets its intended purpose of creating a competitive
environment for business in New Mexico. The opening of the large Union
Pacific intermodal transfer yard in 2014 near Santa Teresa also indicates
this expenditure meets its intended purpose.

None.

3 - Data for truck entries at Santa Teresa was obtained from the U.S.
Department of Transportation (“USDOT”). The port at Columbus has very
few if any facilities for transfer of freight and so was not included. From
conversations with NMDOT it was assumed that all of the Santa Teresa entry
traffic would stay within the 20 mile North American Free Trade Agreement
commercial zone, and was destined for the large Union Pacific transfer
station 10 miles from the border, or other nearby freight transfer facilities.
20 miles per entry was assumed for a round-trip total road miles calculation.
The total number of miles was then multiplied by the average WDT rate of
all the weight classes. The same procedure was followed to calculate the trip
tax expenditure. Estimates for this expenditure have changed for this Tax
Expenditure Report because the use of USDOT truck entry statistics allows a
better estimate of how much this exemption is used.
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Fiscal Impact:

Commercial Motor Carrier Vehicles Operating Exclusively within
10 Miles of Mexico Border Exemption
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CONSTRUCTION EQUIPMENT AND MATERIALS USED IN THE
CONSTRUCTION OF SOLE COMMUNITY PROVIDER HOSPITALS

GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: @

Fiscal Impact:

Health Care

Receipts from sales of construction equipment or construction materials to a
foundation or nonprofit organization for use in the new facility construction
of a Sole Community Provider Hospital located in a federally designated
health professional shortage area are deductible from gross receipts under
certain circumstances.

7-9-100 NMSA 1978

Presumably to reduce the costs of constructing sole community provider
hospitals.

Originally enacted in 2006.

According to the HSD, the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 established a rural community hospital
demonstration project for 5 years to study a reasonable reimbursement
methodology for such hospitals. Section 10313 of the Affordable Care Act
expanded and extended this demonstration for another 5 years until 2013.
Holy Cross Hospital in Taos, NM participated in this demonstration, but
withdrew in 2011. San Miguel Hospital Corporation in Las Vegas, NM was
selected to participate in this demonstration under the expansion and
extension of this program by the ACA. However, because the extension for
the federal pilot program has expired, there are no more federal matching
funds to support the services provided at sole community provider
hospitals. As a result, and based on information received from HSD, TRD is
unaware of any recent new construction of sole community provider
hospitals.

Because the Affordable Care Act did not preclude an entity from building or
making capital investments in rural (sole) community provider hospitals,
the deduction could still fulfill its purpose as rural health facilities find
alternative sources of funding for operations.

1 - No new sole community provider hospitals were built in New Mexico
over the last several years. No estimation is required.

No taxpayers have claimed this deduction.
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CONSTRUCTION OF SOLE COMMUNITY PROVIDER HOSPITALS

GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: §

Health Care

Receipts from the sale of engineering, architectural, and construction
services to a foundation or nonprofit organization for use in the new facility
construction of a Sole Community Provider Hospital located in a federally-
designated health professional shortage area are deductible from gross
receipts.

7-9-99 NMSA 1978

Presumably to reduce the costs of constructing sole community provider
hospitals.

Originally enacted in 2006.

According to the HSD, the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 established a rural community hospital
demonstration project for 5 years to study a reasonable reimbursement
methodology for such hospitals. Section 10313 of the Affordable Care Act
expanded and extended this demonstration for another 5 years until 2013.
Holy Cross Hospital in Taos, NM participated in this demonstration, but
withdrew in 2011. San Miguel Hospital Corporation in Las Vegas, NM was
selected to participate in this this demonstration under the expansion and
extension of this program by the ACA. However, because the extension for
the federal pilot program has expired, there are no more federal matching
funds to support the services provided at sole community provider
hospitals. As a result and based on information received from HSD, TRD is
unaware of any recent new construction of sole community provider
hospitals.

Based on the presumption that the Affordable Care Act did not preclude an
entity from building or making capital investments in rural (sole)
community provider hospitals, this deduction would be able to fulfill its
purpose as rural health facilities find alternative sources of funding for
operations.

3 - TRD used a list of sole community provider hospitals published by the
U.S. Defense Health Agency, a single applicable hospital — Guadalupe
County Hospital in Santa Rosa — was found to be constructed within this
time period. An estimated construction cost of $10 million was used to
estimate the cost of the deduction. The deduction amount is multiplied by
the statewide average GRT rate for each year to estimate the cost.

NOTE: We are not required to redact this information even though it relates
to fewer than three taxpayers because the data do not come from tax return
information; rather, it comes from independent sources.
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Fiscal Impact:

$1,000.0
$900.0
$800.0
$700.0
$600.0
$500.0
$400.0
$300.0
$200.0
$100.0
$-

Expenditures (thousands)

Construction of Safety Net Care Pool Hospitals Deduction

FY2011

FY2012

FY2013

FY2014

FY2015

FY2016

|IGRT

$800.0

$-

$-

$-

$-

$-

2016 New Mexico Tax Expenditure Report

Page 64



CONTRIBUTIONS OF INVENTORY TO NONPROFIT ORGANIZATIONS

OR GOVERNMENTAL AGENCIES

DEDUCTION FROM COMPENSATING TAX

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Citizen Benefits

The value of tangible personal property that is removed from inventory and
contributed to a U.S. or New Mexico government entity or the governing
body of an Indian nation, tribe, or pueblo for use on an Indian reservation or
pueblo grant or to 501(c)(3) organizations, is deductible in computing the
compensating tax due.

7-9-91 NMSA 1978

Presumably to incentivize the contribution of inventory to government
entities and nonprofit organizations.

Originally enacted in 2001.
None.

Remove the cross-over PIT deduction under § 7-9-91(A) for owners of a
pass-through entity from this compensating tax deduction. The legal
incident of compensating tax is on the business, even if that business is a
pass-through entity. Compensating taxes do not generally flow through to
owners. As a matter of clarity, having a PIT deduction buried in the language
of a compensating tax deduction, when there is no corresponding reference
to the deduction within the PIT statutes, is problematic. TRD suggests
eliminating the flow-through deduction.

No data are available to estimate the fiscal impact of this deduction.

Unknown.
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CONVEYANCE OF LAND FOR CONSERVATION OR PRESERVATION
FIFTY PERCENT CREDIT AGAINST PIT AND CIT

Category: Environment, Conservation & Renewable Energy

Brief Description: = Taxpayers may receive a credit against CIT or PIT for donations of land or
interests in land if: (1) the donation is for the purpose of open space, natural
resource or biodiversity conservation, agricultural preservation or
watershed or historic preservation by the landowner or taxpayer; and (2)
the donee is a public or private conservation agency eligible to hold the land
and interests therein for conservation or preservation purposes. The credit
equals 50% of the fair market value of land or interest therein that was
donated.

The amount of the credit that may be claimed by a taxpayer shall not exceed
$100,000 for a conveyance made prior to January 1, 2008 and shall not
exceed $250,000 for a conveyance made on or after that date.

The credit is not refundable but may be transferred in increments of
$10,000 or more or may be carried forward up to twenty years.

A taxpayer may claim only one tax credit per taxable year.
Statutory Basis: 7-2-18.10 and 7-2A-8.9 NMSA 1978

Intended Purpose: These credits were enacted as part of legislation that enacted the Land
Conservation Incentives Act, the purpose of which was to encourage private
landowners to be stewards of lands that are important habitat areas or
concern significant natural, open space and historic resources by providing
private landowners with incentives that encourage the protection of private
lands for open space, natural resources, biodiversity conservation, outdoor
recreation, farmland and forest land preservation, historic preservation and
land conservation purposes.

History: Originally enacted in 2003 and amended in 2007.

Evaluation: As demonstrated by the charts below, for 2012 through 2015, 55,146 acres
of land (or interests therein) have been conveyed for the preservation and
conservation purposes at a total cost of $5,864,400 to the State. The
resulting average cost per acre is $105. Based on the cost per acre, this
credit appears to be an effective mechanism for ensuring conservation and
preservation.

Recommendations: None.

Reliability Factor: @ 1 - This credit is separately reported. No estimation is required. Differences
between annual expenditure reports are attributed to updates in GenTax as
tax filers provide late and/or amended returns.
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Fiscal Impact:
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CORPORATE-SUPPORTED CHILD CARE
CREDIT AGAINST CIT

Category: Citizen Benefits

Brief Description:  Corporations providing or paying for licensed child care services for
employees’ children under 12 years of age may deduct 30% of eligible
expenses from their CIT liability for the tax year in which the expenses
occur. This credit has a three-year carry forward. The credit may not exceed
$30,000 per taxpayer in any taxable year.

Statutory Basis: 7-2A-14 NMSA 1978

Intended Purpose: Presumably to incentivize the provision of childcare by corporations.
History: Originally enacted in 1983 and amended in 1986 and 1995.

Evaluation: This credit has been used by three or fewer taxpayers in the last four years.
Recommendations: None.

Reliability Factor: @1 - This credit is separately reported. No estimation is required.

NOTE: Data have been redacted due to fewer than 3 taxpayers claiming the
credit.

Fiscal Impact:

Corporate-Supported Child Care Credit
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DISABLED PERSON
EXEMPTION FROM MVX

Category: Citizen Benefits

Brief Description: A person is exempt from the MVX if the person has a disability at the time
the person purchases a vehicle and can prove to the Motor Vehicle Division
of TRD or its agent, that modifications have been made to the vehicle that

are:
(D) due to that person's disability; and
(2) necessary to enable that person to drive that vehicle or be
transported in that vehicle.
Statutory Basis: 7-14-6(D) NMSA 1978

Intended Purpose: Presumably to lower the tax burden of purchasing a vehicle by individuals
with a disability who need to modify their vehicles in order to drive them.

History: Section 7-14-6 was originally enacted in 1998 and amended in 1990, 1994,
2004 and 2007 when Subsection D was added.

Evaluation: This tax expenditure meets its intended purpose of lowering the tax burden
of disabled persons.

Recommendations: None.

Reliability Factor: ff 3 - Information on the number of handicap placards was collected from
TRD’s internal database. According to the Bureau of Transportation
Statistics, 2.3% of disabled people have a specially modified vehicle in their
household. The national average prices of new and used vehicles were
collected for the years of 2008 through 2015. According to the University of
Michigan Transportation Research Institute, in 2011 one out of 19.7 drivers
bought a new or used vehicle. The total number of handicap placards was
multiplied by the ratio of those with specially modified vehicles, then
divided by 19.7 and then multiplied by the average price of a new and used
vehicle. The resulting dollar amount was multiplied by the MVX rate of 3%.
This estimate has changed significantly from previous years with a better
estimate of the percentage of vehicles which qualify.
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Fiscal Impact:

Disabled Person Exemption
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DISABLED STREET VENDORS
EXEMPTION FROM GRT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Citizen Benefits

Receipts of disabled street vendors from the sale of goods are exempt from
GRT.

7-9-41.3 NMSA 1978

Presumably, this exemption is intended to eliminate the burden of filing CRS
returns on disabled street vendors.

Originally enacted in 2007.

The compliance rate of the disabled vendors, prior to the enactment of the
exemption, would be expected to be extremely low, resulting in a minimal
effective loss of revenue.

None.
4 - No data are available to estimate the fiscal impact of this exemption.

Unknown.
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DOH-LICENSED HOSPITALS
CREDIT AGAINST GRT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Health Care

Certain hospitals licensed by the DOH may claim a credit against GRT,
escalating from as little as 0.755% starting July 1, 2007, to as much as 5%
after July 1, 2011, depending in part on whether the hospital is located in a
municipality or in an unincorporated area of a county.

7-9-96.1 NMSA 1978

Presumably to provide equitable tax treatment between for profit hospitals
and not-for-profit hospitals who are exempt from GRT.

Originally enacted in 2007; phased-in the credit over five years.

The decrease of this credit in FY2016 is caused by a flurry of applications for
refund of other related health care deductions (7-9-93 and 7-9-77.1)
resulting from a Hearing Officer’s decision and order known as the
“HealthSouth” decision. The HealthSouth decision ruled that, contrary to
longstanding TRD regulations, for-profit hospitals could claim the deduction
under Section 7-9-93 NMSA 1978 for services provided by health care
practitioners at those facilities. It also indicated that TRD conceded that for-
profit hospitals could claim the deduction under Section 7-9-77.1 NSMA
1978 for health care services when the payments for those services came
from specified federal sources. Recent legislative changes that took place
during the 2016 2nd Special Session reverses this decision and precludes for-
profit hospitals from claiming these deductions. However, the DOH-licensed
hospital credit under Section 7-9-96.1 NMSA 1978 allows for profit hospitals
to claim a credit against GRT liability on receipts that are not deductible
under other provisions of law.

In addition to the “HealthSouth effect” and to a much lesser degree, TRD’s
recent enhancements of tax-credit accounting procedures within the Audit
and Compliance and Revenue Processing Divisions have caused differences
between the amounts of this credit reported in this book and previous
versions. However, the data presented here is the most accurate available to
date.

None.

Reliability Factor: E 1 - This credit is separately reported. No estimation is required.
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Fiscal Impact:

$16,000.0
$14,000.0
$12,000.0
$10,000.0
$8,000.0
$6,000.0

GRT (thousands)

$4,000.0
$2,000.0
$-

DOH-Licensed Hospitals Credit

FY2011

FY2012

FY2013

FY2014

FY2015

FY2016

| B Expenditures

$8,874.5

$11,125.6

$13,886.9

$11,640.3

$14,299.7

$11,071.9

2016 New Mexico Tax Expenditure Report

Page 73



DOH-LICENSED HOSPITALS
FIFTY PERCENT GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: g

Fiscal Impact:

Health Care

50% of the receipts of hospitals licensed by the DOH are deductible from
gross receipts.

This deduction may be applied only to the taxable gross receipts remaining
after all other appropriate deductions have been taken.

7-9-73.1 NMSA 1978

Presumably to provide equitable tax treatment between for profit hospitals
and not-for-profit hospitals who are exempt from GRT.

Originally enacted in 1991 and amended in 1993 and 1995.

The economic subsidy provided by this deduction against gross receipts is a
social policy decision taken to reduce the total cost borne by New Mexicans
for eligible hospital care.

None.

2 - This estimate uses GRT reported by taxpayers classified in NAICS sector
622 — Hospitals; assumes that those taxpayers are properly classified and
have properly applied the deduction after all other applicable deductions. In
the 2015 Tax Expenditure Report, a 100 percent deduction, instead of a 50
percent deduction was reported. This has been corrected in all years. The
deduction amount is multiplied by the statewide average GRT rate for each
year to estimate the cost.
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EDUCATION TRUST FUND PAYMENT
DEDUCTION FROM PIT

Category:

Brief Description:

Statutory Basis:
Intended Purpose:
History:

Evaluation:

Recommendations:

Citizen Benefits

A taxpayer may claim a deduction from net income in an amount equal to
the payments made by the taxpayer into the Education Trust Fund pursuant
to a college investment agreement or prepaid tuition contract under the
Education Trust Act in the taxable year for which the deduction is being

claimed.

7-2-32 NMSA 1978

Presumably to incentivize saving for college.

Originally enacted in 1997.

While there was a slight dip in the number and value of claims in FY2010
from FY2009 (shown in the 2014 Tax Expenditure Report), likely associated

with the overall health of the economy, the deduction appears to be
incentivizing some savings for college.

None.

Reliability Factor: E 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:
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ELECTRIC TRANSMISSION AND STORAGE FACILITIES
GRT AND COMPENSATING TAX DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:
History:

Evaluation:

Recommendations:

Reliability Factor: E

Highly Specialized Industry

Receipts from selling equipment to the New Mexico Renewable Energy
Transmission Authority (“RETA”) or an agent or lessee of the authority are
deductible from gross receipts if the equipment is installed as part of an
electric transmission facility or an interconnected storage facility acquired
by the authority, pursuant to the New Mexico Renewable Energy
Transmission Authority Act, are deductible from gross receipts.

The value of equipment installed as part of an electric transmission facility
or an interconnected storage facility acquired by the authority pursuant to
the New Mexico Renewable Energy Transmission Authority Act, is
deductible in computing the compensating tax due.

7-9-101 and 7-9-102 NMSA 1978

Presumably to encourage the development of renewable energy
transmission infrastructure in New Mexico.

Both deductions were originally enacted in 2007 as part of legislation that
enacted the New Mexico Renewable Energy Transmission Authority Act.

According to RETA’s 2016 annual report, RETA announced they could
recommence operations as a result of funding by Clean Line Energy. In fact,
the funds that Clean Line Energy will provide to RETA will fully fund their
operations, not only the portion pertaining to Clean Line Energy’s project.
The project provides funding to RETA in the amount of $30,000 to partially
assign the right-of-way agreement it has entered into with one of the
pueblos.

TRD believes RETA should present to RSTP and/or LFC on the status of their
current and planned operations as this and other RETA-based deductions
have shown very little utilization in recent years.

2 - The 2016 annual report from RETA does not indicate further bond
issuance or that RETA has made any qualified expenditures as of FY2016.

NOTE: We are not required to redact this information even though it relates
to fewer than three taxpayers because the data do not come from tax return
information; rather, it comes from independent sources.
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Fiscal Impact:
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ELECTRIC TRANSMISSION AND STORAGE FACILITIES SERVICES
GRT DEDUCTION

Category: Highly Specialized Industry

Receipts from providing services to the New Mexico RETA or an agent or
lessee of RETA for the planning, installation, repair, maintenance or
operation of an electric transmission facility or an interconnected storage
facility acquired by the authority pursuant to the RETA Act, are deductible
from gross receipts.

Brief Description:

Statutory Basis: 7-9-103 NMSA 1978

Presumably, the deduction is intended to encourage the development of
renewable energy transmission infrastructure in New Mexico.

Intended Purpose:

History: Originally enacted in 2007 as part of legislation that enacted the New Mexico
Renewable Energy Transmission Authority Act.
Evaluation: RETA has reported expenditures for planning and other “governmental

activities.” Presumably, this will lead to qualified expenditures for the other
related deductions.

Recommendations: TRD believes RETA should present to RSTP and/or LFC on the status of their
current and planned operations as this and other RETA-based deductions
have shown very little utilization in recent years.

Reliability Factor: F 2 - RETA’s annual audit reports list expenditures for planning and
development services. All expenditures, excluding personal services and
benefits, are assumed to be eligible for this deduction. The deduction
amount is multiplied by the statewide average GRT rate for each year to

estimate the cost.

NOTE: We are not required to redact this information even though it relates
to fewer than three taxpayers because the data do not come from tax return
information; rather, it comes from independent sources.

Fiscal Impact:
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ELECTRICITY CONVERSION
GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: @

Fiscal Impact:

Highly Specialized Industry

Receipts from the transmission of electricity where voltage source
conversion technology is employed to provide such services, and from
ancillary services, are deductible from gross receipts.

This deduction works in tandem with the electricity exchange deduction
provided in Section 7-9-103.2 NMSA 1978.

7-9-103.1 NMSA 1978

Presumably this deduction is intended to encourage businesses using
voltage source conversion technology to locate in New Mexico.

Originally enacted in 2012.

According to the Tres Amigas website, the U.S. is home to vast quantities of
clean energy resources — wind, solar, geothermal, and hydropower—, yet it
lacks a modern interstate transmission grid to deliver carbon-free electricity
to customers in highly populated areas of the country. Voltage source
conversion is an emerging technology. In 2015 the company announced that
it was planning to invest $500 million on a first-of-its kind project in Clovis
that would connect the country’s three disparate power grids. In November
0of 2016 Tres Amigas, LLC announced is downsizing its plans for an electric
superstation centered in the state, but it’s still pursuing a way to help move
power across the U.S. The new strategy includes a link between the nation’s
eastern and western grids using a capacity of approximately 200 megawatts,
not 750 MW as once planned. Tres Amigas also may pursue a tie to Texas’
main power grid, but it is not a priority at this time.

None.

1 - There are currently no known facilities utilizing this technology in New
Mexico.

No taxpayers have claimed this deduction.
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ELECTRICITY EXCHANGE
GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: @

Fiscal Impact:

Highly Specialized Industry

Receipts from the transaction and exchange of electric power, as a part of
the transmission of electricity where voltage source conversion technology
is employed to provide such services and from ancillary services, are
deductible from gross receipts.

This deduction works in tandem with the electricity conversion deduction
provided in Section 7-9-103.1 NMSA 1978.

7-9-103.2 NMSA 1978

Presumably to encourage the location of electricity exchanges in New
Mexico.

Originally enacted in 2012.

According to the Tres Amigas website, the U.S. is home to vast quantities of
clean energy resources - wind, solar, geothermal, and hydropower, yet it
lacks a modern interstate transmission grid to deliver carbon-free electricity
to customers in highly populated areas of the country. Voltage source
conversion is an emerging technology. According to the company’s website,
Tres Amigas, LLC is planning to invest $500 million on a first-of-its kind
project in Clovis that will connect the country’s three disparate power grids.
The company, based in Santa Fe now, will be moving to Albuquerque to run
the Tres Amigas superstation once the facility is up and running.

None.

1 - There are currently no electricity exchanges utilizing voltage source
conversion technology in New Mexico.

No taxpayers have claimed this deduction.
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ELECTRONIC ID READER
CREDIT AGAINST PIT AND CIT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Citizen Benefits

A taxpayer licensed to sell cigarettes, other tobacco products, or alcoholic
beverages may claim a one-time credit of up to $300 against PIT and CIT for
the purchase of electronic card-reading equipment for age verification. The
credit is allowed for each business location where the business installs the
equipment.

7-2-18.8 and 7-2A-18 NMSA 1978

Presumably to incentivize the use of the equipment necessary to
electronically verify the age of purchasers of tobacco and alcohol by
subsidizing its cost.

Originally enacted in 2001.

This credit is severely underused. One plausible explanation for this is that
the value of the credit is too low when compared to the cost of the
equipment. There is also a distinct possibility that knowledge in the
industry about the availability of the credit is lacking.

This credit should be re-evaluated, taking into account input from industry
stakeholders, or be repealed as ineffective and unused. Industry changes
with respect to electronic age verification equipment and systems and well
as industry saturation should be considered.

1 - This credit is separately reported. No estimation is required.

Electronic ID Reader Credit

)
'g $1.0
3 $0.9
g $0.8
& $0.7
8 $0.6
= $0.5
= $0.4
8. $0.3
"
= $0.2
$0.1
$0.0
FY2011 FY2012 FY2013 FY2014 FY2015
CIT Expenditures $0.00 $0.00 $0.00 $0.00 $0.00
m PIT Expenditures $0.00 $0.30 $0.00 $0.00 $0.00
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EXCESS OF ELDERLY TAXPAYERS MAXIMUM PROPERTY TAX

LIABILITY REBATE FROM PIT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Citizen Benefits

Taxpayers who are 65 and older may claim a PIT rebate for the amount of
their property tax that exceeds their maximum liability (ranging from $20 to
$300 depending on the taxpayer’s modified gross income). No tax rebate
shall be allowed to any taxpayer whose modified gross income exceeds
$16,000 unless the taxpayer’s principal place of residence is in a county that
has in effect for the taxable year, a resolution authorizing an increase to a
$25,000 gross income cap.

7-2-18 NMSA 1978

Presumably to partially offset the property tax costs for taxpayers who are
often on fixed income.

Originally enacted in 1977 and amended in 1981, 1993, 1997, 1999, and
2003.

According to the U.S. Census, the number of people over 65 who are in the
labor force is increasing. By continuing to work, the likelihood is that their
income exceeds the statutory threshold so that they no longer qualify for
this rebate.

None.

Reliability Factor: g 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:

Excess of Elderly Taxpayers Maximum Property Tax Liability
Rebate
$3,440.0 17,600
$3,420.0 .‘ - 17,400
E - 17,200
§ $3,400.0 17,000
E $3,380.0 16,800
= =

= $3,360.0 16,600
= - 16,400
$3,340.0 L 16,200
$3,320.0 - 16,000

FY2011 FY2012 FY2013 FY2014 FY2015

mmm Expenditures| $3,359.8 $3,429.2 $3,372.2 $3,375.6 $3,374.3

Claims 17,233 17,423 16,913 16,823 16,552
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FEES FROM SOCIAL ORGANIZATIONS
EXEMPTION FROM GRT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: i

Fiscal Impact:

Citizen Benefits

Receipts from dues and registration fees of nonprofit social, fraternal,
political, trade, labor or professional organizations and business leagues, are

exempt from GRT.

7-9-39 NMSA 1978

Originally enacted in 1969 and amended in 1977.

With no direct data, a proper evaluation is difficult.

None.

Presumably to reduce the tax burden of certain nonprofit entities.

4 - There are no direct data to estimate this exemption. The National Center
for Charitable Statistics reports that in 2012, 312 registered “other” public

charities, including chambers of commerce, fraternal organizations and civic
leagues reported about $1.1 billion in total revenues in New Mexico over the
prior 24 months. Assuming that 10% is from dues, the estimated exemption
is about $110 million. The exemption amount is multiplied by the statewide
average GRT rate for each year to estimate the cost, resulting in lost revenue

of about $7.6 million over two years.
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FILM AND TELEVISION
CREDIT AGAINST PIT AND CIT

Category:

Brief Description:

Statutory Basis:

Economic Development

The film production tax credit applies only to film production companies
that commence principal photography prior to January 1, 2016. A credit
against PIT or CIT is available for 25% of direct production and
postproduction expenditures made in New Mexico that are subject to
taxation by the State of New Mexico and directly attributable to the
production of a film or commercial audiovisual product.

An additional 5% is available for direct production expenditures for TV
pilots and series with at least six episodes in a single season and a budget of
at least $50,000 per episode. The additional 5% also applies to direct
production expenditures that are directly attributable to the wages and
fringe benefits paid to a New Mexico resident directly employed in an
industry crew position, excluding a performing artist, on a production with a
total budget of:

(1) not more than $30,000,000 that shoots at least ten principal
photography days at a qualified production facility in New
Mexico; or

(2) $30,000,000 or more that shoots at least fifteen principal
photography days at a qualified production facility in New
Mexico.

A tiered schedule of payments is provided based on the size of the film tax
credit. For credits under $2 million, the credit is paid immediately upon
authorization. For credits between $2 million and $5 million, 50% of the
payment is paid immediately upon authorization; the other 50% is paid
twelve months following that date. For credits over $5 million, the refund
will be paid in three equal installments; one is paid immediately upon
authorization, one is paid the year following, and the last is paid two years
following.

An aggregate annual cap limits payouts of the film production tax credit to
$50 million across both PIT and CIT programs in any fiscal year.

7-2F-1 et seq. NMSA 1978

Intended Purposes: The purposes and goals of the film production tax credit are to:

1. establish the film industry as a permanent component of the
economic base of New Mexico;

2. develop a pool of trained professionals and businesses in New
Mexico to supply and support the film industry in the state;

3. increase employment of New Mexico residents;
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4. improve the economic success of existing businesses in New Mexico;

and
5. develop the infrastructure in the state necessary for a thriving film
industry.
History: Originally enacted in 2002 and amended in 2003, 2005, 2006, 2007, 2011,

2013,2015 and 2016.

The 2011 amendment added a $50 million cap, provide tracking
requirements, require film production companies to submit the
application/claim within one year, and require mandatory income tax
withholding on nonresident actors.

The 2013 amendment allowed an additional 5% to be added to the
calculation for the film production tax credit for television shows subject to
certain requirements (the “Breaking Bad” provision); also allows for any
amount of annual film credit that is unused in Fiscal Years 2013-2015 under
the $50 million cap — up to a maximum of $10 million — to be carried
forward and added into the subsequent fiscal year’s cap; in any year where
the $50 million cap is not reached, if there are amounts that would be paid in
a subsequent year under the multi-year provisions of the film credit, those
subsequent year amounts may be paid in the current year up to the $50
million cap; provides more specific requirements for withholding taxes
related to services provided by artists under the “direct production
expenditures” provisions of the credit, and it provides for a definition of
“qualified production facility” and clarifies tax obligations of non-resident
vendor services.

In 2015, the film and television tax credit applies to film production and
adds credits for television pilots and series, qualified production facilities,
nonresident industry crews, limitation on payments for performing artists
and adds requirements to contract with certain vendors. An additional
amendment adds a provision for a film production company that is eligible
to receive a film production credit, to assign payment of all or a portion of
the credit to either a third-party financial institution or another authorized
third party. The 2015 amendment has no impact on the time periods
covered by this report.

Evaluation: The Film Division had a second straight record-breaking year, injecting
nearly $390 million into the economy, shattering last fiscal year’s record by
almost $100 million. With six (6) major television series: (Midnight, Texas
(NBC pilot), Longmire Season 5 (Netflix), Preacher Season 1 (AMC), From
Dusk Till Dawn Season 3 (El Rey/Netflix), The Night Shift Season 3 (NBC)
and Godless Season 1 (Netflix), and six (6) features (Granite Mountain,
Hostiles, An Ideal Home, Juarez, Cowboy Drifter and I Am That) in
production with the number of worker days totaling 260,307.
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FY 16 Performance Measures Target Year-End Total

Number of film and media worker days 190,000 260,307
Direct spending by film industry productions in millions 200 387.2
Number of major film productions overs $1M madein NM 19 30

Performance Measures FY12* FY13 FY14 FY15 FY16

, . "
Direct Spend into NM was notaperformance $213.70 | $162.10 | $288.60 | $387.20
Economy measure in FY2012
Qualifying Spend** $224.60 | $233.50 | $196.50 | $343.10 | $467.00
Number of Projects over $1M 14 21 18 25 30
(total budget)
Worker Days (crew size x 143,046 | 216,461 | 189,782 | 279,458 | 260,307
days employed)

**approximated via NM Film Office initial registration estimates

Recommendations:

Reliability Factor: [

Fiscal Impact:

There would be significant fiscal benefit to the State if payments were not
accelerated. The mechanics of this program result in taxpayers applying for
the benefit by amending returns. In recent years payments have been
accelerated; in future years TRD expects the aggregate cap to be reached
without accelerating payments.

1 - This credit is separately reported. No estimation is required.

Film Production Credit
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FY2011 FY2012 FY2013 FY2014 | FY2015 FY2016
mmm Expenditures| $96,192.3 | $9,494.5 | $50,000.0 | $50,000.0 | $50,000.0 | $50,000.0

Claims 56 58 59 81 58 74
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FUEL FOR SPACE VEHICLES

EXEMPTION FROM GRT AND COMPENSATING TAX

Category:

Brief Description:

Statutory Basis:
Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Highly Specialized Industry

Receipts from the sale and the use of fuel, oxidizer, or a substance that
combines fuel and oxidizer to propel space vehicles or to operate space
vehicle launchers are exempt from GRT and compensating tax.

7-9-26.1 NMSA 1978
Presumably to incentivize operations at Spaceport America.

Originally enacted in 2003 as part of legislation exempting a number of
space-related activities from GRT and compensating tax

From publicly available information and that published by the Spaceport,
although no launches requiring refueling on-site appear to be currently
scheduled at Spaceport America, two operators which would require such
activities have made significant investments at the site and two others have
signed partnerships with the authority, including one company which
relocated their headquarters to New Mexico.

None.
No data are available to estimate the fiscal impact.

Unknown.
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GEOTHERMAL GROUND-COUPLED HEAT PUMP

CREDIT AGAINST PIT AND CIT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:
Evaluation:

Recommendations:

Environment, Conservation & Renewable Energy

A taxpayer who purchases and installs after January 1, 2010 but before
December 31, 2020 a geothermal ground-coupled heat pump in a residence,
business, or agricultural enterprise in New Mexico may claim a credit up to
30% of the purchase and installation costs against PIT or CIT liability.

A “geothermal ground-coupled heat pump” is a device that provides space or
water heating or cooling via ground water or water circulating through the
ground. The total geothermal ground-coupled heat pump tax credit allowed
to a taxpayer shall not exceed nine thousand dollars ($9,000). The
department may allow a maximum annual aggregate of two million dollars
($2,000,000) in geothermal ground-coupled heat pump tax credits.

7-2-18.24 and 7-2A-24 NMSA 1978

Presumably to subsidize the geothermal ground-coupled heat pump
industry.

Originally enacted in 2009.
None.

It may be worth examining the $9,000 cap, especially in the case of multi-
family housing, where more than one geothermal heat pump device is
installed. Expanding the cap may promote better utilization of the available
cap space. As part of that review, however, consideration of the energy cost
savings that result from these devices should be undertaken to better
understand the benefits to occupants, whether renters or homeowners.

Reliability Factor: s 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:

Geothermal Ground-Coupled Heat Pump Credit
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mmm Expenditures $67.0 $115.9 $238.5 $544.3 $515.6

Claims 15 33 67 172 187
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GOODS AND SERVICES FOR THE DOD RELATED TO DIRECTED
ENERGY AND SATELLITES GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: E

Fiscal Impact:

Highly Specialized Industry

Prior to January 1, 2021, receipts from the sale by a qualified contractor of
qualified research and development services and qualified directed energy
and satellite-related inputs, may be deducted from gross receipts when sold
pursuant to a contract with the U.S. Department of Defense.

A taxpayer allowed a deduction pursuant to this section shall report the
amount of the deduction separately in a manner required by TRD.

Definitions:

(1) "directed energy" means a system, including related services, that
enables the use of the frequency spectrum, including radio waves, light and
X-rays;

(2) "inputs" means systems, subsystems, components, prototypes and
demonstrators or products and services involving optics, photonics,
electronics, advanced materials, nanoelectromechanical and
microelectromechanical systems, fabrication materials and test evaluation
and computer control systems related to directed energy or satellites.

7-9-115 NMSA 1978

To promote new and sophisticated technology, enhance the viability of
directed energy and satellite projects, attract new projects and employers to
New Mexico and increase high-technology employment opportunities in
New Mexico.

Originally enacted in 2015.

[tis too early to tell if this deduction has fulfilled the purpose for which it
was created.
None.

1 - This credit is separately reported. No estimation is required.

NOTE: Data in FY2016 have been redacted due to fewer than 3 taxpayers
taking the deduction. No claims other years as the credit is new.

Directed Energy and Satellites Deduction
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HEALTH CARE PRACTITIONER SERVICES

GRT DEDUCTION AND HOLD HARMLESS DISTRIBUTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Health Care

Receipts of licensed health care practitioners from payments by managed
health care providers or by health care insurers for commercial contract
services or by Medicare Part C services provided by a health care
practitioner, are deductible from gross receipts.

The deduction is required to be separately stated by the taxpayer. During
the 2016 2nd special session, Section 7-1-69.2 was created to add a penalty
for incorrectly filing for this and for the food (hold harmless) deductions
instead of taking other exemptions or deductions which must be taken first,
resulting in a hold harmless distribution. The penalty is equal to 20% of the
value of the hold harmless distribution resulting from the incorrect
deduction.

Enacted with the originating legislation were provisions in the Tax
Administration Act that revenues of municipal and county governments
would be held harmless from the deduction.

7-9-93, 7-1-6.46, and 7-1-6.47 NMSA 1978
Presumably to keep health care providers in the state.

All three sections were originally enacted in 2004 and amended in 2006 and
2007. Sections 7-1-6.46 and 7-1-6.47 NMSA 1978 were also amended in
2013. Section 7-9-93 was amended during the 2016 2nd special session to
reinstate the presumed original intention of the deduction by restricting it to
health care practitioners only and not hospitals.

Because of the hold harmless provision and the loss of the revenue which
has been made up through other tax burdens, this reduction comes at a
significant cost to both the General Fund and the very taxpayers it is
benefitting.

The significant increase of this credit in FY2016 is caused by a flurry of
applications for refund resulting from a Hearing Officer’s decision and order
known as the “HealthSouth” decision. The HealthSouth decision ruled that,
contrary to longstanding TRD regulations, for-profit hospitals could claim
the deduction under Section 7-9-93 NMSA 1978 for services provided by
health care practitioners at those facilities. It also indicated that TRD
conceded that for-profit hospitals could claim the deduction under Section
7-9-77.1 NSMA 1978 for health care services when the payments for those
services came from specified federal sources. Recent legislative changes
that took place during the 2016 1st Special Session reverses this decision and
precludes for-profit hospitals from claiming these deductions. However, the
DOH-licensed hospital credit under Section 7-9-96.1 NMSA 1978 allows for
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Recommendations:

Reliability Factor:

Fiscal Impact:

profit hospitals to claim a credit against GRT liability on receipts that are not
deductible under other provisions of law.

None.

1 - This deduction is separately reported. No estimation is required. The
deduction amount is multiplied by the statewide average GRT rate for each
year to estimate the cost.

Health Care Practitioner Services Deduction
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- %0 T Ev2011 FY2012 FY2013 FY2014 FY2015 FY2016
® Hold Harmless| $31,914.0 | $34,590.3 | $34,687.9 | $32,839.9 | $31,430.7 | $29,884.5
 GRT $38,752.2 | $42,002.5 | $42,044.8 | $40,395.1 | $38,6649 | $36,427.2
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HEARING AND VISION AIDS
GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Health Care

Receipts from the sale of vision and hearing aids or from fitting and
dispensing of these types of aids are deductible from gross receipts.

Definitions:

(1) “vision aids” are defined as closed circuit television systems,
monoculars, magnification systems, speech output devices or other
systems specifically designed for use by persons with low vision or
visual impairment and not normally used by a person who does not have
low vision or visual impairment;

(2) “visual impairment” is defined as a central visual acuity of 20/200 or
less in the better eye with use of a correcting lens, or a limitation in the
fields of vision so the widest diameter of visual field subtends an angle of
20 degrees or less; and,

(3) “hearing aids” are defined as small electronic prescription devices that
amplify sound and are usually worn in or behind the ear of a person with
impaired hearing.

7-9-111 NMSA 1978

Presumably to benefit persons who, due to medical conditions, are in need
of hearing and vision aids. The deduction then would reduce the tax burden
imposed by GRT and increase the taxpayers’ disposable income.

Originally enacted in 2007.

None.

None.

No data are available to estimate the fiscal impact.

Unknown.
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HIGH-WAGE JOBS
CREDIT AGAINST MODIFIED COMBINED TAX

Category: Economic Development

Brief Description:  Eligible employers who create high-wage jobs in New Mexico may apply for
a tax credit against GRT (less local option GRT), compensating tax,
withholding tax, E911, and CRS tax due.

An “eligible employer” is an employer that:

(D) made more than 50% of its sales of goods or services
produced in New Mexico to persons outside New Mexico
during the applicable qualifying period, or

(2) is eligible for the Job Training Incentive Program assistance
administered by EDD.

The amount of the high wage jobs tax credit (“HW]TC”) would be equal to
10% of the qualifying wages and benefits in an eligible job up to $12,000 for
each job. If an eligible employer meets the requirements, there is no upward
limit on the potential number of total credits claimed.

Statutory Basis: 7-9G-1 NMSA 1978

Intended Purpose: To provide an incentive for urban and rural businesses to create and fill new
high-wage jobs in New Mexico.

History: Originally enacted in 2004 and amended in 2007, 2008, 2013, and 2016.

The 2013 amendment clarified the application of the high-wage jobs tax
credit; defined “benefits” and “wages”; added the purpose section; clarified
that the $12,000 limitation applied per job per qualifying period; limited the
time for which a taxpayer can apply for approval of the credit to no later
than 12 months following the end of the calendar year in which the
taxpayer's final qualifying period closes; closed a loophole with respect to
mergers, acquisitions, and reorganizations; changed the population
threshold for rural/urban distinction from 40,000 to 60,000; clarified that
the eligible employee must be employed in New Mexico; clarified that the
goods or services sold must be produced in New Mexico; added a
requirement that the taxpayer be certified by EDD as eligible for
development training program assistance in order to be an “eligible
employer”; clarified that a “new high-wage economic-based job” must be a
“new” job and must be in New Mexico; extended the deadline to hire to July
1, 2020; increased the wages that must be paid to qualify after July 1, 2015
(from $40,000 to $60,000 in urban communities and from $28,000 to
$40,000 in rural communities).
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The amendment that took place during the 2016 2nd Special Legislative
session changes the eligibility requirements to qualify for the credit and
requires annual filing, whereas pre-amendment statute allowed filing for
multiple qualifying periods at once. The amendment’s primary purpose is to
close gaps in the statute’s language that allowed unintended recipients to
receive the credit. The amendment also removed employee benefits from
the calculation of the credit value.

Evaluation: Because of the changes to the law that occurred in the 2013 session and the
flurry of claims that preceded the effective date of those changes, TRD
awarded significant amounts of HW]JTC claims in FY2015 and FY2016. TRD
economists, as part of the Consensus Revenue Estimating Group anticipated
that significant HW]TC claims would be paid out during FY2015 and FY2016
as a result of the 2013 flurry of claims. TRD has been operating on the
assumption that the law changes that went into effect in June 2013 would
result in a reduction in HWJTC claims once the backlog of claims and
protests, which were filed days before the effective date of those changes,
cleared legal and the courts. Based on recent legislative changes that took
place during 2016 2nd special legislative session, TRD estimates the
amounts of HW]TC claims to decrease significantly starting in FY2017to an
annual base of $15 million (new applications) with an estimated total
claimed or paid amount of $30 million.

Recommendations: Eliminate the deadline by which “new high-wage economic-based jobs” must
be created. In the alternative, extend the deadline to July 1, 2025. The
amended eligible employer definition could be deemed too restrictive by
EDD standards. As written, the statute doesn’t allow for flexibility in case
economic conditions change and the state desires to attract a different type
of taxpayer; the five-year bar for employment maintenance or cyclical
changes and the total employment drop of 5% might be too restrictive.

Reliability Factor: g 1 - This credit is separately reported. No estimation is required.
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Fiscal Impact:

o High-Wage Jobs Credit
g $70,000.0
§ $60,000.0
é $50,000.0 —
@ $40,000.0 —
2 $30,000.0 —
?;, $20,000.0 — —
2 0 — —
& $10,00$-0 -
FY2011 FY2012 FY2013 FY2014 FY2015 FY2016
Refunded $9,085.4 $21,023.4 $18,563.9 $45,278.5 $57,218.8 $47,784.0
m Withholding $685.6 $1,032.8 $646.9 $1,117.0 $1,355.6 $625.0
® Comp Tax $101.1 $305.2 $726.6 $227.2 $419.7 $337.0
mGRT $438.8 $1,635.7 $1,528.5 $2,006.7 $6,924.5 $2,156.0
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HOSTING WORLD WIDE WEB SITES
GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:
Intended Purpose:
History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Economic Development

Receipts from internet connected facilities that store data are deductible
from gross receipts. Despite the title, the statute indicates that any facility
storing data and connected to the internet qualifies for this deduction, not
just web-hosting.

7-9-56.2 NMSA 1978
Presumably to incentivize data centers to relocate in New Mexico.

Originally enacted in 1998.

According to Data Center Research’s website (datacenterresearch.com),
there are currently 6 data centers operating in the state; 4 of them are
located in Albuquerque, 1 in Santa Fe, and 1 in Taos. Because the majority of
these companies started operations in New Mexico after the deduction
became effective, it would be reasonable to believe the deduction has had a
positive effect.

None.

2 - The deduction amount is multiplied by the statewide average GRT rate
for each year to estimate the cost.

$400.0

Hosting World Wide Web Sites Deduction

$350.0
$300.0

$250.0

$200.0
$150.0
$100.0

$50.0

Expenditures (thousands)

FY2011

FY2012

FY2013

FY2014

FY2015

FY2016

|IGRT

$220.0

$240.0

$290.0

$320.0

$350.0

$350.0
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HYBRID VEHICLE
EXEMPTION FROM MVX

Category: Citizen Benefits

Brief Description:  Gasoline-electric hybrid vehicles with a range of at least 27.5 miles per
gallon, as certified by the U.S. Environmental Protection Agency are eligible
for a one-time exemption from the MVX at the time of issuance of the
original title.

The exemption was effective from July 1, 2004 to June 30, 2009.
Statutory Basis: 7-14-6(G) NMSA 1978

Intended Purpose: Presumably to incentivize the purchase of gasoline-electric hybrid vehicles
that reduce carbon emissions.

History: The section as originally enacted in 1988 and amended in 1990, 1994, 2004,
and 2007.

This subsection was enacted by the amendment in 2004.

Recommendations: Remove language of Subsection G from Section 7-14-6, as a measure of
statute clarity.

Reliability Factor: F] 1 - This exemption expired on June 30, 2009. Since then, no hybrid vehicle
qualifies for the exemption.

Fiscal Impact: None.
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INVESTMENT CREDIT AGAINST GRT, COMPENSATING TAX, OR
WITHHOLDING TAX

Category: Economic Development

Brief Description: = The investment credit is for equipment owned and introduced into New
Mexico for use by a taxpayer in a new or expanded manufacturing operation.

To be eligible for the credit, until June 30, 2020, the taxpayer must employ
one full-time equivalent (“FTE”) for every $500,000 of qualified equipment
claimed (up to $30 million) and one FTE for every $1 million of qualified
equipment claimed (over $30 million). After June 30, 2020, the taxpayer
must employ one FTE for every $100,000 of qualified equipment claimed.

The credit may be applied against a maximum of 85% of a taxpayer’s gross
receipts, compensating, and withholding tax liability, but may not be taken
against any local option GRT imposed by a county or municipality.

The credit is refundable only up to $250,000 if the taxpayer’s available
credit is less than $500,000 and the sum of the taxpayer’s gross receipts,
compensating, and withholding tax due for the previous calendar year was
less than 35% of the taxpayer’s available credit but more than $10,000.

There is no limit on how long the credit can be carried forward.
Statutory Basis: 7-9A-1 et seq. NMSA 1978

Intended Purpose: To provide a favorable tax climate for manufacturing businesses and to
promote increased employment in New Mexico.

History: Originally enacted in 1979 and amended in 1983, 1986, 1990, 1991, 2001,
2002, 2003, and 2009.

Evaluation: EDD reports that thanks to incentives like this, the state has been successful
at attracting manufacturing businesses from key industries such as oil and
gas producers, breweries and wineries.

Recommendations: Establish procedures for when the credit should be claimed. The credit
should be claimed in consecutive months once the company starts claiming
the credit.

Reliability Factor: H 1 - This credit is separately reported. No estimation is required.
L
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Fiscal Impact:

Investment Tax Credit

$14,000.0 400
$12,000.0 Sz - 350
$10,000.0 / - 300
$8,000.0 / [ 250

- 200

$6,000.0 > | 15
$4,000.0

I - 100
N _
FY2011 FY2012 FY2013 FY2014 FY2015 FY2016

= Expenditures| $1,889.2 $1,468.4 | $10,147.9 | $11,966.1 | $3,647.1 $3,147.5
Claims 91 102 203 168 254 361

Combined Taxes (thousands)
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INVESTMENT MANAGEMENT OR ADVISORY SERVICES

GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor: E

Fiscal Impact:

Economic Development

Receipts from fees received for performing management or investment
advisory services for a mutual fund, hedge fund, or real estate investment
trust, are deductible from gross receipts.

7-9-108 NMSA 1978

Presumably to incentivize fund managers to move to New Mexico, thereby
increasing income tax revenues and disposable income that will circulate
through the State’s economy.

Originally enacted in 2007.
None.
None.

4 - TRD does not have any direct data to estimate this deduction. Because
the services are deductible only when performed for specific types of
entities, industry sector data cannot be used. This estimate should be
understood to represent the estimated general magnitude of the deduction.
The deduction amount is multiplied by the statewide average GRT rate for
each year to estimate the cost.
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JET FUEL FIFTY-FIVE PERCENT GRT AND COMPENSATING TAX

DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Economic Development

From July 1, 2003 through June 30, 2017, 55% of the receipts from the sale
fuel specially prepared and sold for use in turboprop or jet-type engines, as
determined by TRD, are deductible from gross receipts.

From July 1, 2003 through June 30, 2017, 55% of the value of the fuel
specially prepared and sold for use in turboprop or jet-type engines as
determined by TRD, may be deducted in computing compensating tax.

After June 30, 2017, the amount of the deductions is reduced to 40% of the
receipts from the sale or value of the fuel.

7-9-83 and 7-9-84 NMSA 1978

Presumably to incentivize routing of air traffic through New Mexico by
reducing the effective cost of refueling in New Mexico.

Originally enacted in 1993 and amended in 2003, 2006, and 2011.
The 2011 amendment extended the 55% deduction until 2017.

For the last several years, total departures from the Albuquerque Sunport
have been decreasing, about 9% per year. The repeal of the Wright
amendment resulted in a larger decrease of about 12% for FY2015.
However, the Sunport is not the only user of jet fuel and, as indicated below,
EIA shows generally increasing jet fuel usage in the state. Therefore it is
unclear if this deduction is exerting any influence on purchases of jet fuel in
New Mexico.

None.

3 - EIA’s published statewide expenditures on jet fuel were used for this
estimate. 80% is assumed to be subject to GRT at the statewide average tax
rate; the remainder is assumed to fall under compensating tax.

Jet Fuel Deduction

$8,000.0

$6,000.0

$4,000.0

$2,000.0
$-

Combined Taxes
(thousands)

FY2011 FY2012 FY2013 FY2014 FY2015 FY2016

B Expenditures

$5,581.0 $4,500.0 $5,200.0 $6,000.0 $6,800.0 $6,800.0
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JOB MENTORSHIP
CREDIT AGAINST PIT AND CIT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Citizen Benefits

Businesses hiring qualified students in a school-sanctioned, career-
preparation education program may claim a credit against PIT and CIT.
Qualifying businesses must employ students attending an accredited New
Mexico secondary school full-time.

Credits are for 50% of the gross wages paid, subject to limitations. In no
event shall a taxpayer claim a credit in excess of twelve thousand dollars
($12,000) in any taxable year.

7-2-18.11 and 7-2A-17.1 NMSA 1978

To encourage New Mexico businesses to hire youth participating in career
preparation education programs.

Originally enacted in 2003.

With very little activity in this credit, there is cause to be concerned about
whether the credit is serving its intended purpose.

While the purpose of the credit is positive in theory, it does not appear to be
working as an incentive to businesses in their hiring of qualified students. It
is worth making a concerted outreach effort to ensure that businesses are
aware of this credit.

Reliability Factor: E 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:

NOTE: Some of the data have been redacted due to fewer than 3 taxpayers
claiming the credit. FY2011 has been redacted.

Job Mentorship Programs Credit
%‘ Data have been redacted
g $20.0 7
S $18.0 L6
S $16.0
- $14.0 L~ -5
g $12.0 L4
g $10.0
= $8.0 -3
= $6.0 L
2 $4.0 .
g $2.0
< $- -0
FY2011 FY2012 FY2013 FY2014 FY2015
= Expenditures $9.4 $15.1 $17.8 $13.1
Claims 3 5 6 6
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LABORATORY PARTNERSHIP WITH SMALL BUSINESS

CREDIT AGAINST GRT

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Economic Development

A national laboratory that offers certain types of eligible assistance to
individual small businesses in New Mexico, and incurs expenses for doing so,
may take a credit against the state portion of GRT of up to $10,000 per
business ($20,000 per business in a rural area). The tax credits taken by an
individual national laboratory shall not exceed $2,400,000 in a given
calendar year.

7-9E-1 et seq. NMSA 1978

To bring the technology and expertise of the national laboratories to small
businesses in New Mexico to promote economic development in the state,
with an emphasis on rural areas.

Originally enacted in 2000 and amended in 2007.

Sandia and Los Alamos National Laboratories, through New Mexico Small
Business Assistance (“NMSBA”), file an annual report with the appropriate
legislative committee, documenting various program metrics. NMSBA
reports that since inception, the program has assisted 2,495 small
businesses with 4,863 jobs created and retained. The full report published
in April of 2016 can be obtained through nmsbaprogram.org. Because the
credit maximums are based on a calendar year, it would seem the cap was
exceeded in FY 2014 as shown on the chart below. This is not the case as the
amounts are reported on a fiscal year basis.

None.

Reliability Factor: g 1 - This credit is separately reported. No estimation is required.

Fiscal Impact:

NOTE: We are not required to redact this information even though it relates to
fewer than three taxpayers because the data is published independently by
both taxpayers.

Laboratory Partnership with Small Business Credit

—_ $6,000.0 10
é $5,000.0 — 3
I3

3 $4,000.0 - P .
_g $3,000.0 4
E $2,000.0 -
> $1,0000 - o
T 5 o

FY2011 FY2012 FY2013 FY2014 FY2015 FY2016
mmm Expenditures| $2,823.5 $4,383.9 $4,544.2 $5,065.4 $4,618.2 $4,721.7
Claims 7 5 9 4 6 5
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LOAN-RELATED COSTS
GRT DEDUCTION

Category:

Brief Description:

Statutory Basis:
Intended Purpose:
History:

Evaluation:

Recommendations:

Reliability Factor:

Fiscal Impact:

Citizen Benefits

Receipts from charges made in connection with the origination, making, or
assumption of a loan or from charges made for handling loan payments are
deductible from gross receipts.

7-9-61.1 NMSA 1978

Presumably to reduce the costs of borrowing.

Originally enacted in 1981.

None.

None.

TRD does not have any direct data to estimate this deduction.

Unknown.
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LOCOMOTIVE ENGINE FUEL

GRT AND COMPENSATING TAX DEDUCTION

Category:

Brief Description:

Statutory Basis:

Intended Purpose:

History:

Evaluation:

Recommendations:

Reliability Factor:

Highly Specialized Industry

Receipts from the sale of fuel to a common carrier to be loaded or used in a
locomotive engine are deductible from gross receipts.

The value of fuel to be loaded or used by a common carrier in a locomotive
engine in a locomotive engine is deductible when computing the
compensating tax due.

7-9-110.1 and 7-9-110.2 NMSA 1978

To encourage the construction, renovation, maintenance and operation of
railroad locomotive refueling facilities and other railroad capital
investments in New Mexico.

Originally enacted in 2011; became effective July 1, 2013 upon certification
by EDD that construction had commenced.

Construction of the Union Pacific (“UP”) intermodal ramp and refueling
facility in Santa Teresa was completed in December 2014 and has been fully
operational since April of the same year. According to UP’s annual report,
the company has invested $350 million in the 2,200-acre facility between
2011 and 2014. The company reports they have created about 1,375
construction jobs over the 3.5 year