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BILL SHORT TITLE: Gross Receipts Tax Deduction for Software Services

DESCRIPTION: This bill provides a gross receipts tax deduction for receipts from custom programming, development of commercial software and website development. The business must be located outside the boundaries of Albuquerque, Rio Rancho, Roswell, Santa Fe and Las Cruces (cities over 50,000 population in the 2000 decennial census). After SCORC amendment, Farmington is an allowed location for this deduction. Other amendments constrain the deductible activities to software design and development and web site design and development but software implementation or support services are excluded from deduction. 

EFFECTIVE DATE:  July 1, 2001

FISCAL IMPACT (Thousands of dollars):  

Note: Parenthesis ( ) indicate a revenue loss:

	
	
	Recurring or
	

	
	Estimated Impact on Revenues
	Nonrecurring
	Funds 

	
	FY 2002
	Full Year  
	     Impact     t     
	             Affected          .             

	
	(2,300)
	 (2,560)
	Recurring
	General Fund

	
	(1,000)
	 (1,090)
	Recurring
	Local  Governments

	
	(3,300)
	 (3,650)
	
	


This estimate is less on balance than the previous estimate. The four most important factors are: (1) Farmington is included in the allowed locations for the deduction. (2) Further restrictions on the definition probably exclude NAICS 5142  data processing services, NAICS 541513 computer facilities management services and NAICS 541519 other computer related services. The approximate reduction of fiscal impact due to the restricting amendment is the product of  81% for the exclusion of NAICS 5142 and 84% for the exclusion of the computer support services sectors.  (3) The remaining industrial sectors are estimated to have grown at a 6 to 7% annual rate from 1997 to FY 2002 (3.5 years), instead of the 5% annual growth assumed when data processing and computer support services were included. (4) The proportion of taxable sales to total sales for the restricted industrial specification has been increased from 80% to 85%.

ADMINISTRATIVE IMPACT: minimal impact. This is a deduction from gross receipts. Forms, instructions, materials for taxpayer seminars and technical advice memoranda to auditors must be prepared. The Department will be unable to extract data from the CRS system to comply with the final SCORC amendment. Taxpayers do not report deductions by section of statute, or even type of NTTC. Thus, there is simply no mechanism for identifying taxpayers claiming this particular deduction.  A survey is not practicable.

TECHNICAL ISSUES: as mentioned in “ADMINISTRATIVE IMPACT”, the Department will be unable to provide data for the mandated 2006 interim review. If the legislature would like to have this information available for review, some mechanism by which the desired information is reported must be mandated. 

OTHER IMPACTS AND ISSUES:

The apparent purpose of this bill is to make good, high tech jobs available in rural areas of the state. Thus, it is appropriate to estimate the number of new jobs this bill might stimulate, and the cost per new employee. Assuming that the software developers pass the tax savings through to purchasers, the net price reduction for software development by a “rural” firm is about 6%. It is unlikely that the demand price elasticity is much greater than .5. A software developer is primarily chosen by competence and adherence to delivery schedule rather than price. Additional sales will create a demand for additional employees on a relative percentage basis. Thus, the expected increase in employees is about 3% or 23 employees on a 765 employee base. Dividing this into the general fund plus local government cost gives $166,000 in tax cost per new employee. This is the classic problem of “buying the base”. In order to create an impact at the margin – such as new jobs – the state and local governments must give tax subsidies to firms already in the market. If software firms choose to pocket the tax savings rather than pass the savings on to customers, there will be no additional sales and an infinite cost per new job. 




















































