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SPONSOR: Senator Cisneros

BILL SHORT TITLE: Extending Investment Credit Act and Double-Weighted Sales Factor Apportionment

CONFLICTS, DUPLICATES, COMPANIONS: 

DESCRIPTION: This legislation 1) extends the Investment Credit Act in its current form to Fiscal Year 2011, at which time the credit requirement becomes 1 FTE per $100,000 in credit claimed, 2) requires the Interim Revenue Stabilization and Tax Policy to review the investment credit's effectiveness in the year 2005 and report its conclusions to the legislature, and 3) extends the option for manufacturers to employ a "double-weighted sales factor" apportionment formula against corporate income until tax years beginning on January 1, 2011.  The double-weighted corporate income tax apportionment procedure is scheduled by current statute to expire in January, 2003. The investment credit will, in absence of legislation to the contrary, expire in tax year 2004.

EFFECTIVE DATE:  Not specified – assume 90 days after adjournment (May 17, 2000).

FISCAL IMPACT: Fiscal impacts of the proposed measure are uncertain. Manufacturers currently comprise about one-third of the corporate income tax base. Under the double-weighted sales factor procedure, the maximum tax reduction available to a corporation is 25 percent of tax obligations. If all manufacturers are currently making use of the formula and receive the maximum possible benefit, the result is a tax savings of about 8 percent of current corporate income tax obligations or between $10 million and $15 million annually from what collection would otherwise be. However, proponents of the measure argue that it has caused firms to locate or expand in New Mexico that would not otherwise do so. If their claims are correct, the apportionment option may actually increase New Mexico corporate income tax obligations.


Similar statements apply to the investment credit. Investment Credit Act claims against returns totaled $13 million in 1999. Please see the enclosed illustrations. The state revenue forecast takes the current form of the investment credit into account.  Therefore, the investment credit provisions of this bill have no short-term fiscal impact. 

ADMINISTRATIVE IMPACT:

No significant impacts would result from extending the double-weighted sales procedure, since this procedure is currently in use. Similar statements apply to the investment credit provisions of the proposed measure. Investment credits are currently administered on a manual basis. If the procedures were to sunset on schedule, the Department would ultimately save about 100 hours per year. 

TECHNICAL ISSUES: none
OTHER IMPACTS AND ISSUES: 

· Review of the use and effectiveness of the Investment Credit Act by the Revenue Stabilization and Tax Policy Committee is an important provision.  Certainty is the mark of a modern, economic-development-friendly tax code. Large industrial firms have relatively long planning time horizons. The threat that this incentive may vanish within a relatively short time frame may diminish its usefulness. 

· The simple extension of the investment credit sunset leaves some related issues unaddressed.  For example, what is the effect of a re-organization on the business’s ability to earn or cash in a credit?
	Illustration: New Mexico Investment Credit History

	
	
	Number of
	
	

	
	Number of
	Claims
	Amount of 
	

	Year
	Firms
	Approved
	Claims Approved
	Number Jobs

	1986
	9
	12
	           157,403 
	                36 

	1987
	3
	4
	              5,268 
	                  3 

	1988
	6
	9
	           158,675 
	                37 

	1989
	5
	7
	           268,184 
	                60 

	1990
	10
	17
	           192,179 
	                46 

	1991
	16
	23
	           237,692 
	                22 

	1992
	15
	18
	      13,750,350 
	               319 

	1993
	23
	32
	      12,723,285 
	               327 

	1994
	23
	30
	      21,423,756 
	               533 

	1995
	18
	29
	      29,769,143 
	               664 

	1996
	28
	35
	      34,841,179 
	               894 

	1997
	28
	32
	        5,476,046 
	               204 

	1998
	20
	34
	      31,181,371 
	               714 

	1999
	21
	27
	        2,839,370 
	               131 

	Total
	
	309
	     153,023,905 
	            3,990 


	Illustration 2: Investment Credits Taken – Recent History

	Fiscal Year 
	Withholding Tax
	Gross Receipts and Compensating Tax
	Totals

	1992
	1,251,560
	1,077,108
	2,328,668

	1993
	4,745,455
	3,527,269
	8,272,725

	1994
	7,257,193
	5,663,156
	12,920,348

	1995
	8,455,746
	8,106,591
	16,562,337

	1996
	12,045,586
	6,255,364
	18,300,950

	1997
	11,877,978
	6,620,006
	18,497,984

	1998
	13,719,220
	6,111,365
	19,830,585

	1999
	11,224,432
	2,576,432
	13,800,864

	2000
	13,904,600
	1,714,421
	15,619,021

	Total
	84,481,771
	41,651,712
	126,133,483





















































