New Mexico’'s Tax System:

How It Works, Why It Matters, and
How It’s Changing
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Presentation Notes
 In 2002 several changes were made to New Mexico’s tax policy, 
including a dramatic reduction in the income tax for the most wealthy 
New Mexicans.

These changes in tax policy have been harmful to both New Mexico’s lower and moderate income residents, and to its economy.



A Good Tax System Should:

 Provide adequate, stable revenue to consistently fund

state services

e |ln a manner that is:

Fair
Balanced

— Accountable

- Administrable

and Efficient

(Distributes the burden broadly)
(Promotes stability)

(No hidden loopholes; transparent policymaking)

(minimally expensive to collect, enforce and
comply with)


Presenter
Presentation Notes
Transparent policymaking means that the costs and benefits of any tax policy be fully considered and debated.

Administrable and efficient means that taxes are minimally expensive to collect, enforce and comply with.


As a Result of Recent Changes

in Tax Policy, New Mexico’s Tax
System is Losing Ground on Each
Of the Key Elements of A Good Tax
System:

3 Adequate
¥ Stable

¥ Fair
¥ Administrable & Efficient
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No additional comments


All State Services Are Funded By Taxes
General Fund Spending

($4.4 Billion for FY 2005)
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All state services are funded by taxes – all the money in the General Fund comes from tax revenue.  The General Fund includes only state money – not federal match dollars for programs such as Medicaid.

The total state budget in FY2005 is $4.4 billion dollars.

Of that, 60% is spent on education (the combined total for public and higher education).

12% is spend on health and human services; 11:5 of Medicaid; 10% on other government services; and 7% on public safety.




The General Fund
Is Funded Entirely Through Taxes

FY 2005 General Fund Revenue
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Here’s a closer look at the type of taxes that fund the General Fund:

Sales and excise taxes include, but are not limited to, the gross receipts tax, tobacco, liquor, motor vehicle, and telecommunications excise taxes.
New Mexico relies very heavily on its gross receipts tax.

Extraction taxes are also known as “severance taxes.”  90% of extraction taxes come from oil and natural gas.  New Mexico is unusual and fortunate to derive such a large percentage of  revenue from extraction taxes.

Investment - NM derives an unusually large share of revenue from investments.  Investment earnings derive primarily from investments of permanent fund revenue.  




The Personal Income Tax Cuts
Passed In 2002
Reduced General Fund Revenues For 2005

By $83 Million
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The personal income tax cut passed in 2002 will be phased in each year until 2007 when it will be fully phased in.

In 2005 this tax cut reduced revenues by $83 million.
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As a Result of the Personal Income Tax Cut

We Are Losing Ground on Revenue
Adequacy: By FY 2007 There Will Be

$359 Million
In Lost Revenue to the General Fund
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When the tax cut is fully phased in, in FY 2007, the General Fund $359 million will be lost to the General Fund – for that year, and every year.

One of the most important principles of good tax policy is “revenue adequacy”.  As a result of the personal income tax cut, we are losing ground on revenue adequacy.  There will not be enough money to fund essential services.


As A Result of Tax Cuts
Services Must Be Cut
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As a result, services will have to be cut (as we have already begun to see, for example, with the Medicaid budget cuts).


Or Taxes Must Be Increased
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Or taxes will have to be increased to generate additional revenue into the General Fund.
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As a Result of the Personal Income Tax
Cut We Are Also Losing Ground
On Fairness:

A Tax System Should Distribute
The Tax Burden Broadly, With
Those In Higher Income Brackets
Paying More
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The tax burden should be based on ability to pay:  people in similar circumstances should be taxed similarly, with those with higher incomes paying more.

Taxes on low-income households should be minimized.

The personal income tax cut has reduced the tax burden of higher-income households, while not reducing it for lower-income households.

As a result, we are also  losing ground on tax fairness – another key principle of good tax policy.


New Mexico’s Personal Income Tax Cut Largely

Benefits Higher- Income Families. Lower-income
Families Benefit Very Little, If At All.

Average New Mexico Income Tax Cut (2007)
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New Mexicans with $29,000 or less in annual income will receive no benefit from the personal income tax cut.

Those with income between $29,000 and $45,000 will receive $38; and those with an annual income between $45,000 and $72,000 will receive $158 when the tax cut is fully phased in.

The higher the household income the greater the benefit.  By far the greatest benefit of this tax  cut goes to the wealthiest households.  Those with an annual income of $295,000 or higher will receive $13,227 when the tax cut is fully phased in.


65% of New Mexicans Receive No Benefit from the Tax Cut;

6% Receive Over $2,500.
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The first bar on the left represents 65% of New Mexico tax filers – 556,814 – or a large majority – who will receive nothing from the tax cut.

The last bar on the right represents 6% of tax filers – 46,862 who will receive more than $2,500.


~ And We Are Losing Ground On Stability:

State Budgeting Depends on Reliable,
Predictable Revenue
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Predictable revenue is essential to public budgeting. Income taxes – the blue line – are stable. They tend to parallel growth in the population and the overall health of the economy.

 Extraction taxes – the red line – are not (they go up and down depending on the price of gas and oil and are very difficult to predict). 

Because extraction taxes are not a stable, reliable source of revenue, they cannot be relied upon to fill in the revenue gap left by the personal income tax cut . 


- The Personal Income Tax is the Most
Adequate Source of Revenue

Percent of General Fund Revenue Derived From Different Taxes

<o
Tobacco Taxes Alcohol Excise Tax Personal Income Tax
0.5% 1.0% 27.1%

-Income taxes provide lots of revenue

-“Sin” taxes on items such as alcohol and tobacco do not
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When thinking about potential sources of tax revenue it’s important to remember that the personal income tax provides lost of revenue – 

While “sin” taxes on items such as alcohol and tobacco do not.


Revenue From Taxes on Oil and

Gas Are Unpredictable

Higher-than-expected revenues from taxes
oh the production of oil and natural gas may
help offset the loss of income tax revenue
this year, but lower-than-expected revenues
are possible too.
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 Some policymakers may be hoping for an extraction tax windfall due to the higher price of oil and natural gas this year.

Higher than expected revenues from extraction taxes may help offset the lost of income from the personal income tax cut – but it is also possible that extraction revenues could be lower than expected.


Questions to Ask About
Future Tax Proposals

v’ Is It Fair? (Distributes the burden broadly)

v" Does It Generate Adequate Revenue?

(To fund state services)

v Does It Generate Stable Revenue?

(Predictable, recurring revenue)
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Any number of tax proposals will be put forward during the next legislative session.

When considering the desirability of any tax proposal it’s important to ask three questions:

1.  Is the proposed tax fair?  (does it distribute the tax burden broadly, with those in higher income brackets paying more)

2.  Does it generate adequate revenue?  (how much money will the tax generate for the General Fund?)

3.  Does it generate stable revenue? (is the tax revenue generated reliable – will it occur, predictably, year after year).


Potential Future Tax Proposals

¥  Sugar Tax

L2 S Extraction Tax

¢

17


Presenter
Presentation Notes
It is likely that a “sugar” tax (on soft drinks and other high sugar products) will be proposed.  The sugar tax gets a thumbs down on both fairness and revenue adequacy grounds.  The burden of this tax will fall greatest on lower-income households whose purchase of these products consumes a greater proportion of household income.  And it will not generate a lot of revenue.

Extraction taxes get a thumbs up because they can generate significant revenues, and they are a desirable revenue source because they are “exported,” meaning that because most NM oil and gas is sold to people out-of-state, New Mexicans don’t bear the burden of the taxes.  But they also get a thumbs down because they are unpredictable and  cannot be relied upon as a stable source of revenue.





Potential Future Tax Proposals

“Tax Holiday” from Gross

Receipts on Purchases Made On
a Designated Day

4a  Stop Further Implementation of
~ Personal Income Tax Cut
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The “add back” is the type of progressive tax  reform that meets both the fairness and revenue adequacy tests.  It would be paid only by filers who itemize deductions – people who are in the highest tax brackets,. And it would generate over $50 million annually.  Here’s how it works.  The state(and local) income and property taxes paid  are taken as itemized deductions for purposes of computing federal income taxes owed (I.e.,  the taxes you pay in New Mexico  can be used to reduce your  taxable income for purposes of determining the federal taxes you owe).  Most states require people who  itemize in this way to “add back” that federal deduction to their countable income  so that their state taxable income is not reduced by the federal deduction received.  New Mexico  is one of only 8 states with an income tax that does not require an “add back”.   

Ultimately, the problems caused by the personal income tax cut need to be addressed by stopping further implementation of it.  The “circuit breaker” is an idea that would prevent further implementation of the personal income tax cut.  The details of this idea have not been worked out but the idea is that a circuit breaker would be triggered if , for example, the tax cuts fail to generate a certain level of economic growth.


What You Can Do

=2 Educate (colleagues, members,
—1 policymakers, the media, neighbors)

Advocate for fair and adequate tax
policy - talk to your legislators

(to find out who your representatives
are and how to contact them go to
www.legis.state.nm.us)

New Mexico . . 19
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A lot of organizations are getting involved in tax policy because we realize how important it is to effective advocacy for essential services for all New Mexicans – and to economic stability and economic justice in New Mexico.

Please join us by educating your members, colleagues, neighbors, policymakers and the media about sound tax policy.

And don’t forget to talk to your legislators.  If you don’t know how to contact your representatives go to www.legis.state.nm.us.


Stay Informed - Learn More

The Tax Policy Campaign

New Mexico Voices for Children

For Campaigh Updates: www.nmvoices.org
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For more information about the tax policy campaign contact

[your organization]

You can also go to the website of New Mexico Voices for Children for campaign updates.
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