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Quick Factson PIT Add Back - Closing the Federally Created Sate and L ocal
Tax Deduction Loophole to the New Mexico Personal Income Tax

Intent: Thisreformto the New Mexico Personal Income Tax would close aloophol e opened by thelinkage of
thefederal and stateincometax. Thisloopholeisavailableonly to taxpayerswho utilizeitemized deductionson
their federal tax return. Theseare overwhelmingly wedthy taxpayers.

Problem: The New Mexico Personal Income Tax islinked to thefederal incometax in severa ways. Line 39 of
theUS Individual Income Tax return summarizesthe deductionsfrom federal taxableincomeitemized on
ScheduleA.

Line5through 9 of the 1040 Schedule A describesthe state and local taxesthat may be deducted. Line7 of
theNew Mexico PI T-1 return picks up the deduction amount from Line 39 of thefederal 1040 return, including
thededuction of stateand local taxes.

The present tax policy of the state of New Mexico allowsfederal decisionsto preempt tax policy madeinthe
best interests of the people of New Mexico. New mexico lavmakers have not madethisdecision—thelinkage
of thefederal and stateincometax system makes policy for New Mexico inapassive manner.

Thefedera ScheduleA alowsthe deduction of all stateand local taxes, including incometaxes, sal estaxes, red
estatetaxes, and persona property taxes, fromtaxableincome. Currently, the New Mexico PIT-1 return
smply alowsthewholesale carryover of al theseitemized deductionsfrom Line 39 of thefederal 1040 return
tothe New Mexicotax return. New Mexico should seize control of itsown tax policy.

New Mexicoisoneof only 8 stateswith anincometax with apolicy that allowsitemizersto deduct stateand
local taxespaid inthe previousyear when calculating state taxableincome.  All other stateswith anincometax
requiretaxpayersto add back thisamount when cal cul ating state taxableincome.

The New Mexico Taxation and Revenue Dept. estimated that thisprovision to the NM tax codewould have
yielded roughly $66 millioninrevenuein satefiscal year 2005, the current fiscal year. Theprovisonwould
havelimited the deduction of bothincometaxes (yielding $44 millionin revenues) and property taxes ($22
millioninrevenues).

Thisprovisionwould affect only aminority of New Mexico PI T taxpayers. Adding back thisfederal deduction
would affect only that one quarter of New Mexico taxpayersthat itemi ze deductions and deduct state taxes
paid. Threequartersof deductionsfor state taxes are taken by New Mexicanswith adjusted grossincome of
over $75,000.
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