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Fairer, Simpler, More Efficient: 

Options for Improving New Mexico’s Tax Structure 
 

New Mexico’s tax system has served the needs of the State very well over many years.  
Improvements are needed, however, to assure that our tax structure can meet tomorrow’s 
challenges: a slowing economy; reductions in federal grants and other funding; growing 
demand for additional spending on health care, education, transportation, and other 
government services; and the necessity for New Mexico businesses and workers to 
compete nationally and internationally. 
 
A careful reexamination of New Mexico’s tax structure would identify improvements 
necessary to meet our future needs by making taxes fairer, simpler, and more efficient.  
This reexamination would be the focus of ongoing efforts by the Taxation and Revenue 
Department to improve the tax system for all New Mexicans. 
 
Tax Programs 
 
The reexamination of New Mexico’s tax structure would concentrate on the major 
revenue sources for the State and local governments and on tax administration rules.  The 
following paragraphs describe each suggested topic and some particular areas to be 
considered for possible improvements. 
 
Personal Income Tax 
The personal income tax could be simplified to reduce the costs and burdens on taxpayers 
for return preparation and filing, and made fairer through inflation adjustments and by 
providing greater uniformity in benefits related to children and the elderly.  Statutory 
language could also be updated and streamlined.  Note that many of these options have 
been fully developed and were included in HB 618 this Session. 
• Simplify family-related tax benefits.  The value of the standard deduction, personal 

exemptions, the low- and middle-income exemption, graduated tax rates, and the low 
income comprehensive tax credit (LICTR) could be consolidated into a credit of 
equivalent value.  Consolidating these tax benefits would simplify return preparation 
and filing for many taxpayers. 

• Simplify the definition of MGI.  Modified gross income (MGI) is a unique income 
concept used in New Mexico tax law to determine eligibility for LICTR and certain 
other tax benefits.  The definition of MGI could be greatly simplified, reducing the 
recording keeping and reporting burdens on low-income families. 

• Inflation adjustments.  The value of personal exemptions and standard deduction 
amounts are adjusted annually for inflation at the federal level, and these adjusted 
values are used for New Mexico personal income tax purposes.  However, the value 
of the low- and middle income exemption, of income tax brackets, and of LICTR are 
not adjusted for inflation.  Failure to adjust these values for inflation effectively 
imposes an unintended tax increase each year on New Mexico taxpayers. 

• More uniform child-related tax benefits.  Currently, the tax benefits associated with a 
child vary widely by income, filing status, and the number of children in the family 
(see attached graphs).  Alternatives for more uniform, and therefore fairer and 
simpler, child-related tax benefits could be developed. 



 - 2 -

• More uniform tax benefits for the elderly.  There are a number of separate tax benefits 
for the elderly under current law.  These benefits are the result of federal income tax 
provisions, New Mexico personal income tax provisions, and property tax provisions.  
Alternatives for consolidating similar provisions could be developed, in particular a 
comprehensive approach to addressing excessive property tax burdens faced by some 
lower-income elderly taxpayers. 

• Simplified filing methods and protections.  Consider simplifications to tax filing 
methods, including a simplified personal income tax form and a “return free” filing 
option for certain taxpayers.  Consider alternative methods of providing tax refunds 
that would help taxpayers manage refunds, and promotion of financial literacy 
education in connection with refunds.  Also consider “due diligence” penalties on 
return preparers and regulation or prohibition of refund anticipation loans.   

• Update and streamline statutory language.  Some statutory language is obsolete, 
requires technical cleanup, or could be streamlined in the process of making other 
changes. 

 
Corporate Income and Franchise Tax 
The corporate income and franchise tax could be restructured to “level the playing field” 
by closing aggressive tax planning strategies used by some multi-state corporations, to 
insure that all corporations pay at least some tax, to clarify administrative rules and make 
the rules more taxpayer friendly, and to reduce the top corporate income tax rate.  These 
changes would reduce the volatility of corporate income and franchise tax collections, 
making them a more stable source of revenue. 
• Require corporations to file using their federal filing method.  Corporations would 

generally be required to file their New Mexico corporate income tax return on a 
consolidated basis if they filed their federal return on a consolidated basis.  
Corporations able to demonstrate that filing on a federal consolidated basis would 
distort the allocation and apportionment of income to New Mexico could file on a 
combined basis for all their unitary businesses.  An alternative would be to consider 
adopting “mandatory combined” filing.  This change would remove the ability of 
multi-state firms to use certain aggressive tax avoidance strategies which reduce State 
revenues and can place local firms at a competitive disadvantage, while providing a 
filing method that would be simple for most firms and administrable by TRD.   

• Authority to combat tax avoidance.  Requiring corporations to file on the same basis 
as their federal filing (or on a combined basis) would address many tax avoidance 
issues, but some serious issues would remain.  The Department currently has limited 
authority to combat corporate tax avoidance, but could be given authority to 
reallocate income, deductions and other items between related parties in order to 
properly reflect income earned in the State.  The State could also be given authority to 
require reporting of transactions and arrangements with related parties. 

• Increase the franchise tax on large corporations.  Even with mandatory conformity to 
their federal filing method (or mandatory combined filing), some large corporations 
would continue to pay little or no New Mexico corporate income tax, even though 
they revive benefits and privileges from the State. Many states structure their 
corporate income taxes or their franchise taxes to insure that large corporations pay 
some tax commensurate with state-provided benefits and privileges.  Consideration 
could be given to requiring large corporations to pay an additional franchise tax based 
on their New Mexico apportionment factors (property, payroll and sales), with a 
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credit allowed for corporate income tax paid.  The result would be that only 
corporations not paying a reasonable level of corporate income tax relative to the 
benefits and privileges they receive from the State would pay an additional franchise 
tax.  Small- and medium-sized corporations would continue to pay a flat $50 
franchise tax. 

• Clarify administrative rules and make them more taxpayer friendly.  The rules for 
determining whether a corporation is subject to New Mexico corporate income tax 
(“nexus”) could be clarified and simplified.  Similarly, rules relating to whether 
certain types of income are considered New Mexico income (“source rules”) could be 
clarified to provide greater certainty to businesses and to avoid unnecessary protests 
and litigation.  The due date for returns could be moved back to 60 days after the 
federal due date (e.g., from March 15 to May 15), and the period allowed for 
protesting an assessment could be extended from 30 to 90 days. 

• Reduce the top corporate income tax rate.  Mandatory consolidated (or combined) 
filing and the additional franchise tax on large corporations would raise revenue that 
could be used to reduce the top corporate income tax rate, possibly to 4.9% (to 
correspond to the top individual rate).  A lower corporate income tax rate would be 
attractive to firms considering location in New Mexico, and for many firms already 
operating in New Mexico would, in combination with the other changes, result in a 
net reduction in their overall corporate and franchise tax burdens. 

 
Estate or Inheritance Tax 
Close to half the states (23) have in place an estate or inheritance tax. Estate tax options 
for New Mexico could be developed in anticipation of federal action on the estate tax, or 
as a stand-alone estate or inheritance tax.  State action in advance of any federal 
legislation would reduce uncertainty for taxpayers in their estate planning and would 
provide an element of progressivity to the State tax system. 
 
Gross Receipts and Compensating Taxes 
The gross receipts tax provides over 40 percent of total tax revenues to the State and local 
governments, and this share is expected to gradually rise in the future.  Although New 
Mexico’s gross receipts tax is superior in many respects to most state sales taxes, it has 
some structural weaknesses that will grow in importance with its increasing dominance as 
a revenue source.  A critical structural weakness in the current gross receipts tax is the 
degree of taxing sales between businesses (“pyramiding”), which can seriously interfere 
with economic decisions and reduce economic growth.  Closely related structural 
weaknesses, with similar economic costs, include the omission of certain goods and 
services from the gross receipts tax base and the relatively low rates that apply under 
certain taxes that apply in lieu of the gross receipts tax (for example, the motor vehicle 
excise and the insurance premium taxes).   Growing disparities in gross receipts tax rates 
across local jurisdictions distort business location decisions and decisions about where to 
shop.  Administrative rules could be clarified and made more business friendly.  Careful 
consideration could also be given to whether New Mexico should join the streamlined 
sales tax project. 
• Eliminate pyramiding.  The current taxation of gross receipts from sales between 

businesses distort business decisions and consumer prices, reducing the efficiency 
and growth potential of New Mexico’s economy.  The economic losses due to 
pyramiding may be quite substantial, because pyramiding is pervasive in the gross 
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receipts tax base.  The sources of pyramiding and administrative methods for 
eliminating it can be readily specified in most instances.  However, other changes 
would be required to replace revenue lost from the elimination of pyramiding. 

• Eliminate gaps in the gross receipts tax base and equalize rates.  Gaps in the gross 
receipts tax base and unequal rates on specific goods and services have economic 
effects similar to pyramiding: they distort economic decisions, reducing efficiency 
and the potential for economic growth.  For these reasons, careful consideration 
should be given to the inclusion in the gross receipts tax base of currently untaxed 
items that, under standard principles of good tax policy, should be taxed.  Examples 
are certain purchases of health-care related services and items and certain purchases 
and expenses of governments and nonprofit organizations.  Careful consideration 
should also be given to equalizing the tax treatment of items that are subject to 
separate taxes in lieu of the gross receipts tax.  Examples are motor vehicles, which 
are taxed under a separate excise tax with a rate well below the typical gross receipts 
tax rate but with some taxation of subsequent sales, and the insurance premium tax, 
which also has a rate well below the typical gross receipts tax rate but in some 
instances otherwise serves as a “pre-payment” of gross receipts tax on certain goods 
and services (particularly those that are health-care related). 

• Reduce disparities in tax rates across local jurisdictions.  Gross receipts tax rates vary 
substantially across local jurisdictions in New Mexico, currently from a low of 5.125 
percent in the remainder of Catron County to a high of 8.1875 percent in Red River, a 
difference of more than 3 percentage points.  The differential from the out-of-state 
rate of 5 percent is even larger.  Even within a county the rate differentials can be 
quite large; for example, the rate in Ruidoso is currently 7.8125 percent which is over 
2.4 percentage point higher than the 5.375 percent that applies in the remainder of 
Lincoln County.  These rate disparities encourage businesses to make location and 
purchasing decisions that would otherwise be uneconomic, and likewise encourage 
uneconomic shopping decisions by families.  Consideration should be given to ways 
to reduce these rate differentials. 

• Consider full membership in the Streamlined Sales Tax Project (SSTP).  Out-of-state 
sellers that do not have a “physical presence” in New Mexico cannot be required to 
report and pay gross receipts tax on their sales to purchasers in New Mexico. Instead, 
the purchaser is required to report and pay New Mexico compensating tax on their 
purchases.  Collection of compensating tax from small purchasers, particularly 
individuals, is often too costly to be practical.  And currently, TRD is barred from 
enforcing compensating tax due from individuals on property used for most non-
business purposes.  The goal of the SSTP is to simplify and modernize the collection 
and administration of sales (gross receipts) and use (compensating) taxes, which 
would result in the collection of these taxes on sales by out-of-state sellers.  Failure to 
collect gross receipts or compensating tax on sales in New Mexico by out-of-state 
sellers puts in-state sellers at a competitive disadvantage and results in substantial 
revenue losses to the State.  Careful consideration could also be given to whether 
New Mexico should become a full member in the SSTP, and what structural changes 
to the gross receipts tax would be required to meet eligibility requirements to join. 

• Clarify administrative rules and make them more taxpayer friendly.  Some of the 
other changes suggested above could help clarify and simplify administrative rules 
for the gross receipts tax.  In addition, rules such as the “nexus” and “source” rules 
might be clarified and simplified.   
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Property Tax 
The property tax is an important source of revenue for local governments and may 
become a relatively more important revenue source in the future.  A variety of factors, 
however, have lead to disparities in property tax burdens across jurisdictions and among 
properties within jurisdictions.  Some disparities arise from differences in valuation of 
various properties, others because of inclusions and exclusions from the property tax 
base, and still others due to differences in the mix and value of properties across 
jurisdictions and unevenness in local administrative practices. These disparities are seen 
by many as inequitable, and they encourage uneconomic behavior by firms and 
households.  A number of approaches to reducing these disparities should be carefully 
considered.  
• Valuation and reassessment.  Careful consideration would be given to valuing all 

properties at market (“current and correct”), with annual reassessments.  The head of 
household exemption would be increased to offset removal of the 3 percent valuation 
cap, with the level of the exemption in each county tied to maintenance of appropriate 
assessment-sales ratios.   

• Uniform disclosure and reporting.  The terms of sale of all properties would be 
required to be disclosed to county assessors and to the Property Tax Division, and 
made publicly available.  Assessors would be given extra time to carry out 
reassessments after properties change hands.  Taxpayers would be required to report 
any tax-exempt Industrial Revenue Bonds they issue. 

• Upgraded assessment technology and information exchange.  A uniform, statewide 
computer assisted mass appraisal (CAMA) system would be put in place.  All 
information from county assessors would be exchanged with the Property Tax 
Division. 

• Yield control.  The yield control formula would be reexamined to determine the 
effects of omission of certain entities and debt levies from the formula.  Options 
would be developed to address such omissions. 

• Comprehensive Approach to Excessive Property Tax Burdens of Lower-Income 
Elderly.  Currently, low-income elderly taxpayers may qualify for a "freeze" on the 
assessed value of their homes and for an income tax rebate for property taxes.  In 
addition, low-income elderly taxpayers qualify for a larger rebate under LICTR than 
comparable non-elderly taxpayers, which may indirectly offset property tax burdens 
for the elderly.  A comprehensive, uniform, state-wide approach to relieving 
excessive property tax burdens for low-income elderly taxpayers, such as a statewide 
"circuit breaker" could be developed. 

 
Severance Taxes 
The various taxes on severing and processing oil, natural gas, and other gases and 
minerals are a significant revenue source for the State and local governments.  However, 
the taxes are not applied consistently across resources. For example, resources subject to 
the oil and gas emergency school tax are taxed at different rates and under varying 
provisions, some of which are no longer applicable.  Other taxes yield so little revenue 
that it may not exceed the costs of collection. Environmental damages caused by natural 
resource extraction are real costs to New Mexicans that may not be properly reflected in 
severance tax rates. Changes in commodity prices, other market conditions, and 
environmental concerns can affect production and the prospects for future production 
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(particularly of uranium). The various severance taxes should be reexamined to determine 
whether the bases are properly defined and the rate(s) are appropriate to the purposes of 
the tax.  Administrative rules would be reviewed to make them clearer, simpler, and more 
easily complied with and enforced. 
 
Business Tax Credits and Other Tax Incentives 
New Mexico provides a variety of business tax credits to encourage investment, 
employment, alternative energy sources and energy conservation, and other purposes.  
The State also has a variety of other tax incentives for business, including special tax 
rates, exemptions, deductions, and special allocations of tax revenue.  These tax 
incentives should be reexamined to determine whether they are properly structured, how 
they interact and overlap, and to provide administrative rules that are clear, uniform and 
consistent.  Provisions for public disclosure and for systematic review and evaluation of 
the effectiveness of the incentives could also be strengthened. 
• Business credits.  All business tax credits would be made to apply only to investment 

in New Mexico, compensation of employees in New Mexico, or other qualifying 
activities or expenditures in New Mexico.  The qualifying periods, activities, etc. that 
entitle a taxpayer to a business tax credit would be carefully and fully specified.  
Credits generally should be subject to recapture, in a specified manner, if the 
conditions of the credit are not met over a specified period of time following 
qualification for the credit.  “Double dipping”, the allowance of more than one credit 
or deduction for the same expenses, would be addressed explicitly in the statutory 
language for each credit.  Non-refundable and transferable credits would generally be 
made refundable, with their rates adjusted to provide the same incentive and revenue 
cost as provided under current law.  If any non-refundable credits are retained, the 
stacking sequence of credits and their stacking order against taxes would be fully 
specified by statute. 

• Other tax incentives.  Other tax incentives for business, including special tax rates, 
exemptions, deductions and credits, and special allocations of tax revenue would be 
reexamined to determine whether they are properly structured, how they interact and 
overlap.   

• Administrative rules.  The administrative rules for business credits and other tax 
incentives would be re-codified as necessary with general rules and definitions 
brought together in one section of the statutes.  Uniform reporting and disclosure 
rules would be added. 

• Systematic review and evaluation.  For each business tax incentive a department with 
expertise in the objectives of the incentive would be required to certify and monitor 
the incentive, and to provide an annual evaluation of the incentive to the Governor 
and the Legislature. 

 
Excise Taxes 
The base of each excise tax should be examined to determine whether there are gaps in 
the base, or instances in which the base is too broadly defined.  Similarly, excise tax 
rate(s) should be examined to determine whether the rate(s) are set appropriately to 
achieve the purpose of the excise and relative to other rates.  Consideration should be 
given to the appropriateness of adjusting per-unit excise tax rates for inflation. Excise 
taxes that are imposed in lieu of the gross receipts tax should also be examined in light of 
the related structural weaknesses in the gross receipts tax.  Consideration should also be 
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given to the coordination of Tribal and State excise taxes, and in particular the taxation of 
cigarettes and tobacco products.  The administrative rules for each excise should be 
reviewed to make the rules clearer, simpler, and more easily complied with and enforced. 
 
Tax Administration 
Administrative rules would be conformed to remove internal inconsistencies and 
ambiguities and to update the rules for changes in business practices and technology.  
Filing and reporting requirements would be updated. 
 
Organization of the Reexamination Effort 
 
The effort on each of the major tax topics listed above would develop in four stages: 
 
1. Background.  The description of current law and its effects; policy and administrative 

issues raised by current law; possible approaches to address issues, including relevant 
practice in other states. 

 
2. Possible Options.  The approaches from stage 1 would be narrowed to one or two 

viable options; preliminary analysis of options; pros and cons. 
 
3. Final Options.  A single option form stage 2 would be selected for further 

development; additional analysis on effects; identification of winners and losers; 
other background materials. 

 
4. Potential Legislative Proposal.  LCS draft of legislation; FIR; talking points and other 

materials from stage 3 analyses. 
 
At each stage, the Department would provide draft materials to the Governor’s Office and 
brief key personnel on the materials.  A presentation of approved materials would then be 
made to an interim meeting of the Revenue Stabilization and Tax Policy Committee 
(RSTP), and to tax professionals or other interested groups. 
 
Most of work at each stage would be performed internally by Department personnel, with 
assistance as needed from outside experts on economic and legal issues.
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