               MAINE “TAX REFORM” LD 1495 FACTS
In June of 2010, voters will decide whether to repeal LD 1495 the so called “tax reform” law.  As a retired Corporate Tax Director, and CPA, who has spent over 300 hours doing a complete analysis of the law, it is my opinion that this law should be repealed.  It gives millionaires windfall tax cuts, while increasing taxes on the elderly with large medical expenses, low income taxpayers and most middle class taxpayers.  I am confident that the vast majority of voters will agree this law should be repealed.  Below are just some of the facts you need to understand to make a good decision on whether this law should be repealed.  You can also go to www.mainedemocratstaxreform.org to get more information on the law.
1). Under old Maine law there were five marginal tax rates, 0%, 2%, 4.5%, 7% and 8.5%.  The impact of the various low tax rates is that more than 75% of Mainers have an effective tax rate of 3% or less under the old law according to the Maine Revenue Services (MRS) report.  For year 2007 the effective income tax rate for all Mainers was 3.2%.
2). Every proponent press release and interview disingenuously reported that Mainers will see the tax rate go down from 8.5% to 6.5%.  The truth is less than 5% of Mainers will see their marginal tax rate drop from 8.5% to 6.5%.

3). For the majority of taxpayers, LD 1495 cuts the top tax rate at most from 7% to 6.5%, because 63% of Mainers have a top marginal tax rate of 7% or less. Other higher income taxpayers will see their top rate go down from 8.5% to 8%. However, in some cases LD 1495 actually increases the 2% and 4.5% marginal tax rates under the old law to 6.5% and the old law 7% marginal tax rate to 8% or from 7% to 10%. 

4). LD 1495 eliminates the current Maine income tax structure that includes deductions for exemptions and the standard deduction or itemized deductions with tax credits.  Of the 42 states with an income tax, 32 states allow itemized deductions like old Maine law before LD 1495, 8 states allowed no itemized deductions and 2 states allow limited itemized deductions.  Under LD 1495, Maine would allow a limited tax credit that will partially replace itemized deductions for taxpayers. Accordingly, Maine will move to an income tax structure like no other state. The limiting of itemized deductions under LD 1495 results in large tax increases for many middle-income taxpayers with high itemized deductions ( interest, property taxes, medical costs, contributions). 

5). The MRS issued a report on the estimated impact of LD 1495 on Maine taxpayers. The report illustrated that the limiting of itemized deductions was the main reason 82,000 taxpayers will average a net tax increase of $446 and that 29,000 taxpayers will have their income tax increase by $1,008 each. These tax increases funds the estimated income tax cut of $32.3 million ($5,952 each) for a group of 5,430 taxpayers with income over $316,958. 

6). The revised MRS report estimates that LD 1495 will save the 686,694 Maine taxpayers $51.9 million in 2010.  However, the MRS estimates that $5.7 million of the net $51.9 million net tax savings will not be collected by low income taxpayers because they do not file income tax returns and 50% of these non filers will not file to get their $50 -$70 tax refund. Accordingly, the correct net refund is $46.2 million not $51.9 million. 

7).  The MRS report shows that a group of 4,545 taxpayers with income over $316,958 (about 2/3 of 1% of the 686,694 Maine taxpayers) will receive in total, $28.0 million of the $46.2 million net tax savings for all Mainers or 60% of the total.  This group is receiving a $6,151 tax cut each or 12.4%, while all other taxpayers are receiving a $27 tax cut each or a 1.1% tax cut.
8). Because LD 1495 does not have inflation adjustments until 2014 and because under old Maine law as of May 2009, there were inflation adjustments every year, the average tax savings in 2010 of $27 each for 99.3% of Mainers would become an average tax increase of $45 a year in 2013, assuming a reasonable inflation rate of 2.5% per year in 2011-2013.  

9). The MRS report for year 2013, which assumes a lower inflation factor than the 2.5% a year in 2011-2013, estimates that a group 4,638 taxpayers in the top 1 percent of Mainers with income over $350,810 will get a $34.8 million tax cut, while the other 99.3% of Maine taxpayers will have a net tax increase of $3.5 million.
10). The MRS report for the year 2013 estimates that Maine taxpayers with income of $35,970 - $350,810 will on average have a net tax increase of $22 each.  This group currently pays about 73% of sales and income taxes. 
11). The Proponents claim that LD 1495 provides incentives for owners of small businesses that file as individuals to locate in the state.”  The truth is 99% of the Maine’s most successful small businesses will have on average a small tax increase under LD 1495, so accordingly there is no real tax incentive to locate in Maine.
12). The MRS report estimates that the 61,805 taxpayers with income from $106,974 to $316,958 will in total have a net tax increase of $952,000 or an average tax increase of $15 each in 2010. Less than 1% of Maine small businesses earn more than $316,958.  By 2013, the MRS report estimates that the 201,038 taxpayers with income from $62,853 - $350,810 will have a net tax increase of $8.9 million or $44 each.
13). LD 1495 includes an attempt to tax nonresidents differently than residents by not allowing them the household credit that residents get. The MRS report estimates that more than $15 million of additional income tax will be collected from non residents under the new law as compared to the old law.  However, the law will likely be found to be unconstitutional under the Privileges and Immunities Clause of the US constitution, which prohibits a state from imposing higher tax rates or taxes on nonresidents than it imposes on residents. The lost of this tax revenue has not been included in any of the MRS reports on the impact of the bill on total tax collections.  The total revenue shortfall could be as much as $25 million is the law is found to be unconstitutional.
14). Proponents of LD 1495 have deceptively stated that Maine’s “meals and lodging taxes” are much lower than other states including vacation destination locations and that raising these taxes will allow the state to export the tax increase to out of state residents.  The truth is that while these statements are somewhat true for lodging taxes, they are not true for the meals tax.  The MRS estimates that 68%  of Maine’s meals taxes are paid by Maine residents. In addition, Maine’s meals tax at 7% is not low as compared to other states.  Massachusetts just raised their meals tax from 5% to 6.25% and Connecticut’s tax is only 6%.  Orlando Florida’s sales tax on meals is 6.5%. All of these states have the same meals tax rate as their general sales tax.  While many states have a small differential between their general sales tax and their meals tax, Maine at 7% already has a 40% additional tax differential and an increase to 8.5% or a 70% differential would put Maine in the small minority of states.

15). The MRS estimates that lodging taxes exported to non residents will be about $6.5 million a year.  However, almost all of this revenue pickup on non residents will be offset by a yearly $4.5 million state payment to a tourism fund.

16). The proponents of LD 1495 have incorrectly claimed that that most states tax services.  Based on 2007 law summarized by the CCH tax service, only 21 states either generally or mostly tax services.  Maine was one of the 29 states that either taxed no services or only taxed a few services.
17). Proponents argue that Maine’s income tax is one of the highest in the US, while the sales tax is below average.  Based on the 2007 census data, this statement is incorrect.  The 2007 data ranked Maine’s income tax collections as the 17th highest based on its percentage of personal income.  Maine’s sales tax collected was ranked 21st highest of all states and 15th highest out of the 43 states with both an income and sales tax.
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