Yes to Repeal

By Rep. Jonathan McKane

The desire to expand the sales tax in Maine to services is nothing new. More revenues and a steadier flow of them is something bureaucrats in Augusta have been demanding for years. 
So it was no big surprise when last June a massive sales tax expansion was finally jammed through the legislature in the last hours of the session. It was thinly disguised as tax “reform” and we were told it would be “revenue neutral.” The bill was quickly signed by the governor and the crowd of Augusta insiders and bureaucrats in attendance cheered.
But that was not the end of the story. Because of the people’s veto, the Maine voters will now have the last word on this major tax expansion June 8th.
The promises to get the Maine people to buy in to this proposal are predictably grand. They include “exporting” taxes and “stimulating the economy.” But, we’ve heard grand promises from Augusta before – Dirigo Health, LD1 and School Consolidation come to mind – and none of the promises were kept.
Again, the goal of expanding and increasing the sales tax to over 100 new services is more and steadier revenues to Augusta. Despite that, we are told that changing Maine’s incremental income tax system to a flat tax of 6.5% will be worth it. For some, it will be – but there are many losers with this plan, including our poor and elderly.
Because this new law removes Maine’s current itemized deduction system and replaces it with credits, Maine Revenue Services predicts that 86,000 Maine families will be paying more in taxes right off the bat. With the loss of income tax indexing, the number of losers increases dramatically over the next several years. Even worse, the poorest in Maine who don’t file an income tax form — around 300,000 — will get no income tax “credit.” They will, however, have to pay all of the new sales taxes.

And many new taxes there are – from auto repair labor to diaper services, from house cleaning to vehicle towing – too many to list here but one thing is sure: the list of taxable services is so large, complex and confusing that Maine Revenue Services will be interpreting this law for years.

What is clear however is that many small Maine businesses will become tax collectors for the state – especially those businesses involved in tourism or entertainment.
These businesses will need to keep an accurate accounting of all sales subject to the tax, charge the tax, pay the state on either a monthly or quarterly basis and submit reports accompanying the payments – or face a stiff penalty. 
And there are increases to the meals tax and the lodging tax – two more hits to the tourism industry.
Besides promises of lower taxes and economic vitality, no column, editorial or speech from anyone who favors this tax shift fails to include a reference to the “Maine Miracle” editorial that ran last June in the Wall Street Journal. This is essentially the biggest argument for tax “reform”: The Journal liked it — or did they?
What the Journal did endorse was basically the worst part of the bill. Most of the article is based on factual error and endorses a bill that doesn’t exist.
The editorial’s subtitle reads. “Finally, a state that cuts tax rates for the rich.” The author got that part right — LD1495 does cut taxes for Maine’s wealthiest citizens, especially those making more than $350,000. But the rest of the Journal’s editorial simply didn’t make sense.

The author wrote, “… the plan cuts the state budget by some $300 million.”

He obviously didn’t know about Maine’s financial turbulence. The biennial budget reduction was the direct result of a huge shortfall in tax revenues and the tax reform plan, which still hasn’t gone into effect, had nothing to do with it.
Ultimately, the tax reform proposal would bring in more revenues to the state — not less.

Proponents of the plan to expand the sales tax like to bring up a report on Maine’s new law by the Tax Foundation. The report lists both positive and negative effects of the bill.

What we usually hear is that the Tax Foundation likes the reduced top income tax rate but we fail to hear the negative part of the report — that tax reform will make Maine less competitive with neighboring states; that most of the new taxes are not exported; that many Mainers will continue to see an effective marginal income tax rate of 8 percent; and that the bill is not revenue neutral.

On June 8th, we will see this question on the ballot, “Question  1  (People's Veto): "Do you want to reject the new law that lowers Maine's income tax and replaces that revenue by making changes to the sales tax?" This wording is misleading. 
The fact is, the law does not lower income taxes for everyone; it expands the sales tax to over 100 new services and opens the door to more expansions in the future; it puts Maine tax code completely out-of-whack with the federal code; it turns thousands of small businesses into tax collectors; it makes us even less competitive with New Hampshire; and ultimately takes more money out of the Maine economy and sends it to Augusta. This is the wrong time for a massive tax expansion. Vote YES on 1 to repeal it.
