By: Albert A. DiMillo Jr., Retired Corporate Tax Director, CPA & Life-Long Democrat
Response to the “No Higher Taxes for Maine” (No on 1) Claims
The Group headed by Charles “Wick’ Johnson the so called “No Higher Taxes for Maine” group lists seven “Myths” about the Maine Tax Reform law LD 1495.  The following analyzes the so called “Myths” and shows that in fact all of the “myths” are actually factual and provide support why the law should be repealed. (YES on 1)
1. MYTH : Tax reform will not help low and middle income persons, or the elderly.
The website claims that “Tax reform directly benefits these populations. Low and middle income Mainers will see their OVERALL tax burden (including both sales and income taxes) drop by over 18%.  Senior citizens are rewarded with a special elderly credit, and those who may have little or no taxable income will receive cash back.”

The statement that low and middle income taxpayers will see an 18% tax decrease is blatantly false.  The Maine Revenue Services report on the impact of the law on Mainers for the year 2010 estimates the average net sales and income tax cut for taxpayers with income under $30,287 will be $36 or a 6.8% tax cut.  For middle income taxpayers with income from $30,287 to $73,581 the MRS report estimates a net tax cut of $59 or a 2.7% tax reduction.  However, because LD 1495 does not have inflation adjustments until 2014, while old law had inflation adjustments every year, the small tax cuts in 2010 for these low and middle income taxpayers will become a small tax increase by 2013, assuming a conservative 2.5% inflation factor in years 2011-2013.  Even the MRS report on the year 2013, which utilizes a less than the 2.5% inflation factor (which understates the impact of the loss of indexing) estimates that the average middleclass taxpayer will have no net tax savings.  The report estimates that taxpayers with income from $35,970 to $62,853 will have a net tax cut of $10 and taxpayers with income from $62,853 to $83,757 will have a net tax increase of $19.  The report also estimates that taxpayers with income from $35,970 - $350,810 will have a tax increase of $7.5 million or $22 each. 
It is true that there is a $60 tax credit for the elderly if you are single and over age 65.  The credit is $120, if you file a joint return and both spouses are over age $65.  However, the $60 credit is phased out by a 2% tax surcharge for single taxpayers with Maine adjusted gross income from $32,000- $35,000 if you are single or $55,000-$58,000 if you are married.  The elderly credit gives the majority of those over 65 a smaller tax benefit then they had under old Maine law.  The impact is that those over 65 are likely to have a tax increase in year 2010 and the increase grows through 2013, because of the lack of the inflation adjustment in LD 1495 until 2014. Single taxpayers over 65, who don’t itemize deductions and have Maine adjusted gross income of $20,000 - $30,000 will see a net tax increase in year 2010 of $30 - $70. By 2013 the numbers grow to tax increases of $67 - $177, assuming a 2.5% inflation in years 2011-2013.  Married taxpayers both over age 65 with Maine adjusted income of  $40,000 - $60,000, will have a net tax increase in year 2010 of $22 - $137.  By year 2013, that tax increase will grow to $145 - $293. A small group of the elderly with large itemized deduction for medical expenses will have tax increases in the thousands.

MRS estimates that at least 50% of low income taxpayers who currently don’t pay any income tax will only have a net tax decrease if they file a tax return to receive a $50 - $70 tax refund.  MRS estimates that at least 50% of these taxpayers will not file for the refunds, because of the small amount of the refund and the cost to file the return.  The MRS has budgeted $5.7 million in uncollected tax refunds from these low income taxpayers.
2. MYTH: Tax Reform is a give away to the rich.
The website claims that: “Tax Reform shares the benefits of reduced tax burden with people of every income group, so that every group sees their overall tax burden drop.  But the rich actually see a lower percentage decrease.  As a result, the new tax code is more “progressive” than the current code.”
The truth is the law is a give away to a very small group of very wealthy individuals and the tax system will become much less progressive. 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 accordingly, the adjusted net tax cut is $46.2 million. 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 a 12.4% tax cut, while all other taxpayers are receiving a $27 tax cut each or a 1.1% tax cut.
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.  
The MRS report for year 2013, which assumes a lower inflation factor in years 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.
It is clear that the facts illustrate that the new law does give vastly disproportional tax cuts to the rich and makes the tax system less progressive.
3). MYTH: Taxpayers will be hurt by tax reform’s elimination of personal exemptions and deductions.
The website claims: “Tax reform does eliminate exemptions and deduction, but replaces them with a smarter system that provides similar benefits using tax credits.  As a result, over 95% of Mainer taxpayers will see lower income taxes.”

The first statement that the credit system is a “smarter” system is very disingenuous.  The fact is when the new law was first being developed, the taxation committee wanted to try to export higher income taxes to non residents.  They wanted to allow deductions only to residents, but a Supreme Court case made it clear they could not limit itemized deductions to residents.  They then incorrectly thought, if they converted the itemized deductions to a credit system, they could allow the household credit for residents only and not have an unconstitutional law.  Unfortunately several state tax authorities have concluded that the law is still unconstitutional.  The result will be, if the law is not repealed, the state will face a constitutional challenge and will lose up to $25 million in budgeted tax revenue from non residents and part year residents.
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. To say it is a “smarter” system is laughable.  The system is much more complicated and much less transparent. 
The MRS year 2010 report on the estimated impact of LD 1495 on Maine taxpayers 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 fund the estimated income tax cut of $32.3 million ($5,952 each) for a group of 5,430 taxpayers with income over $316,958. 
The statement that 95% of taxpayers will see a income tax decrease is also not true, when one factors in the 125,000 low income taxpayers that the MRS estimates will not file for their tax refunds.  The actual number is about 75% and the amount of the average income tax decrease is very small.  In addition, one needs to remember that 100% of Mainers will have a sales tax increase, so one needs to look at the combined net tax cut or increase.
4). MYTH: Any savings in income taxes will be offset by increases in sales taxes.
The website claims that : The net impact of the tax reform is to lower the tax burden on Mainer residents by over $57 million a year.  Income taxes will be reduced far enough so that the vast majority of Mainers (88%) will have extra money in their pockets after any additional sales taxes are paid.
The revised MRS report for year 2010 estimates that the net income and sales tax cut would be $51.9 million, before adjusting for the $5.7 million of refunds it budgeted that would not be collected by low income taxpayers, because they will not file due to the small $50 to $70 tax refund and the cost to file a return.  Accordingly, the actual income and sales tax cut is reduced from $51.9 million to $46.2 million not the claimed $57.1 million.  As noted above, 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, so 99.3% of Mainers will have an average $27 net tax cut each or a 1.1% tax cut in year 2010.  Again as noted above, 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.  Accordingly, the majority of Mainer’s will average a net tax increase by 2013.

5). Myth: Tax reform is based on uncertain economic projections, and the numbers can’t be trusted.
The website claims that: “When Maine Revenue Services (MRS) analyzes possible changes to the income tax system, the computer model they use contains every Mainer’s individual income tax return; so the results are not hypothetical estimates based on broad assumptions, but actual numbers of how a proposal would affect each individual taxpayer.  Estimates of sales tax impacts are not quite so precise, but they are based on solid data of what Mainers of different income levels pay for goods and services.  With this level of detail, MRS can say with near certainty how Maine taxpayers will benefit.”
First, the data the MRS uses is year 2008 income tax data, so projecting 2010-2013 income is not very easy. This past summer, the MRS reports on the impact of the new law estimated the total income and sales tax under both the old law and the new law.  Late in 2009, the MRS revised their 2010 report.  In a span of less than 6 months the new numbers reduced the expected tax collections under both the old law and the new law by about $145- $147 million or decreases of about 7.3% - 7.4%.  The income tax revenue decreased by about 9.6% - 9.3% and the sales tax decreased by $4% - 3.7%.  The expected net tax cut to Mainers decreased by about $2 million or 3.6%.
As noted above the average tax cut projected in year 2010 for 99.3% of Mainers was only $27 or a 1% tax cut.  Based on the significant uncertainty noted in the above projection changes, the $27 tax cut would statistically be zero based on the level of uncertainty in the projections.  It is clear however, that a group of less than 5,000 taxpayers will have a more than $25 million net tax cut.

6). MYTH: Tax Reform will scare away visitors by increasing the meals and lodging tax.
The website claims that :  “After the increase, Maine’s meals and lodging tax will still be far below most destination locations and the New England average.  And there is no evidence that increasing this tax will reduce visitors. (One example: Vermont saw no impact when it raised its rate to 9% a few years ago.)  In addition, tax reform pumps an additional $4 million/year into tourism promotion, which is a proven way to increase business within the hospitability industry.”

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 some 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.  With regard to Vermont’s 9% tax rate, based on 2007 census data, Maine’s total state and local tax collections ranked the 7th highest among the 50 states and DC.  Vermont ranked 6th highest, so if Maine’s goal is to move up and pass  Vermont, then by all means lets increase the meals tax to get closer to Vermont or pass it.
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. 
7). MYTH: Tax reform was rushed through the Legislature.
The website claims that:  “Tax Reform has been one of the most carefully considered policy questions of the past year, with six legislative “work sessions” (when many bills get just one) and public forums held across the state.  Partisan critics cry that some changes to the bill (as proposed by the Governor) were added at the end without adequate time to review, but that criticism is purely political.  All but one of the changes involved additional tax relief, and the other change (which paid for this additional relief by lessening the tax reduction on persons making over $250,000/year) was immediately understandable.”
In early April of 2009, LD 1088 the original tax bill was drafted.  At the public hearings on the bill, 90% of those who testified at the taxation committee meeting were against the bill.  Those that supported the bill included a few economists who did not understand the income tax changes and only talked about the sales tax expansion and their opinion (not back up by any facts or evidence ) that this would reduce state revenue instability.  There was also a business owner who was in favor of the law, who clearly did not understand the details of the income tax changes.  Over the next several weeks, LD 1088 was revised to eliminate the inflation adjustments for the years 2010-2013 (these adjustments are critical to keep the income tax law progressive) and lowered the income levels at which taxpayers would be subject to the 1.5% tax surcharge (increases the marginal tax rate from 6.5% to 8.0%).  These changes increased the income taxes on middle income taxpayers by $20 million and made no changes to the taxes on the top 2% of income taxpayers.

 
Not one public hearing was held on the revised LD 1088 bill, and the Democratic controlled taxation committee refused to allow me to present facts about the changes to the committee despite the fact that I was invited to speak by the Republican members of the taxation committee.  The Democrats did not want any of the negative facts heard.  Two days later, the legislature voted along party lines to approve the bill.  Most the legislators admitted that they had no time to even read the bill, never mine understand the details. I tried on several occasions to meet with my South Portland representatives and Senator, to educate them on the bill, but they refused.   

 
Finally, the governor changed the revised LD 1088 by eliminating the sales tax on golf and skiing and eliminated the increased transfer tax on real estate transaction for homes sold for over $500,000.  All of these changes made the bill even less progressive.  
With regard to the public forums on the bill, I attended one of those forums and the slide show had numerous factual errors and most of those who attended were against the bill, so why have public input if you are going to just ignore it. With regard to “partisan critics”, I am a life-long Democrat and as such my bias would be a Democratic bias.  The proponents of this law have tried to frame the debate as if this is a Democrat vs. Republican issue.  It is not, as both the Green party and many informed Democrats are also against this poorly designed law. 

Albert A. DiMillo, Jr.

64 Colchester Drive

South Portland, Maine 04106

(207) 899-0165

aadimillo@yahoo.com

For additional facts on LD 1495 go to the Maine Democrats for Fair Tax Reform website at:

http://www.mainedemocratstaxreform.org
