The Fleecing of Maine, Part 4

LD1 and the Broken Promise of Tax Relief 

By Reps. David Trahan and Jon McKane

In 2004, with Maine verging on revolt over soaring property taxes, a worried Governor Baldacci attempted to appease the populace with a pledge. “I will lock the doors if the legislators try and leave without tax relief,” he declared.

To further undermine support for the then-upcoming Palesky tax-cap initiative, the governor announced a plan of his own and promised, “I’ll guarantee that additional state spending on education will result in property tax relief.”

These statements and many promises like them, combined with a high level propaganda campaign, assured an increasingly angry constituency that real tax relief was coming and that desperate measures were not necessary.

The Palesky tax cap initiative was easily defeated. But because of the tax cap initiative and because of the approval of the June 2004 MMA referendum requiring that 55 percent of education spending to be paid by the state, the governor also had to say that he “heard the voters’ wishes for tax relief” and was “going to make it happen.”

Last January, he brought forward a bill known as LD1. It went by an ungainly but descriptive name – “An Act to Increase the State Share of Education Costs, Reduce Property Taxes and Reduce Government Spending at all Levels.” 

After it passed the Legislature, with some modifications, LD1 was hailed by the press, the speaker of the House and the governor as “comprehensive tax relief” that was both “bold” and “historic.” Unfortunately, time has shown it to be weak, insignificant and unsuccessful.

There are five components to LD1: spending caps on all levels of government in the state; extra education funding; efficiency funding; an expanded homestead exemption; and an expanded “circuit breaker program.”

Spending caps were a true “first” in this state. But these caps were little more than symbolic. They could be tossed aside with a simple majority vote. That was the same process that existed before LD1. As detailed in part three of this series, “Enron Style Accounting Takes Control of State Budget”, the Legislature, using accounting gimmicks, exceeded its own spending cap.

Extra education funding from the state treasury came with one caveat – the money had to be used to reduce property taxes, as the voters had demanded. That was the centerpiece of the original LD1. But under pressure from education lobbyists, this key element of tax relief was removed, thus sabotaging the primary purpose of the entire bill. Instead of holding the line on spending, many town councils and school boards used the added cash to expand or enhance programs rather than reduce property taxes. In many places, property taxes actually went up after LD1.

The “efficiency fund” ($18 million) was part of the new Essential Programs and Services (EPS) school funding formula. This money was to be spent on grants to communities to encourage cooperation and regionalization of services. To date, not one dollar has been spent on this program.

The Homestead Exemption was a program that provided a tax exemption, paid for by the state, on the first $7,000 of value for every Maine homeowner. Under the current administration this has changed dramatically. In Governor Baldacci’s first year in office, the exemption was changed to a new tiered, sliding-scale system that saved the state – but cost property tax payers – around $5 million a year. 

The new Expanded Homestead Exemption was increased to $13,000 under LD1. Unfortunately, now only half of this amount, $6,500, is paid for by the state. The remaining $6,500 in mandated tax relief to home owners must be shouldered by municipal governments and simply results in a higher mill rate. This expansion of the Homestead Exemption will amount to a $35 million shift in property taxes to businesses and others that don’t qualify for the exemption.

The “circuit breaker” program was designed to help homeowners and renters whose property tax bill exceeded four percent of their income. The program was expanded by roughly $17 million a year under LD1, to $35 million. During a time of budget shortfalls, however, this “break” had to be paid for through tax increases, spending reductions or revenue shifts. Here are some of the ways the governor and his legislative allies came up with the money:

*$11.2 million by using gimmicks to take several large programs “off budget,” making state tax revenues appear lower than they were, (see part 3 of this series). That reduced municipal revenue sharing, based on the formula used to calculate the amount the state “shares” with cities and towns.

*$5 million by another one-time decrease in fiscal 2007 revenue sharing.

*$5 million from a delay in the statutory increase in revenue sharing.

*$10 million from restructuring the Homestead Exemption.

*$3 million - By increasing the Homestead Exemption and expanding the circuit breaker program which reduces the property tax exemption that can be claimed on an individual’s state income taxes, the state books an income tax windfall. (That’s right – you are paying higher income taxes because of your property tax break).

            *$4.8 million by cutting the regional efficiency fund.

*$5.5 million from delaying the Tree Growth Reimbursement property tax program.

*$1 million by delaying a veterans’ property tax relief program.

All told, the $35 million cost of the expanded circuit breaker program was more than covered by the $45.5 million in cuts and delays in existing property tax-related programs.

LD1 had the potential to provide tax relief, but it fell short in the implementation. The spending caps had no teeth. There was no requirement that an additional $250 million in education funding be used to reduce property taxes. The efficiency grants were not funded as intended. And, the expanded Homestead Exemption was only half-funded by the state and the rest was funded by the property tax payers themselves. 

Once again, Maine state government broke its promise to the people. 

Next week in the final article of this series we will address what we see are the inherent problems in our state government and some possible solutions.
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