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 (As revised based on 5/9/10 website claims)
The Group headed by Charles “Wick’ Johnson the so called “No Higher Taxes for Maine” group originally listed seven so called “Myths” about the Maine Tax Reform law LD 1495.  I responded to each of those seven claims. The group has now expanded their list to ten “Myths”. The following analyzes the so called “Myths” and shows that in fact all of the ten “myths” are actually factual and provide support why the law should be repealed.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%, according to analysis by Maine Revenue service.  Senior citizens are rewarded with a special elderly credit, and those who may have little or no taxable income will receive cash back. Contrary to one of the rumors being circulated, social security benefits will Not be taxed.”
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 original 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 $52,000-$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. 
I have never stated or heard anyone say LD 1495 changes the tax law related to the taxability of social security benefits.  If anyone claims that social security is taxed under LD 1495, they are incorrect.
2. MYTH: Tax Reform is a give away to the rich.
The website claims that: “Under the new law, each income group will pay essentially the same proportion of taxes as it does now. But because the resident tax burden will be lowered by $53 million, every group wins--whether low, middle, or upper income. Higher income people do receive more money back, because they pay more in taxes; but low and middle income people receive a larger percentage decrease. In fact, the resulting tax system is slightly more "progressive" than the current code. This means that low and middle income residents pay a lower proportion of the overall tax burden than they do now. (Not only is the overall tax burden lower, but low and middle income persons pay a lower proportion of that lower burden.)”
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 revised MRS report for year 2013, which assumes a lower inflation factor in years in 2011-2013, estimates that a group 4,787 taxpayers in the top 1 percent of Mainers with income over $340,859 will get a $34.3 million tax cut, while the other 99.3% of Maine taxpayers will have a net tax increase of $8.0 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 the law’s elimination of personal exemptions and deductions.

The website claims: “The new tax law replaces the old system of exemptions and deductions with a smarter system that provides similar benefits using a household credit. Taxpayers who have utilized standard deductions will take standard credits, whereas taxpayers who have utilized itemized deductions will take alternative credits that build off the amount of itemization on their federal returns. In most instances, the benefits that taxpayers receive under these new household credits will be greater than the benefits they received under the old system. Now, these new credits do phase out as incomes rise (so that a couple with two children filing jointly will not receive any credit once income exceeds about $250,000/year); but higher-income taxpayers will receive adequate benefit from the lower top tax rate that they generally do not need the credits to come out ahead. Overall, over 95 percent of Maine taxpayers will see LOWER income taxes, according to Maine Revenue Services.”
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 law is to lower the tax burden on Mainer residents by over $53 million a year. Income taxes will be reduced far enough so that the vast majority of Mainers (88 percent) 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 $53 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 Revenues 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 various goods and services. The resulting estimates are extremely accurate for the first year after the new tax code is implemented. Of course, the numbers are less accurate when MRS attempts to estimate the ongoing impact in 3 or 4 years (because MRS cannot predict with certainty what will happen with the economy); but that uncertainty is true of the current tax code as well.
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: The income tax benefit is temporary because the new credits are not automatically "indexed" until 2014.

The website states “NOTE: "Indexing" is an inflation adjustment that may be made to the personal exemption and standard deduction (in the case of the old tax code) or to the household credit (in the case of the new tax code this bill creates).”

The website claims:  “This is completely misleading. Opponents are assuming that indexing WILL occur under the old code and WILL NOT occur under the new code. Yet there is no guarantee that indexing will occur under the old code. (Indeed, it was suspended in 2009, because the state couldn't afford indexing given the sluggish economy.) Conversely, the tax reform law specifically outlines a process to enhance the credits before 2014, if there is growth in the economy. But beyond this, even if the credits aren't adjusted upwards before 2014, the vast majority of Mainers (92.5 percent) will still see an income tax cut in 2013.”

This is just another example of the proponent’s ignorance of Maine’s tax law and their total disregard of the facts. First under old Maine law the personal exemption has been fixed at $2,850 since 2001 and is not indexed. Second, the basic standard deduction in Maine is by law equal to the Federal standard deduction under Federal code section 63.  Because the Federal law has an inflation adjustment, the Maine standard deduction is increased each year, when the Federal amount increases. Third the most important indexing factor in the Maine law comes from the indexing of the tax brackets that the above comment does not even mention.  From 2002 to 2009, the tax brackets have been adjusted for inflation.  Without these adjustments the income tax system will become less progressive as more taxpayers would have been subject to the top marginal tax rate of 8.5%. For example in year 2002, a married taxpayer with one child (and did not itemize deductions) was taxed on their income in excess of $49,800 at 8.5%, with all income below that amount taxed at 0% - 7%.  By 2009, the same taxpayer would need income in excess of $58,400 to reach the 8.5% tax rate.  Under the old law, each of the tax brackets 2%, 4.5% and 7% are also indexed. 

The MRS reported that in year 2007, more than 43% of Maine taxpayers returns filed only reached the 4.5% tax bracket and that 63% of tax returns filed did not reach the 8.5% top rate. Overall all Mainers had an effective tax rate of 3.2% in year 2007.  Without indexing over the past seven years a much larger portion of Mainers would be subject to the 7% and 8.5 marginal tax rates and clearly indexing the brackets is the most important factor in keeping the old law progressive.
The statement that “there is no guarantee that indexing will occur under the old code. (Indeed, it was suspended in 2009, because the state couldn't afford indexing given the sluggish economy.)” is both false and misleading on several levels.  First, indexing was not suspended, a new law was enacted to raise $10.5 million in years after 2009 by reversing a portion of the 2009 inflation factor in years after 2009.  The 2010 tax rates tables for were mathematically reduced to arrive at an estimated $10.5 million tax increase.  Second, the proponents of LD 1495 again failed to understand the details of indexing and the impact on a progressive tax system.  The elimination of $10.5 million of the benefit of indexing has a much greater percentage impact on low and middle income taxpayers, then it has on high income taxpayers. The $10.5 million tax increase could have been raised by a .7% income tax surcharge so all income levels would pay their proportion share.  Instead the loss of indexing results in the average married taxpayer with incomes from $45,000-$60,000 will pay about two times their proportional share of the $10.5 million, while married taxpayers with incomes of $275,000 and $1,000,000, will pay only 23% and 5% of their proportional share respectively.
Finally, the proponents continued to make the false and misleading statement that 92.5% of Mainers will have an income tax cut in 2013.  First the 92.5% is actually 75%, when one includes the 125,000 low income taxpayers who currently don’t file a return and will not file to get their $50-$70 tax refund because it is too small or too costly to file.  Second because 100% of Mainers will have a sales tax increase, the MRS report for 2013 shows that only a small group of taxpayers will have a net tax cut.  The 2013 report shows that a group of 4,787 taxpayers with income over $340,859 will have a tax cut of $34.3 million, while the other 99.3% of Mainers will in total have a net tax increase of $8.0 million.
7). MYTH: Tax Reform will scare away visitors by increasing the meals and lodging tax.
The original 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.”
The revised website claims: “After the increase, Maine's meals and lodging tax will still be far below most destination locations and lower than our biggest competitors, New Hampshire and Vermont.” 
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.  As noted above the original website claim compared Maine to the New England average, then they changed that to VT & NH. This is just another example of how the proponents continue to change their story when they are showed that their statements are false. 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.  NH has no general sales tax or an income tax on wages, so when they needed to raise revenue they had very few sources to tap.  Last summer they raised their sales tax meals tax to 9%.  If the proponents think NH is the model to follow, then why not reduce the general sales tax in Maine to zero like NH.  This is just another example of how the proponents of LD 1495 pick a small group of states to try to make their case, but ignore the majority of the states.
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. 
8). 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. 
9). MYTH: Taxes will be expanded on 100 new items, which will put a drain on Maine's economy.
The website claims: “It is true that sales taxes will be expanded to several new categories of items that were previously tax-exempt (notably some amusements, recreations, and repairs services). NOTE: The expansion does NOT include items such as hair cuts or electrician services, as opponents have charged. All of the new sales taxes on Maine residents will total less than one-half of the amount of tax cuts that flow to Maine residents. Mainers will see a NET reduction in their overall tax burden of over $53 million AFTER any new sales taxes are paid. That's $53 million extra dollars flowing through Maine's economy. Plus, broadening the sales tax base reduces the volatility of Maine's revenues--which will in turn will help stabilize Maine's economy. The overall impact of this expansion on the economy will be positive.”
MRS estimated that in the first full year of LD 1495, the total new sales taxes raised will be $86 million, of which Mainers will pay $58 million or 67%, while the amount exported to non residents will be only $28 million or 33%.  As noted above, the $53 million net tax cut to Mainers is incorrect. As noted above, the MRS report estimates average tax cut projected in year 2010 for 99.3% of Mainers was only $27 or a 1% tax cut.  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.



The website claims: A few relevant details: Maine has one of the narrowest sales tax bases in the country. We tax only 24 of the 160 categories of items that are taxed nationally.
This statement is false on several levels.  First what they were referring to was a 2007 state tax survey and that Maine taxed only 24 services out of 160 services asked about in the survey. The same survey reveals that Maine taxes numerous items that are not taxed in many other states.  For example several states do not tax clothing or like Massachusetts, only tax the cost of individual clothing items on the cost in excess of $175 each. 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.  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.  Maine’s sales tax collections are already greater than the majority of states and the expansion under LD 1495 would make it worse.
The website claims : When the economy is robust, over one-third of all sales tax revenue comes from the sale of just two items--new cars and building supplies. When the economy is hurting, people aren't buying new cars or building new homes, and state revenues fall way off--just when the state needs revenue most. Reducing this volatility in revenue will enable the state to do better planning and prevent some drastic hits to the economy.
There is no evidence that increasing the sales tax base will reduce volatility in the state budget, this is only an unproven opinion.  In the past year, both income and sales taxes have dropped due to the poor economy.  But even if there is less volatility in sales taxes the planned expansion to new taxes on services will not have any significant impact because of the very minor amount of new taxes involved.  The MRS estimates in the first year that the new sales taxes on services will total $44 million.  The MRS report for year 2008 showed that total sales tax collections were about $1.5 billion and that total state and local tax collection were about $5.0 billion.  This $44 million represents only 3% of total sales taxes and 1% of total state & local taxes.  To conclude a 1% to 3% shift in tax collections can have any material impact on volatility is truly laughable.  If the goal was to expand the sales tax base, then why wasn’t there a plan to tax all services including accountants, lawyers and others and to eliminate the numerous tax exemptions.  The current 5% general sales tax rate could be reduced to less than 3% if all services were taxed and most exemptions were eliminated.  The answer is clear, the services that were chosen to tax was based on who had the weakest lobby and was purely political. 
The website claims: “The 100 or so items which will no longer remain exempt from sales taxes were carefully chosen to meet at least one of the following criteria: they must be either highly-exportable, discretionary, or counter-cyclical (reducing volatility that much more, because of what the item is). In addition, they are all consumer services, NOT business-to-business services. The vast majority of these taxes will be collected at businesses that already collect sales tax--so collection will not be a huge hassle.”
Once again this statement is far from truthful.  Among the new services subject to sales tax, auto repair services is by far the item that produces the greatest amount of new tax revenue. Clearly, auto repair services is not exportable as the vast majority will be paid by Mainers and clearly auto repairs is not a discretionary expense especially in a rural state like Maine.  Also the vast majority of other states do not tax auto repairs.
Based on the website statements above, the proponents need to explain why golf and skiing were excluded from the taxable amusements.  Clearly these are more exportable and more discretionary than other amusements like movies and attendance at sporting events.  Once again politics rather than good tax policy formed this tax law.
10). MYTH: The new tax law hurts business.

The website claims: The new law will help Maine businesses. Indeed, the primary goal of the tax overhaul is to create a smarter tax system that spurs economic development. About 90 percent of Maine businesses are sole-proprietorships, partnerships, or S-corps that pay income taxes through the individual income tax return. These businesses will benefit from the reduction in tax rates on their profits. 

As noted above in the response to Myth #3, the new tax system is not “smarter” and in fact the denial of the household credit to part year and non residents is unconstitutional and will create a $20-$25 million loss of revenue once the law is proven to be unconstitutional.  With regard to the tax cut for business, once again the facts prove that the new law will not reduce taxes for businesses, but will increase them.  The MRS reports for all years from 2010 to 2013 show that Maine’s most successful small businesses will have a tax increase.  The MRS report for the year 2013 shows that all income tax groups with income from $58,750 to $340,858 will average a net tax increase and in total, these taxpayers will have a net tax increase of $10.9 million.  It is true that  taxpayers with incomes over the $340,858 will have a tax reduction of $23.2 million, but less than 1% of Maine’s small businesses have profits in excess of the $340,858.
The website claims: Maine's top tax rate--which plays a huge role in business relocation and executive recruitment decisions--drops by 25 percent.
The truth is Maine’s top tax rate plays a very minor role in the decision for a business to relocate to Maine. The most important factors include labor rates, health care costs, utility costs, transportation access, vendor and supplier impacts, overall operating costs, non tax governmental and environmental factors and quality of life.  After these factors then taxes are considered, but property taxes and business sales taxes are more important than income taxes.  Finally, with Federal income taxes going to a top rate over 40%, Maine’s cut in the top tax rate from 8.5% to 6.85% is very small.
The website claims: Maine's capital gains tax rate--which plays a huge role in business investment--drops by 25 percent.
The truth is the Maine’s capital tax rate plays very little or no impact on business investment in Maine.  What does have some impact on investment in Maine is the tax law treatment for depreciation of assets.  Over the past several years the Federal law accelerated the depreciation write-offs for businesses to encourage purchase of new equipment.  Maine which normally follows the Federal law has passed legislation to not allow the Federal accelerated deduction. 

Finally, the proponents of LD 1495 are inconsistent in their opinion of how taxes impact business.  They claim that a very minor (less than 2% income tax cut) will spur economic activity, but down play the 5% to 8.5% increase in the cost of services and soft drinks.  They also don’t mention the $1.0 million in increased bank fees that businesses will have to pay on the $43 million in new sales taxes paid for with credit cards (assumes 50% of the $86 million in new sales taxes are paid with credit cards).  They also down play the new administrative costs for thousands of very small Maine businesses that will have to collect sales taxes and file sales tax returns for the first time.
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
