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l. Introduction

The New Mexico tax rebate system. Study Order HP 1817 (see
Appendix A) directed the Committee on Taxation to study the New
Mexico tax rebate system. This rebate system is designed to lessen
for lower and middle income persons the overall regressivity of
the total state-local tax structure. It does this by calculating
the regressive burden, if any, of each individual tax and by then
establishing a single rebate formula that insures that no New
Mexico family or person below the poverty level - worker, elderly
or poor employed - will pay a greater share of taxes than a simi-
lar family or person whose income equals the poverty level. Al-
though it is a partial reimbursement for regressive taxes of all
types (property taxes, sales taxes, etc.), for convenience the
rebates are administered through the state income tax system.
Appendix B is a copy of LD 1613 from the 108th Legislature's
first regular session. This bill is a Maine version of the New
Mexico system and its Statement of Fact provides an additional
description of how the rebate system would work.

Tax structure reform. From a tax policy point of view, the
appeal of the New Mexico tax rebate system rests in the following
features:

1. It adopts a structural approach to tax reform: What is
the total burden of all our state taxes? How can the
total burden be most equitably distributed? The New
Mexico system does not try to alleviate the unfair bur-
den of only one state tax (e.g., the property tax) but
rather of all state taxes.

2. It's relatively simple administrative machinery; and

3. It's continuing statistical survey of Maine tax burdens.



Cost. L.D. 1613 estimated the initial cost of the rebate
system would be approximately $4.6 million. $60,000 of this was
to go to the continuing study needed to define the degree of re-
gressivity of each tax (see §7106 of L.D. 1613 for a description
of the necessary study).l/

2. Rebates versus credits

In some respects, the New Mexico tax rebate system can be
seen as an alternative to broad tax exemptions. While more com-
plex than exemptions, a rebate system is also much more accurate
in the way it provides tax relief. Under the tax rebate system
only persons with a poor ability to pay receive tax relief. That
such a tax rebate system is possible may be an important factor
in the committee's deliberations under the recently passed "sunset"
bill for all tax exemptions (see 36 MRSA c. 29). The sunset
mechanism offers an opportunity to consider at least a partial
switch from an exemption system to a tax rebate system. However, it
should be emphasized that New Mexico allows few tax exemptions.

For example, New Mexico levies a sales tax on food while Maine

does not. And it is Maine's exemption of food that results in
its sales tax losing most if not all of its regressive sting.

3. Committee's deliberations

The Committee on Taxation first became acquainted with the
New Mexico rebate system during the 108th's first regular session.
It received a lengthy presentation on the system from Dr. Gerald
Boyle, a professor at the University of New Mexico and the person
who originally designed the rebate system. The Maine version of
the rebate system (L.D. 1613) was withdrawn from consideration
and, in its stead, the Legislature ordered the Committee on Taxa-
tion to further study this issue before the next regular session.
Subsequently, the Committee has held three meetings on this matter.

Their inquiry focused on what was considered the initial
guestion that must be answered: 1Is there a need for a special
study to determine the different tax burdens carried by Maine
citizens?

This question needed answering because:

A. Such a study would be the basis of any New Mexico type
rebate schedule;

B. Such a study might indicate that a different form of
tax relief - or none at all - was the wider course.

4. Committee hearings

At the committee hearings testimony was provided by:

A. Carl Veazy
Senior Economist
Center for Research and Advanced Study
246 Deering Avenue
Portland, Maine 04102

1/ The committee's study this fall indicated $60,000 to be an in-
flated figure. See section 5 of this memo.
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The

A.

David Wihry

Chairman, Department of Economics

University of Maine at Orono
Orono, Maine 04473

Richard Dye
Department of Economics

Bowdoin College
Brunswick, Maine 04011

testimony of these three persons indicated:

that a comprehensive study of Maine tax burdens is in-
deed clearly needed; and

that the cost of such a study might cost as much as
$25,000. Such a study would include a survey among
Maine citizens to discover first hand their tax burdens.

5. Committee's conclusions and recommendations

The
A.

B'

committee concluded:
That a tax credit system similar to New Mexico's should
not be instituted in Maine at this time.

That the information currently available on Maine tax
burdens is not sufficiently current or detailed. (See
Appendix C for a summary of available Maine tax burden
information.)

That a study of Maine tax burdens would be a useful tool
with which to measure the effectiveness and need of:

(1) future tax reform plans, including a tax rebate sys=-
tem modeled on New Mexico's;

(2) requests for exemptions or credits.

That such a tax burden study might also assist the com-
mittee in its statutory obligation to periodically re-
view all tax exemptions and credits;

That such a study should include at least the following
information:

(1) How heavy is the burden of our various state taxes
on representative classes of Maine citizens (e.g.,
classes defined by income, property holdings, family
size, geographic location, cost of living);

(2) Mitigating effect of federal transfer payments or
aid programs on these various tax burdens; and

(3) Mitigating effect of federal taxes on these various
tax burdens (e.g., federal income tax breaks to low
income persons or the fact that upper income can
deduct state taxes from federal taxable income) .
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[The New Mexico mechanism] is a flexible one and offers attractive ad-
ministrative advantages. , , . Because the comprehensive credit condenses
many of the other tax credits currently being used by the states to reduce
regressivity (property tax, renters, food tax and sales tax credits) into a
single, efficient, easily administered formula, it has great promise for both
New Mexico and other governments that select this approach,

Another 1975 report, by the U.S, Advisory Commission on Intergovern-
mental Relations states:

Programs like the New Mexico [comprehensive tax rebate], if properly
funded and administered, are potentially the most powerful tools yet tried
for providing broad-based relief to low- and moderate-income families. . . .



APPENDIX C
MAINE TAX BURDENS

This Appendix is devoted to materials which show the burden
of Maine taxes. It contains the following materials:

l, Summary of Maine State and Local tax burdens

Compares Maine tax burdens with the burdens in other
states

2. Family tax burden differences among the States

A study which analyzes the burden of different personal
taxes on different sized families. It shows the speci-
fic degree of regressivity present in Maine family taxes

3. A short profile of Maine's poor

Attempts to describe the specific living conditions of
poor persons in Maine

4, Adjusted gross incomes of Maine taxpavyers

Shows the percentage of Maine citizens present in 32
different income brackets

5. Pechman and Okner study of national tax burdens

6. 1976-77 State-Local tax structure.



SUMMARY OF MAINE
STATE AND LOCAL TAX BURDENS
(Source: U.S. Department of Commerce)

1. State and Local Tax Collections Per $1,000, Personal Income for
Fiscal Years 1970-74

Year 1970 1971 1972 1973 1974

Maine: $126.44 127.45 141.68 142.36 149.07

Maine's rank in the nation: 3rd heaviest (in 1970 it was 12th)

2. Percentage of Personal Income Remaining After State and Local
Taxes, 1974

Maine: 86.98%: 46th heaviest in the nation

3. Per Capita Property Tax Collections, Fiscal Year 1974

Maine:$280.88, 8th heaviest in the nation

e,

4, Property Tax Collections Per $1,000 Personal Income, Fiscal Year 1974

Maine: $70.09, 2nd heaviest in the nation

5. Per Capita Sales Tax Collections, Fiscal Year 1974

Maine: $126.72, l6th heaviest in the nation

6. Sales Tax Collections Per $1,000 of Personal income,Fiscal Year 1974

Maine:$31.62, 10th heaviest in the nation

7. Per--Capita State Individual Income Tax Revenue,Fiscal Year 1974

Maine: $37.28, 38th heaviest in the nation

8. State Individual Income Tax Revenues Per $1,000 of Personal Income,
Fiscal Year 1974

Maine: $9.30, 38th heaviest in the nation



FAMILY TAX BURDENS

In 1975 Professor Stephen E. Lile of Western Kentucky Univer-
sity studied the regressivity of each state's personal taxes. His
results for Maine were: '

MAINE FAMILY TAX BURDENS, BY TYPE OF TAX '
. 1/ Percentage

Family of four Individual General Residential™ Motor Cigar- Total
(Adjusted Income Sales Property Vehicles ette Tax
gross income) State State Tax Burden
A. $ 5,000 $ 0 $ 89 $ 392 $ 133 $ 60 13.6%
B. 7,500 14 ‘ 118 525 133 60 11.5%
C. 10,000 39 144 574 133 60 9.7%
D. 17,500 228 211 980 199 60 9.2%
E. 25,000 674 250 1225 199 60 8.3%
F. 50,000 2788 363 2100 199 60 7.8%

This finding, that the poorest people in Maine pay the highest per-
centage of their income in taxes, is enforced by the State Planning
Office's conclusion that over the years 1967-1973 the Maine house-
hold in the top gquarter income brackets gained $600 more in constant
purchasing power than did the bottom 25%. See State Planning Office,
Profile of Poverty - Maine: A Data Source 5 (1975). This chart
does not reflect the recent 1ncrease 1in the state income tax. This
increase fell mainly on upper income taxpayers. However, it is im-
portant to remember that upper income persons, who usually itemize
their expenses for federal tax purposes, can deduct state taxes

from their federal taxable income. Thus, such tax increases are
considerably less onerous than they appear (e.g., a taxpayer in

the 50% federal tax bracket bears only 50% of any state increase).
The following is a .condensed version of Professor Lile's report
which was published in State Government (Winter, 1975):

1/ Property tax estimates are based on these income/house value
parings: $5,000/14,000; $7,500/$18,750; $10,000/$20,500; $17,500/
$35,000; $25,000/$43,750; $50,000/575,000.



& PROFILE
OF MAINE'S POOR

1. Introduction

It is very difficult to prepare a condensed, easy to grasp
picture of Maine's poor. Yet, some sort of understanding of their
lives is essential if the question of what is or is not a fair tax
burden is to be tackled.

Thus, the profile will attempt a general picture of Maine's
poor and then attempt to glimpse the reality of their lives by a
close examination of Maine housing conditions. Cost of housing
is crucial to the question of fair tax burdens. Property taxes
are one of the most onerous burden on Maine's poor. For example,
in 1974 Maine had the 2nd heaviest burden in the nation as to
property taxes per $1,000 of personal income ($70.09).

2., General profile of Maine's poor

The following three descriptions offer an insight into the
monetary condition of Maine's poor (see also this chapter analyses
of how many Mainer's are in each income bracket).

A. Income and Prices

This section provides information about household and personal incomes for Maine
"and its counties through Calendar Year 1973 and cost of living changes in the U.S. and
the Northeast through June 1974. Income data collected in the 1970 U.S. Census and
reported in earlier editions of Profile Of Poverty follow the more recent income and
price information. For income data related to specific topics see also EMPLOYMENT,
EDUCATION, SOCIAL PROGRAMS AND POTENTIAL CLIENTS, HOUSING and
CITIZEN OPINION.,

Incomes in Maine continue to lag behind those in the rest of New England and the
nation. Maine's per capita income was $400 less than the U.S. and $600 less than the
New England figures in 1960. These differentials had increosed by 1973 to $1,000 and
$1,100 respectively. Median after-tax household incomes in Maine, the U.S. and
New England were $8,600, $9,600 and $10,100 in 1973. One quarter of Maine house-
holds had after-tax incomes less than $5,330 while one quarter had incomes above
$13,070. This $7,700 difference between the top and bottom quarter was greater than the
1967 difference of $5,100. Even after taking inflation into account, the top quarter of
households gained $600 more in constant purchosing power than did the bottom 25%.
Median after-tax household incomes of counties varied from a low of $6,000 in Washington
County to a high of $9,600 in Cumberland.

Inflation has become a serious problem. Consumer prices rose an average of 47% in
the urban Northeast from 1967 to June 1974, Prices for food and housing, the biggest items
in the budgets of the poor, rose faster than other goods and services. U.S. Consumer prices
for heating fuel and gasoline, two other items for which the poor spend a proportionately
greater share of their incomes, rose by 114% and §7%. After taking into account those
increases, median income in Maine increased only $90 in purchasing power between 1967 and

1974, B -

= from Profile on Poverty In Maine
(1975)




B. Poverty incomes in Maine

Size of family unit Nonfarm family Farm family
1 §2,910 $2,550
2 3,930 3,360
3 4,890 4,170
4 5,850 4,980
5 6,810 ' 5,790
6 7,770 6,600

For fam%ly units with more than 6 members, add $960 for each additional
menber in a nonfarm family and $810 for each additional member in a farm
family.

= from Department of Labor (1977

C. Maine incomes by household

In analyzing the data, estimations to the general population, and
number of households have been made based on data presented to the Social
Science Research Institute by the State Planning Office and the Maine State
Housing Authority. These estimations are presented below:

TOTAL HOUSEHOLDS IN MAINE, 1975 391,029
Tenure: Homeowners 69.7% 223,757
Renters 22.7% 72,874

Mobile Homes 7.67% 24,398

Income: Low (S0 - $7,000) 32.2% 103,371
Medium ($7 - $15,000) 48 .47, 155,378

High ($15,000 +) 19.4%, 62,280

ESTIMATED TOTAL, POPULATION, 1975 1,026,000
Tncome: Low ($0 - $7,000) ' 32.2% 330,372
Medivm ($7 - $15,000) 48. 4%, 496,584

High ($15,000 +) 19.4%, 199,044

- from Maine Human Services Council
(1977)



3. Maine housing conditions

By looking closely at Maine housing condltlons, we can be-
gin to understand what it is like to be poor in Maine. First,
we examine a composite profile provided by the administrators of
Maine's Project Fuel:

PROJECT YTUEL TT
COMPOSITE PROYILE Of CLIENT SLERVED

The typical Prdject FUEL IT family had a male head of house-
hold between the ages éf 31 and 50 years of age with a wife and
1 or 2 children under 18. The family head was unemployed with the
family income under $5,000/year, and the family was receiving food
stamps. The family was living in their own home valued at less than
$5,000 and paid over $50/month for utilities.

The hogse had 5 rooms, incomplete plumbing, a basement founda-
tion and a central hot air furnace and/or stove whicﬁ burned fuel
oil. Over 1,200 gallon$ of fuel oil were burned during the previous
heating season (fall '74-8§pring '75) which translates to between
$400-5500 at the prevailing prices.

Project FUEL II provided approximately $75 worth of insulating

materials which required fewer than 10 hours for installation.

Next, for a more comprehensive picture, we turn to the House
Services Council 1977 report. Maine's Hidden Poor In Substandard

Hou51ng

HOUSING NEEDS IN MAINE

Serious Housing Maintenance Problems:

There are an estimated 122,633 (38.2 percent) households in Maine with
one or more serious home maintenance problems.l These problems include need
for roof repair, outside painting, the presence of dry rot, cracked basement
walls, defective heating systems and sagging buildings. Of those households
which have two or more home maintenance problems, 27,467 (46.5 percent) are
those with total family incomes of less than $7,000 compared with 25,577
(43.3 percent) whose total family incomes are between $7,000 and $15,000,
and 6,025 (10.2 percent) with total family incomes of $15,000 and above.



Generally, those households which have major maintenance problems have
had them for a long time. For instance, the present data show that:

* 42,954 (89.8 percent of) households needing insulation have had this
condition for 4 or more years:

* 18,472 (82.2 percent of) households having structural sags have had
these sags for 4 or more years;

* 12,759 (73.6 percent of) households having dry rot have had this
condltlon for 4 or more years;

* 7,494 (66.7 percent of) households with cracked basement walls have
had these conditions for & or more years;

* 8,411 (65.5 percent of) households with defective heating systems
have had this condition 4 or more years;

* 5,834 (46.6 percent of) households needing plumbing repair have had
the problem 4 or more years;

* 5,778 (40.0 percent of) households needing chimey repair have had
this problem 4 or more years;

* 8,270 (27.7 percent of) households needing roof repair have had the
problem for 4 or more years;

* 15,788 (26.3 percent of) households needing outside painting have had
the problem 4 or more years.

In sumary, for those in Maine who have serious home maintenance problems,
these problems have existed for long periods of time and are not simply
cosmetic or minor. In fact, the latter kinds of problems, including outside
painting and cracked windows, are problems existing for less time than major
structural problems.

Relationship of Income to Existence of Maintenance Problem:

The housing needs of Maine people are dramatically related to thelr
Incomes. As Table I indicates, home maintenance problems, both cosmetic
and major, are more likely to be found in low income households. The
reason low income people report not making necessary repairs is primarily
lack of financial means.

Existing housing problems are not evenly distirbuted among homeowners,
renters and apartment dwellers. The fewest number of housing concerns are
presented by mobile home dwellers; the greatest number by renters. These
data are affected, no doubt, by the fact that over 50 percent of mobile homes
in Maine have been purchased since 1971.2

* The percentage referred to represents the percentage of all house-
holds with this defect which have had it for four or more years.



Housing Problems Existing Four Years or More _

Broken Down by Income Group by Percent of the

Sample Having Problem Four or More Years and
Projected Number of Households

Projected Projected Projected

Housing Need Identified % of Sample Nurber of % of Sample Nurber of 7% of Sample Number of

by Income Group Under $7,000 Households $7,000-15,000 Households $15,000 + Households
*Walls Need Insulation 87.5% 17,969 84 . 8% 20,415 92.7% 4,908
*Sagging Building 85.0% 8,769 88.27% 7,978 60.0% 1,795
Heating System 72.0% 4,391 55.0% 2,478 75.0% 1,682
*Dry Rot 68.4% 6,664 80.0% 5,169 50.0% 576
**Basement Cracks 60.0% - 3,070 80.0% 1,733 100.0% 651
Plumbing 46.6% 3,324 49.07% 2,741 50.0% 374
*Chimney Repair 44 47, 2,248 38.5% 2,929 ——- 0
" Outside Painting 36.67% 10,064 19.3% 5,068 18.8% 1,698
Roof Repair 32.3% 5,309 21.47 2,893 20.07% 448
Windows Broken 22.2% 2,432 22.77, 2,001 -~ 0

*Mobile homes not included in tabulation.

*Mobile homes nor renters included in’ tabulatien.



Houses Lacking Basic Facilities:

lLow income people living in Maine are much more likely to lack the basic
facilities that are associated with standards of adequate housing than are

the general population.

For instance, over 7,236 low income households

(7.0 percent) do not have hot and cold ruming water compared with less than
2% of the remaining households in this state; another 3,825 low inccme house-
holds (3.7 percent) do not have flush toilets; 2,274 low income households

(2.2 percent) lack complete kitchens, including a range, water, and refrigerator

while no households with incomes of over $7,000 per year reported lacking

these facilities.

Central heat, a housing comfort expected by nearly all Maine residents,
is significantly less available in low income households where 17,056

(16.5 percent) do not have central heating.

In sum, comparing the responses of low income and the general population,
low income households are significantly less likely to have basic housing

facilities than the general population.

Table II.

These differences are presented in

Table II

Comparison of Housing lacking Basic Facilities Between
Homes Owned by Low Income People
and Homes Owned by Other Income Groups

Projected Total % General

% Low Income Households Not Populaticn Notl

Not: Having a Having Basic Having Basic
Housing Facility Lacked Basic Facility Facility Facilities
Couplete Kitchen 2.2 2,274 0.7
Flush Toilet 3.7 3,825 1.6

)

Hot and Cold Water 7.0 7,236 3.2
Central Heat 16.5 8.0

17,056




That low income houses are less likely to have basic facilities is
consistent with the fact that low income people live in the older houses

in Maine.

Costs of Housing in Maine:

The total ammual cost of housing in Maine, based upon cost of mortgage,

repairs and maintenance, taxes, heating, electricity and water and sewer
(not including insurance costs) amounts to $2,310 per year or $192.50 per

month.

Table III

Comparison of Economic Status
and Expenditures for Total Housing Costs

econoele Stacus
b Under $7,000 $15,000 and over
Nurber of Narber of - Number of

% of Sarple Households in | % of Saple Households in | % of Sarple Households in

in Each Expend- Each Expend- in Each Exoend- Each Expend- in Each Dpend- fach Expend-
Toeal Housing Costs | lture Group Lrurs Grouwp Llowre Grouwp itwe Growp lew=e Growp {ieure Crowp
Up to §1,599 7 41,1 42,483 20.7 32,163 15.4 9,391
81,600 co $2.30§ 30.5 31,528 22.9 35,382 20.9 13,017
§2,310 o §3,355 16.8 17,366 30.7 47,701 22.0 13,702
$3,356 and over 11.6 11,991 25.7 39,932 41.8 26,033
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Pechman and Okner Study
of the 1966 MERGE Data File

The most comprehensive, yet dated, study of tax burdens was
done by Pechman and Okner in the 1974 study, Who Bears the Tax
Burden (Brookings Institution). This study was unique 1in that it
was based on a 1966 data base, the MERGE computer file. The con-
plexity of estimating tax incidence (burden) is indicated by the
fact that Pechman and Okner felt compelled to use 8 different in-
cidence assumptions. The chart below is based on incidence (burden)
assumptions Variant lc and Variant 3b. Variant lc produced the most
progressive distribution of tax burdens; Variant 3b produced a
slightly regressive distribution. What are these incidence assump-
tions? Peckman and Okner explain:

The crucial factors in determining the degree of progressivity in
the tax system as a whole are the assumpnons made with respect to
the incidence of the corporation income tax and the property tax.
If it is assumed that these arc taxes on corporatu sggci}loldcrs and
owners of Bropcrty (Varmnt Ic), they are highly progressive. The
corporatlon mcome tax rises from about 2- pcrcent oT ificome at the
bottom of the incomc scale to almost 26 percent at the top; the
that half df_fﬁé corporation incorme fax i§ afax on consumptlon and
that the proper l_taxe_s_gg_}nrpprovements are taxes on shelter and
cansumption (Variant 3b), prorvrcsuxvfty v1rtually dlsappcar‘ Since
the ratio of total consumption and housing expenditures to annual
income falls as incomes rise, the burden of the corporation income
tax under Variant 3b is U-shaped, while the property tax is regressive
throughout the income scale. Together these two taxcs amount to
only 10.6 percent of income for families with incomes above
$1,000,000 under Variant 3b, as compared with a total of 35.8 per-

cent under lc.

£



TABLE 4-8, Effoctive Rates of Federal, Stale, and Local Taxes, by Type
of Tax, Varlants 1¢ end 3b, by Adjusted Family Income Class, 1966

Income elasses In thousands of dollars; tax rates in perecent

Personal
Indi- Corpo- Sales properly
Adjusted vidual rallon and and motor
family income  Income Properly  excise Payrall  vehicle Total
income fax fax fax faxoes taxes faxes fanes
Varlant Te
0-3 1.4 2.1 2.5" 9.4 2.9 0.4 18.7
3-5 3.1 2.2 2.7 7.4 4.6 0.4 20.4
5-10 5.8 1.8 2.0 6.5 6.1 0.4 22.6
10-15 7.6 1.6 1.7 5.0 5.8 0.3 22,8
15-20 8.7 2.0 2.0 5.2 5.0 0.3 23.2
20-28 9.2 3.0 2.6 4.6 4.3 0.2 24,0
25-30 9.3 4.6 37 4.0 3.3 0.2 25.1
30-50 104 5.8 4.5 34 2,2 0.1 26.4
50-100 13.4 8.8 6.2 24 0.7 0.1 35
100-500 15.3 16,5 8.2 1.3 0.3 0.1 41.8
500~1,000 14.1 23.0 9.6 1.1 0.1 0.2 48.0
1,000 and over 12,4 257 10.1 1.0 ° B 0.1 * 493
All clussas® 8.5 3.9 3.0 5.1 4.4 0.3 25,2
Verlant 3b

0-3 1.2 8.1 4.5 9.2 4.6 0.4 28,1
3-5 2.8 53 4.8 71 4.9 0.4 253
5-10 5.8 4.3 3.6 6.4 57 0.3 259
10-13 7.2 3.8 3.2 5.6 5.3 0.3 25.5
15~-20 8.2 3.8 3.2 54 4.7 0.3 253
20-23 91 4,0 i 4.6 4. 0.2 25.1
25-30 2.1 4.3 3.1 4,0 3.6 0.2 243
30-50 10.5 4.7 3.0 3.5 2.6 0.2 24.4
80-100 14,9 5.6 28 2.4 13 0.1 26.4
100-500 18,0 7.4 2.4 1.7 07 0.1 30.3
500-1,000 17.7 9.0 1.7 1.4 0.4 0.2 30.3
1,000 and ovor 16.6 9.8 0.8 1.3 0.3 0.2 29.0
All claszes® 8.4 4.4 34 5.0 4.4 0.3 25.9

Source: Computed from the 1966 MERGE dala file. For an explanation of the Incldence vurlunn, seo Table J |
Motes Vorant 1e is the mod prograssive and 3b the least pregrestive et of lacld
B this study,
® Lot thon 0.03 poercent,
b lagludes negative Incomet rod thown seporatety,

P
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Pechman and Okner explain the significance of this chart:

The individual income tax is distributed in the same way under
both sets of incidence assumptions. (Sce Table 3-1.) Revenue from
this source accounts for about one-third of all 1966 taxes, and this
obviously has an important influence on the distribution of tax bur-
dens. The individual income tax is prugrcssivc over virtually the
entire income scale, but it ‘becomes regressive at the very top. This
pattern reflects the fact that in the hlghcst income classes a rising
portion of total income as defined in this study is not subjcct to income
tax at enther thc fcdcr'll or the state level ¢ The mdxwdual income tax

- imposes the heaviest burden—15.3 percent of ad]usted family income
_under Variant ic and 18.0 percent under 3b-—on incomes between
$100,000 and $500,0G0. (Sce Table 4-8.)

The differences in the cffective rates of individual income tax at
the same income level are duc entirely to the different definitions of
income used in the two sets of assumptions. Under Variant 1c, the
corporation income tax and the property tax on improvements are
included in adjusted family incomes of stockholders and property
income recipients; under Variant 3b, half the corporation income tax
and the entirc property tax on improvements arc regarded as indirect
taxcs and are distributed among all family units in calculating ad-
justed family income.'” As a consequence, stockholders and property
income recipients have much higher adjusted family incomes under
Variant I¢ than under 3b, and the burden of the individual income
tax relative to incomes at the top of the income scale (where dividends
and other property incomes arc large) is reduced.

Sales and excise taxes are clearly regressive throughout the entire
income scale. They begin at over 9 percent of income at the bottom
and decline to about 1 percent at the top, reflecting the fact that the
proportion of famlly income spent on goods and scrvices subiject to
tax falls as income rises.

Payroll taxes are progressive for families with incomes up to about
the $10,000 level, where they reach a maximun of about 6 percent
and then become regressive. The progressivity of payroll taxes at the
lower end of the income scale reflects two facts: (1) a large propor-
tion of income received by very low-income units—mainly transfer
payments—is not subjcct to these taxes; and (2) many low-income
workers arc in jobs that arc not covered by the cmployment tax
system. Payroll taxes are regressive ubove $10,000 because they are
levied at a flat rate up to a maximum amount of annual taxable earn-
ings; above this level, the tax accounts for a declining percentage of
income. In Variant 3b half of the employer payroll tax is assumed to
be shiftcd to the consumer through higher prices. Thus the effective
payroll tax rate at the two ends of the distribution is increased as
compased with Variant Ic.

Personal property taxes (md motor vehicle Iiccnses are rcgrwsive
gressive in the higher classes. The effect of thcsétaxes on relative tax
burdens is small because they amount tono mon, th.m 0 4 percent of
income throughout the income scale.



1975-76 STATE - LOCAL TAX STRUCTURE*

Approximate
Percentage of
Tax Revenue Total Tax Revenue
Property:
State Property $ 132,139,539.15 19 ]
(includes Uniform Property
Tax - $120 million)
Municipal Property 100,935,944,00 ** 14 %
Municipal Auto Excise Tax 22,507,798.00 ** 3 %
Municipal Inventory & Livestock 12,595,344.00 ** 2 %
Spruce Budworm Tax 2,837,259.00 .2 %
Total Property Taxes $ 271,015,884.15 39 %
State Sales 151,335,808.52 22 %
Personal Income 1/ 52,266,430.03 7.3 %
Unemployment Compensation Tax 35,537,656.00 5 %
Corporate Income 32,642,106.92 5 %
Highway Fund 52,283,138.51 7.3 %
Alcoholic Beverage Operations 22,933,750.01 3 %
Motor Vehicle License & Registration 22,128,483.95 3 %
Cigarette 23,935,432.43 3.4 %
Others *** 37,369,389.26 5 %
Total: $ 701,448,079.73 100 %

* A1l figures from State Bureau of Taxation -~ Property Tax Division and
State Controller's Fisgcal 1975-76 computer data.

*%.1975 figures used as 1976 data unavailable.

*%% Other taxes include:

Inheritance $ 7,361,635.75
Milk taxes 509,528.98
Corporation Regulatory Taxes 516,532.19
Public Utility Taxes 10,282,860.86
Insurance Co. Taxes 8,369,557.92
Bank Taxes 211,470.16
Game License Taxes 91,893.01
Harness Racing Pari-Mutual 1,300,890.84
Service Oriented Licenses 2,053,916.07
Fishing & Game Licenses 4,649,401.75
Mis. License Fees 2,021,701.73

TOTAL: $ 37,369,389.26

1/ Due to an income tax increase by the 107th Legislature, in 1977

the personal income tax will be raising approximately$18 million

more than in 1975. If this increase is added to the tax mix, then

the relationship of our three broad based taxes is changed accordingly:
Total property taxes 38%
Personal income tax 10%
Sales tax 21%



STATE-~-MUNICIPAL TAX MIX
Fiscal Year 1976-77

1976-77 Percentage
Total of total tax revenues
revenues 1975-76% 1976~77%
1/
Property Taxes:
Property Assessments $ 246,060,871 2/ (332) (31%)
Auto Excise Taxes 26,561,258 é/
Inventory and Livestock Taxes 13,884,914 2/
Maine Tree Growth Tax 7,237,172
Spruce Budworm Tax 2,055,050
Total Property Taxes $ 295,799,265 39 % 37.3%
Sales Tax 169,664,878 22 % 21.3%
Individual Incame Tax 75,157,185 7.3% 9.4%
Corporate Income Tax 35,200,308 5 % 4.4%
Unemployment Conpensation Tax 42,728,233 5 % 5.3%
Gasoline & Other Highway Taxes 55,292,831 7.3% 6.9%
Motor Vehicle Registration and
Divers Licenses 23,042,851 3 % 2.9%
Cigarette Taxes 24,296,239 3.4% 3 %
Public Utilities Tax 12,027,254 1.4% 1.5%
Inheritance and Estate Taxes 8,040,815 1 % 1 %
Insurance Taxes 9,190,012 1.1% 1.1%
Inland Hunting,Fishing & Related Licenses 5,055,521 7% .6%
Commission on Pari~-Mutuel 1,242,450 .1% 1%
Other Taxes 3/ 7,067,148 .8%
- Total : $7792,702,406 4/
Total Operating FundTax Revenue Per Controller's Financial Report $ 482,292,337
Unemployment Compensation Tax (above) (42,728,233)
Net Income transferred from the Bureau of Alcoholic Beverages 25,545,295 (3.2% of
total)
Inspection and Other Services Fees 3, 352 111 (.4% of
total)
Total reported to U.S. Department of Commerce $ 468,461,510

"1/ 1976 assessment year
2/ Inclues money raised for municipal expenses (e.g., Unifomm Property Tax in support
~  of education).
3/ "Other taxes" includes the following levies:
Real Estate Transfer
Milk Taxes
Business Filing Taxes
Bank Taxes
Amisement Taxes
Miscellaneous Business Taxes & Licenses
Snowmobile Taxes
Potato Tax
Sardine Tax
Highway Permits
Motor Vehicle Inspections
Dog Licenses
Other Taxes and Licenses
4/  Total for 1975-76 was $701,448,079.73



