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November 17, 1975

The Honorable James B. Longley
Office of the Governor

State House

Augusta, Maine 04333

Dear Governor Longley:

The Tax Policy Committee has completed its deliberations and is pleased to submit for your
consideration some important interim and fundamental tax policy directions for the State of
Maine. The recommendations of the report represent a majority view of the Tax Policy Committee.

The Committee urges you to give careful study to all of the recommendations and welcomes
the opportunity to give you the benefit of the differing perspectives which the Committee shared
in arriving at its recommendations. We fully realize that (he report must stand the test of your
scrutiny, public review and ultimate action by the Legislature,

The Committee recognizes the pgreat difficultics in securing favorable action on tax reform
issues. We hope this report will stimulate the public support and leadership essential to the tax
reform needed in Maine,

hn L. Salisbury
Chairman
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AN IDEA WHOSE TIME HAS COME:
A TAX POLICY FOR THE STATE OF MAINE

Summary of Recommendations

Presented below is a summary of the Governot's Tax Policy Committee's recommendations, These

refornis cover five basic areas:

A.

B.

D.

Fundamental Reforms. These changes are the long-range goals of this report's Maine tax policy.

Financing Fundamental Reforms. The Committee does not recommend an increase in total State
taxes but rather a shifting of burdens within the present tax structures.

Interim Reforms. These changes are necessary only if the fundamental reforms are not attainable
in the near future. They are incremental reforms, "steps" that lead logically to the long-range
fundamental goals, '

Financing Interim Reforms. Again, the Committee does not recommend an increase in the total
State taxes but rather a shifting of burdens within the present tax structures.

Reforms in Administration, These reforms will result in greater administrative efficiency and will
aid in the elimination of unfair tax breaks.

Each of the committee's recommendations represents a majority but not necessarily unanimous
opinion of the members. Where views differed substantially, members have filed minority opinions included
in the appendix.



Fundamental Reforms 2

A. RECOMMENDATIONS FOR FUNDAMENTAL STRUCTURAL REFORMS

The Property Tax

The Municipal Property Tax Should be Reduced

The property tax is an increasingly heavy and unfair burden on the necessity of housing. Property
taxes should generally be restructured to more clearly reflect the costs of the services provided to property.
I is recommended (hat the cost of education and wellare be removed from the property taxes of Maine
citizens and the burden of these expenses be shifted to other broad based taxes within the State tax mix.
‘The remaining municipal property (axes (primarily service related) would continue to be collected by and
available for communities. This reform represents, on the average, an approximate 50% reduction in
ltaxes. See page 24.

Nonresidents Should Continue to Pay Their Equitable Share of Property Taxes

Consumption and property holdings are the prime measures of wealth that the State has for non-
residents. 10 is primarily through the property tax and sales tax that the State is able to tax nonresidents for
their fair share of State expenses. It is recommended that only residents be exempted from paying for
education and welfare through the property tax. This exemption will be administered through an income
tax credit. Of course residents would continue to pay the same share of education and welfare; but it will
be primarily through the more equitable income tax. See page 26.

Upon Acliieving a Primarily Service Related Municipal Property Tax,
Business Inventories Should be Taxed

When the municipal property tax burden is reduced to a level that in general reflects the specitic
services a municipality renders to all property within that municipality's limits, then it would be inconsistent
to- exempt business inventories from taxation. It is recommended that the exemption of business
inventories be repealed. hmproved information on inventory values should be provided to local assessors
by the State to more accurately reflect inventory values, See page 28.

A Local, Optional, Income Tax Should be Made Available to Municipalities

As property taxes would no longer be supporting education, it is reconimended that a local, optional,
income lax be made available to municipalities that with to make an additional tax effort in order to
improve educational quality. See page 29,

The Personal Income Tax

Tncrease the come Tax’s Share of the State Tax Mix

The income tax is the most cquitable of our major tax revenue sources yet it is by far the least
utilized. It is recommended that a large percentage of the cost of education and welfare be shifted from the
property tax to the personal income tax. See page 29,

Income Tax Equity Should be Improved

Various Federal IRS provisions, not present in the Maine personal income tax, increase the equity of
the tax as to determining each citizen's ability to pay. It is recommended that the following Federal
provisions be incorporated in the State personal incone tax:

a. Head of Household Schedule ($100,000 shift in burden);
b. Standard (includes low income allowance) deductions ($4.7 miltion shift);

¢. Retirement Income Credit ($208,500 shift in burden). See page 30.
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The Sales Tax

The Sales Tax Base Should be Expanded

The current Maine Sales Tax, because it exempts food and heating fuel, has lost most of its regressive-
ness, Still, in order to be a truly progressive tax,! the sales tax base should be expanded to include most
tangible goods and services. See page 31..

Sales Tax Should Become a Levy on Luxury Consumption

With a sales tax base that includes most consumption items - goods and services - it becomes possible
to convert the sales tax into a tax on luxury consumption. Along with the expanded base, an income tax
credit should be instituted which will return to each Maine citizen an amount which in whole or in part, is
reflective of a minimum consumption level, thus, any monies in excess of the credit paid out in sales taxes
by a citizen will to a greater degree reflect "luxury" consumption. See page 32.

! As used in this report, a tax is progressive il its rate increases as ability to pay increases;a tax is proportional if its rate

stays the same at all levels of ability to pay; a tax is regressive if the effect of its rate decreases as ability
to pay increases.
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B. FINANCING FUNDAMENTAL REFORMS

The Personal Income Tax

The personal income tax should be increased to assume approximately 61% of the $98.3 million
shifted burden. The present vertical progressivity of the (ax should be maintained or slightly improved in
the upper income brackets. Sucly an increase would place the income tax's share of State revenues at a
reasoniable 20-21%. See page 34.

Corporate lncome Tax

The dramatic reduction in property taxes will result in a significant drop in business tax levels. The
corporate income tax should assuime approximately 5% of the shifted burden. See page 35.

The Sales Tax

The sales tax base should be expanded to include most tangible goods and services with a credit
instituted, thereby converting the sales tax into a tax reflecting to a greater degree luxury consumption.
This expanded sales tax should assume approximately 14% of the shifted burden. See page 36.

Current State Property Related Services

It is recommended that the State transfer to the municipalities the cost of some property related
services currently provided by the State. See page 38.

Taxation of Inventories

With the conversion of the municipal property tax to a tax more closely reflective of the services
provided property, business inventories should again be taxed. This reform will eliminate the $11.5 million
still to be raised under 30 M.R.S.A,, § 5056 to reimburse municipalities for revenues lost when business
inventories were phased out from property taxes in 1973, (See page 38.) This cost avoidance
will represent approximately 15% of the shifted burden.

Real Estate Transfer Tax

Because the fundamental reform plan will lower property taxes, on the average, by 50%, it is
reasonable to increase the current real estate transfer tax formula. Property owners gain from such relief.
See page 38,

Domestic Insurance Premium Tax

The tax on domestic insurance companies should be raised to 2% of premiums and fund approximately
5% of the shifted burden. See page 39.
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C. RECOMMENDATIONS FOR INTERIM STRUCTURAL REFORMS

If fundamental reform is not at this time possible, the following "steps" or interim reforms should
be accomplished.

The Property Tax

Institute a General Property Tax “Circuit Breaker”

Until the fundamental reform of removing the cost of education and welfare from the property tax
burden is attainable, the committee recommends the interim step of adoption of a general property tax
circuil breaker with a $10 million expenditure limit. See page 40.

Reimburse Loss of Inventory Taxes Through Revenue Sharing Fornula

In 1977 when business inventories are completely exempt from the property tax, reimbursement
for lost tax revenues will continue indefinitely in an inconsistent and unjust manner. It is recommended
that the reimbursement method be repealed and an equivalent amount be distributed through the State
revenue sharing formula to all communities in Maine. See page 42.

Personal Income Tax

Income Tax Equity Should be Improved

Until the fundamental reform plan - the shift from property taxes to other broad based taxes - is
attainable, the Federal IRS provisions listed above should still be enacted as soon as possible. See
page 45:

a. Head of Household schedule;

b. Standard (includes low income allowance) deductions;

¢. Retirement income credit.
Sales Tax

The Sales Tax Rate Should be Lowered

Until the fundamental reform to sales taxes described above is attainable, the sales tax base should
still be expanded to include services and the rate reduced to a level that will generate equivalent revenues.
See page 45.
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D. FINANCING INTERIM REFORMS

Preferred Plan

A majority of the committee recommends that the total amount be funded from an increase in the
income tax. See page 46. If this proposal is not acceptable, the following options are suggested.

First Alternative

It is a possibility that the income tax could fund a portion of the reform with the remainder
(approximately $14 million) being taken from an expansion of the sales tax base with a corresponding
reduction of the sales tax rate to 4-1/2%. See page 46.

Second Alternative

It is also a possibility that interim reforms could be funded by $15 million income tax increase and
imposition of a service levy on inventories. This would eliminate the need for $11.5 million more in
inventory reimbursements to the municipalities. See page 47.

At the same time, it would be recommended that the current $3.5 million inventory property tax
reimbursement method be shifted to the present State-local revenue sharing fund. This would minimize the
slight increase in property taxes.
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I5. REFORMS IN ADMINISTRATION

Property Tax
Tree Growth, Open Space and Farm Land Provisions

As a Fundamental Change, I'arm Land, Open Space, and “Tree Growth”
Classifications Should he Repealed

Because the committee advocated the substantial reduction of properiy tax, and thus reducing
pressure on farm land, open space and "trec growth" owners to pay high taxes, and because effective land
use planning should be done through local zoning regulations and ot taxation, our recommendation is that
the farm land, open space, and "(ree growth" classifications based upon current use valuation be eliminated
in the future. See page 48,

Until Current Use Classifications of Farn Land, Open Space, and “Tree Growth” Are Repealed,
an Investigation and Adjustment in the “Tree Growth” Formula Appear to be Necessary

Due to time constraints, the committee was only able to conclude that the tree growth formula did
not adequately reflect the property's value. I is recommended that the Executive or Legislative branch
carry out further research into the tree growth formula, specifically as it relates to land values, stumpage
and growth rate factors, See page 49.

Until They are Repealed, Eliminate Unfair Tux Breaks From Farm Land, Open Space and
“Tree Growth” Classifications

a. Because the scller of any of the above properties realizes a tax break during his ownership of land
under current use classification, it is recommended that the seller, not the buyer, pay the recapture fee at
the time of sale of the property-that fee being equal to the taxes which would have been assessed if the
land had been assessed at its fair market value on the date of classification withdrawal or sale less the
amount of taxes actually paid plus interest, for the previous ten years (fifteen years for open space).

b. In the case of tree growth land, the above provision would go into effect when the Property Tax
Division has a necessary record of fair market valuations,

¢. Recapture should be instituted at either the time of ownership change or change in use. Sale of
property does not end a classification; only change in use would alter that.

d. To avoide mass transferrals rather than sales of property, a recapture tax should be levied on
transfer of property rights.

e. In order to eliminate the so called "gentleman farmer” from undeserved preferential treatment,
the committee recommends that farm land classification be defined on the basis of minimum production of
$100 gross income for one year on a tract containing al least ten contiguous acres, The present provision
that requires farm production for 3 of 5 calendar years would be eliminated. See page 50.

Institutional Property Tax Exemptions

It Should be Locally Optional Whether Exempt Properties Pay in Lieu Service Charges

Because of inequities involved in the exemption from taxation of institutional properties, it is
recommended that the legislative body in each municipality be given the option of levying an in lieu assess-
ment that would reflect the cost of services, excluding welfare and education, rendered by the community
to various classifications of property tax exempt non-profit institutions. See page 52.
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The classification of property upon which communities would vote to permit in lieu service charges
would be:

a. Church property (excluding houses of worship);

b. Hospital properties;

¢. Private colleges, universities, elementary and secondary schools;

d. All other non-profit tax exempt organizations.

State Should Pay Municipalities For Services Provided to State Owned Property

State owned property makes up a great percentage ol (ax exempt property in many municipalities,
thus denying them of substantial revenues. 1t is recommended that there be consistency in State in licu
assessments for service costs as recommended for other exempt institutions. An appropriation level should
be determined in order to reimburse municipalities for service provided to State owned tax exempt
property. See page 56.

Inheritance and Estate Taxes

“Death’ Taxes Should Be Based on the Federal System

a. It is recommended that the current inheritance and estate taxes be repealed and replaced by a
single estate tax based upon a percentage of the Federal taxable estate. The rates of such a tax would be
graduated upward to insure no loss in revenue,

b. The name of the "Inheritance Tax Division" should be changed to "Estate Tax Division."
¢. An estate tax rate should be adopted similar to the schedule attached in Appendix F. See page 57.
Income Tax

Nonresident Capital Gains Should be More Efficiently Collected

In order to facilitate better collection (and thus avoid evasion) of the tax on income made on the
sale of real estate by nonresidents, the committee recommends that the Bureau of Taxation collect that
tax at the point of sale. Sufficient resources should be provided the Bureau to accomplish this task. See
page 58.

Not Presently Advisable to Have Federal Collection of State Income Taxes

Because Federal collection of State income taxes would cause a lack of flexibility and stability on the
part of the State in determining its tax base, it is recommended that the so-called "piggyback" method of
tax collection not be adopted as a more administratively efficient manner of collecting State income tax.
See page 58,

Tax Shelters

No Tax Shelter Adjustments At This Time

The committee recommends that no current action be taken with respect to revision of Maine income
taxation affecting so-called tax sheltered investments, See page 60.

Unorganized Territory

The Unorganized Territory Should Pay the Uniform Tax For Education, And Be Taxed at a Rate
That Pays For the Other Services It Receives

A fairly detailed review of tax expenditures for services to the unorganized territory and the uniform
property tax for educational purposes shows that property owners of this part of the State are not paying
their fair share of taxes. The unorganized territory pays $6,262,145 in property taxes, yet receives
$2,037,430 more than that for services and education from the State. The committee recommends that the
Legislature adjust the State tax rale and tree growth formula so that the taxes in the unorganized territory
properly reflect services provided it and reflect revenues comparable to what the uniform education tax
would yield. See page 61.
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I

INTRODUCTION

"He (Holmes) did not have a curmudgeon's feelings about
his own taxes, A secretary who exclaimed, 'Don't you

hate to pay taxes. ' was rebuked with the hot response,
'No, young feller. T like to pay taxes. With them I buy
civilization,'"

Frankfurter, Mr. Justice
Holmes and the Supreme Court (1939)

Civilization. It is never an inexpensive goal. And in Maine, with its
low income levels, chronic unemployment, countless acres of land yet too
little industry,(l) it is a goal that cannot be realized without an unusually
heavy burden of taxation. In 1973, Maine citizens ranked seventh in the
country as to the percent of personal income which is paid for state and

local taxesq(z)

1. The 1973 Maine per capita income was $4,082., Maine consistently has
had one of the lowest per capita incomes in the country and the low-
est of the New England states. From 1970 through 197k, the State
average rate of unemployment was 6.6%, a significant increase over the
United States' average of 5.3%. See State Planning Office, Profile
of Poverty - Maine (1975). T

2. Total State and Local Taxes
as a Percent of Personal Income

(1963, 1968, 1973)

Taxes as Percent of National
Personal Income Percent Change Rank

1963 1968 1973  1963-1968  1968-1973 1968 1973
U.S., Average 9.0 10.8 172.9 12.5 19.4 - -
New England States
Connecticut 8.5 9.1 13.6 7.1 k9.5 46 11
Maine 10.2 10.5 1k.2 2.9 35.2 27 7
New Hampshire 9,0 9.1 11.0 1.1 20.9 W7 L2
Rhode Island 9.7 10.1 12.2 b1 20.8 31 27
Vermont 11.5 12.5 16.8 8.7 34k 6 2
Massachusetts 9.6 11.2 14,8 16.7 32.1 20 6

Source: U,S, Department of Commerce, Bureau of Census, Governmental Finances
in 1972-1973, Series GF73, No. 5, Table 2k, P, 50, and historical data.
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This report is not concerned with the issue of whether current State
tax revenues are, in the aggregate, too large or too meager. It does not
recommend that total taxes be increased. Rather, it urges reforms- both
structural and administrative- to the revenue system as it now exists,
with the hope of insuring that whatever revenues must be raised, they are
levied both equitably and efficiently.

Maine, as other States and cities, has operated for too long without
a long-range, publicly debated tax policy. This report seeks to start

that debate.
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CAUTION IN STATE - LOCAL EXPENDITURES

The assignment of this committee concerns only sources of revenue, not
how these revenues are expended. However, an important word of caution is
in order if all the benefits of tax reform suggested in this report are to
be retained for more than a few short years.

From 1963 to 1973 total state and locel expenditures increased more
than threefold. During the same period the Gross State Product (GSP), a measure
of total income generated in Maine, only a little more than doubled.
Simultaneously, that part of total Gross State Preduct going to the State-
local public sector has increased from slightly less than 11 percent of
GSP to in excess of 16 percent. See Table 11-1, page L.

A continuved imbalance in the growth of the Gross State Product and
State-~local expenditures would result in a deterioration of our tax base
as a source of sufficient revenues. Such an event could lead to a fiscal
crisis with both our State and municipal governments being even further

hampered in providing services.

The percentage of Maine personal income that is peid in State-local
taxes was the seventh highest in the nation.(3) Although the benefits of
the services provided by such an expansion are not to be underestimated,
it is important to note that five years ago Maine's rank was only‘27th.

Great prudence, then, should be exercised in further increasing the
public sector's percentage of the Gross State Product. Rather, the pfimary
focus should be on effectively allocating the limited tex resources Maine

_has and assuring the efficient expenditure of those tax dollars.




TABLE 11~1

PERCENTAGE
OF
GROWTH

350
325

300

275

225

200

175

160

GROWTH OF EXPENDITURES FOR  pxpenditure Caution /b

THE STATE OF MAINE AND
THE STATE AND LOCAL GOVERNMENTS COMBINED

COMPARED TO
GROSS STATE PRODUCT

4

STATE EXPENDITURES e==oc=e
STATE AND LOCAL EXPENDITURES ===+ c==o

GROSS STATE PRODUCT

V4
i
]
!
ll X
I_/ |
i/ |
[N :
D) ;
/ ?
/ |
i /|
. /’T '
/7 |
‘/,/”/ /
ST 7

100 -

YEARS 1962

1963

1964

1965
SOURCE: UNITED STATES DEPARTMENT OF COMMERCE, CENSUS OF GOVERNMENTS.

1966

1867

1968 1869 T 1970 1971

I FogmsT Resevve Bank of Boston (1975).

1972

1973



II1
STANDARDS FOR AN EQUITABLE AND EFFICIENT TAX STRUCTURE

The objectives of a sound tax structure are two: to ralse revenues
equitebly and to provide adequate funds to subsidize necessary services.
Tax policy should not be viewed primarily as an instrument of social
reform, nor should any tex mix result in severe economic dislocations for
any person or community. Therefore, the State of Maine's tax structure
should reflect the following characteristics. (For a general snalysis of

Maine's present tax system, see Appendix A.)

FEquity
An equitable tax structure is, most fundementally, one that reflects
each citizen's "ability to pay”e(5) This is measured by the degree of
vertical and horizontal equity present in the tax structure.
1. Horizontal equlty refers to equal treatment of equals; persons
In the same relevant financial circumstences should be texed the
same amount.,
2. Vertical equity refers to a tax rate that increases as & person's

or family's sbility to pay increases.

5. "Ability to pay taxes is the capacity of paying without undue hardship
on the part of the person paying or an unacceptable degree of inter-
ference with objectives that are considered socially important by other
members of the community. If A has more income then B, it seems reason-
able that A has a greater ability to pay taxes in the sense that the
payment of a given amount will hurt A less and will be less likely to
foree a cut in socially desirable consumption." @Goode, The Individual
Income Tax, 18(1964).
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Ideally, an equitable tax structure would result in persons paying
only what Lhey can afford; unfortunately the general effect of state and

local taxes has been negressive(6) vhen compared to federal taxes.

Competitive Business Climate

The State tax structure must be designed so as to meinteln a favorable
posture toward the business climate of competing states. While it is
generally accepted that tax differences among different locations are not
such a dominant factor in industriel development that they should be given
primary consideration in the formulation of tax policy, a tax structure
should not impede such development and it should, if possible, provide
some incentive for economic progress.(7) "Business climate" is perhaps a
too narrow concept, for surely any business location is also determined
by the quality of life that greets its workers, and it is State tax revenues that,
at least in part, provide such quality. A 1973 survey by the Federal Reserve
Bank of Boston showed that Maine's total '"tax climate index" matched
Massachusetts' index as the highest in New England. This was due hainly to
Maine's high property taxes and dbes not speak well for a competitive

business climate in Maine:

6. As used in this report, a tax is regressive if the effect of its rate
decreases as ability to pay increases; a tax is proportional if its
rate stays the same at all levels of ability to pay; a tex is progressive
if its rate increases as abllity to pay increases.

7. Advisory Committee on Business Taxation, Report to Governor Kenneth
M. Curtis, 2, 35 (1972).
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A COMPARISON OF THE LEVELS OF BUSINESS TAXES - 1973(8)

Collections &s a Percent of Income Originating in the Business Sector

Corporation Other Total
Net Income Property Business Unemployment '"Tax Climate
Taxes Taxes Taxes Compensation Index"
U,S, Average .9 1.9 .8 .8 Lo

New England States

Massachusetts 1.3 2.9 .5 1.3 6.0
Connecticut 1.2 2.1 1.1 1.0 5.5
Maine .5 3.2 1.0 1.3 6.0
New Hampshire .9 2.4 .6 .6 h.5
Rhode Island 1.1 2.0 1.1 1.3 5.5
Vermont 7 3.k .9 .9 5.9

Administrative Efficiency

Not only should the administrative costs of collection bear a reason-

able relation to the amount of revenues gained from any tax, but also the taxpayer

should not be heavily burdened by a too confusing or complex methqd of payment.

Stability and Flexibility

Meine's tax structure must strike a balance between a reliable revenue

8. Only the business portion of the property tax is included. The ap-
portioning of property was based upon the data in Census of Governments,
U.S. Bureau of the Census, 1967. Massachusetts' taxes have recently
been considerably increased.

Other business taxes include sales and gross receipts tax revenue on
insurance and public utilities as well as certain license tax revenues.

Sources: Survey of Current Business, No. 8, 197k, State Tex Collections
in 1973 Department of Commerce, Table 3, p. 7; Table Ik, p. 8; and Table
5, P 9. Governmental Finances in 1972-1973, Bureau of the Census,
Table 17, pp. 31-33.
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yield and the ability to respond to changing economic conditions.

These two principles are of profound significance for State govern-
ments. Maine, like many other states, finds itself periodical}y in a
financial crisis due to its inelastic tex structure. A specific tax is
income elastic if the natural growth in revenues from that tax is proportion-
ately greater or equal to growth in income. With a revenue elasticity of
1.0 the state-local public sector of the economy would meintaln the same
growth rate as the total economy. With elasticity of 1.2, growth in the
state-locel) sector would match the sutomatic growth in Natlonal government
tax receibts and thereby create a fiscal equilibrium within our federal
system.(g) Without some approximation of elasticity, s State is periodically
faced with a fiscal crisis: the economy grows, demand for state services
increases, yet revenues do not keep pace. Thus tax rates must be adjusted
upward. Even after the enactment of the highly elastic personal income
tax, Maine's total tax structure remains inelastic. 0Of the fifty states,

(10)

Maine ranked 12th from the bottom with an elasticity of .92. Why?

Primarily due to its extreme reliance on the very inelastic property tax.

Thus, the Legislature must often respond to the revenue needs of the moment

without fully anticipating the long range fiscal needs of the State.

9. An elasticity renking of 1.0 would mean a proportionate response of the
State tax structure to a 1% change in personal income, See Advisory
Commission on Intergovernmental Relations (ACIR), Federal-State-Local Finances:
Significant Features of Fiscal Federsalism, 3(1974). (hereinafter cited
as Features of Fiscal Federalism).

10. Id. at 52.
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Balanced Tax Structure

Finally, the above standards - equity, competitiveness, efficiency,
fiscal stability and flexibility - seem achievable only in a planned, rela-
tively balenced tax structure. To plece too great an emphasis on any single
State-local tax is to inevitably cause an extraordinary tax burden on soue
citizens. Maine's tax structure is not balanced; its current mix of taxes

is disproportionately weighted toward the property tax:

PRESENT TAX STRUCTURE (1974-75)

Millions Percent of Mix
Property $208.2 39.7%
Sales 137.8 26.3
Personal Income 43,8 8.k
Corporate Income 20.9 k.0
Other (11) 113.2 21.6

§523.9 100.0%

However, to simply impose a strictly balenced structure on Maine's
unique conditions would be to ignore the facts that Meine is a state of
low incomes, yet great landed wealth; a State which depends on the trade
of vacationers and expends great revenues to insure that the State is worth-
while to visit. Thus, this report will recommend steps by which a balanced
tax structure can be achieved while still reflecting the needs and resources

characteristic to Maine.

11. "Other" taxes include all undedicated revenues (alcohol, cigarettes,
aeronautical, and miscellaneous business) and the dedicated motor fuel
tax.
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AREAS OF NEEDED REFORM IN THE MAINE TAX STRUCTURE

Does tax reform mean an increase in the total texes raised by the State?
Not at all. Rather, achievement of the standards listed in Section III can be
realized in the Maine tax structure through the following general actions:

1. Designing a more balanced tax structure, one which is suitable to

' the characteristics of Maine and which places a greater emphasis

on the personal income tax and less on the property tax.

2. Refashioning our broad based taxes - income, sales and property -
so that each one taxes according to a citizen's ability to pay.

3. Implementing reforms in tex administration that assure more
accurate and efficient collection of texes.

Design of a More Balanced Tax Structure

In Maine the tax structure needs better balance: the property tax ac-
counts for nearly 40% of all State-locel revenues, while the income tax
accounts for only 8.4%. The property tax levies a burden on a necessity:

shelter. (See Appendix B, Who Pays the Local Property Tax?) Moreover,

the Census of (Governments date documents that as more and more public end

business property is exempted from the property tax, it increasingly be-
comes a tax on housing. In 1969 in Portlend, the property tax was estimated
at 30.2% of the total cost of shelteru(lg) Overall, this tax burden repre-

sents on the average 3.8% of a Maine citizen's income. This burden is the

12. Federal Reserve Bank of Boston, Options for Fiscal Structure Reform in
Massachusetts, 45(1975) (hereinafter cited as Options for Fiscael
Structure Reform).
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16th heaviest in the country.(13) These are reasons enough to explain why
the property tax is populaerly felt in this country to be the "least fair"
tax of all, federal or state, (14)

What happens when an unbalanced tax structure such as Maine's places
this burden on the necessity of housing? The following general results are,
by and large, agreed upon by fiscal experts:

1. "Such high property taxes inevitably discourage investment in
homes and home improvement and encourage spending on less heavily
taxed items as automobiles, boats, travel, and entertainment.
More importantly, in some low-income communities high property
taxes discourage investments in new ?Eastment houses, office
buildings and manufacturing plants,"(15

2. A heavy property tax w%l% magnify assessment mistakes, a deficiency
common to communities. {1 ) High value properties are of‘ten under-
assessed relative to low-cost res%de%ces. Where such varietions
occur the tax is made regressive. L7

13. Id. at 15. See also ACIR, Financing Schools and Property Tax Relief -
A State Responsibility, 35-42 (1973).

14. ACIR, Chenging Public Attitudes on Governments and Taxes, 9(1975)

15, 1Id. at 46, See slso New Jersey Tex Policy Committee, the Property Tax
{1972):" . ."Dr. Dick Netzer found that the property tax as now consti-
tuted is a deterrent to new housing and the maintenance of existing
homes and that it places a particular burden on low-income renters."
at 20. (hereinafter cited as New Jersey Tax Policy Committee).

16. The Governor and the 107th Legislature recognized this deficiency by
enacting into law L.D, 1917, & comprehensive reform of assessing
practices. The Statement of Fact defined this need: "The purpose of
this Act is to establish minimal assessing standards for Maine communities
that will insure by 1979 equitable assessing practices . . . ."

17. ACIR, Property Tax Circuit Breaker: Current Status and Policy Issues,
14(1975).
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3. A too heavy property tax means public services will be distributed
with great inequity. The poor of Van Buren or Portland, or any
of Maine's urban centers, will pay higher property taxes yet re-
ceive less services per dollar, Why? "The tax may be regressive
among jurisdictions as well as among individuals. If one. juris-
diction consists predominately of low-income famillies in low-cost
housing, while a second Jjurisdiction is characterized by higher-
income families living in higher-valued residences,; property tax
rates must be higher in the "poor" area in order to provide the
same level of services as in the "rich" jurisdiction, other things
being equal. The higher rates imposed on the low-income fam%%é?s
contribute to the overall regressivity of the property tax."

s, "Excessive property taxes have had an adverse effect upon environ-
mental quality. This stems largely from the unending search of
municipalities for tax ratables which is reflected in 'fiscal
zoning'. Such zoning contributes to misuse of land resources,
misdirected planning, and unnecessary pollution,"(19)

5. High property taxes drive more affluent residents to suburbs with
lower tax rates, leaving behind the poor and elderly in deteriora-
ting neighborhoods. (20

6. A high property tax 1s socially divisive because it encourages
"snob" zoning: !Communities which are primarily inhabited by
high-income people benefit by having lower tax rates because their
inhabitants live in expensive homes which create a substential
tax base. Thus the tax structure provides a built-in incentive
for communities to exclude medium and low income people by
zoning,"?gl)

18, Id.at 1k. See also Connecticut Conference of Mayors and Municipalities,
Property Taxpayers On the Ropes (197%): "Connecticut's property-
poorest cities and towns levy an average tax rate which is more than
twice the rate levied in the State's property richest. Yet, on average,
the State's property poorest cities and towns can raise less than one
quarter of the per capita tax yield raised in the property-rich
municipalities. The property poorest town is able to raise less than
one eighth of the per capita tax yield raised in the town with the
richest property tax base." at 3bL.

19. New Jersey Tax Policy Committee 19,

20. See Massachusetts Public Finence Project, The Rich Get Richer and
the Poor Pay Taxes, 27(1974).

21, Options for Fiscal Structure Reform 12.
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These socially damaging effects of a too burdensome property tax clearly
recommend that the property tax be made a smaller part of fhe State tax
structure. To what tax should the burden mainly be shifted? The answer is
equally clear: the personal income tax. Maine is 16th in the nation in
terms of property tax burden yet we are 38th in terms of income tax burdenu(ez)
The personsl income tex cen absorb most of this shifted burden.

Equitably the income tax is superior to our current property tax as a
means of measuring the average person's ability to pay (the income tax
reflects family size, the property tax does not) and, at only 8.4% of our
current tax mix, it is an extremely underutilized tax source. Specifically,
the Advisory Commission on Intergovernmental Relations (ACIR) in Washington
suggests that the individual income tax assume & 20-25% share of a State's tax

structure for the following reasons:

1. The personal income tax is & highly equitable tax, reflecting both
horizontal equity and verticel equity.

22, INDIVIDUAL INCOME TAX: 1973
As & Percent of As a8 Percent of
Personal Income Federal Tax Liability

Percent National Rank Percent National Rank

U,.S. Average 1.5 - 13.5 -
New England States

Maessachusetts 2.8 6 25,4 9
Connecticut .3 b1 3.1 28
Maine .8 37 9.1 38
New Hampshire 2 Lo 1.9 ho
Rhode Island 1.h4 22 16.2 18
Vermont 2.6 8 27.6 5

Source: State Tax Collections in 1973, Table 3, p. 7, Table 6, p. 10,
Preliminary Statistics of Income 1972, Individual Income Tax Returns,
Table 6, p. 25. Prepared by the Federal Reserve Bank of Boston (1975).
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2. The personal income tex responds well to economic growth, thereby
producing revenue system elasticity. Revenues will grow as the
iggzgzze%aggf and new services will not mean an automatic tex
Because Maine is g tourist state and revenue expenditures to accomodate
our visitors are significant, the role of the sales tax, which taxes the
consumption of both residents and visitorsf(gu) in the Maine tax structure
should be larger than the 20-25% that is also recommended by ACIR, Currently,
it is 76.3% of the tax mix and in Section V of this report the committee
will recommend a slight increase in this percentage.

While the shift of burden from the property tax to the personal income
tex, with slightly increased reliance on the sales tax, would produce the
more balasnced tax structure Maine needs, this reform is futile if the broad-

based texes that make up that structure do not reflect a person’'s ability to

pay .

23. Peatures of Fiscal Federalism 1-k,
The property tax lacks this ability to keep pace with economic growth.
This is one of the roots of towns' and cities' failure to provide neces-
sary services without increasing the property tax to an unfair level.
John Menario, Portland city menager, described the failings of the
property tax for the Commission on Maine's Future and made the following
points:

1. Portland has been operating on the same resource base -- property --
since 1820 and it is no longer sufficient;

2. Property tax initially meant a city would be wealthier if it

built tightly and as a result many cities were spoiled forever;

3. Industry and buildings, in the long run, only bring higher taxes;

in 1973 Portland had its greatest development year with $15 million in
new buildings. Today those buildings only produce $L60,000 in added
property tax revenue, not nearly enough to meet rising costs,

Menario's solution: increase State revenue sharing by returding ‘to
communities a percentage of the State income tax. See Sleeper,
"City Officials Eye Tax Reform", Portland Press Herald, 1, col. 1
(July 19, 1975).

24, In Maine, 13.8% of our total taxes is generated by tourists; 10.3%
is generated by out of State tourists. See Northeast Markets, Tourism
in Meine: Analysis and Recommendation, 69(1975).
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Refashioning Our Broad Based Taxes So That Persons Are Texed
According to Ability to Pay

The Property Teax

Is the property tax regressive in i1ts incidence? This question in
recent yeers has been heatedly debated. One camp of economists, the tradi-
tionalists, theorized that the burden of property texes on structures (i.e.
houses) was borne in proportion to consumption of such commodities and
therefore was regressive because consumption of housing looms much larger
in a poor person's budget. The other ceamp, the revisionists, offered a
new and more persuasive argument that while the above analysis may be true
for a given locality, when the property tax is viewed nationwide it is
generally borne by the holders of all capital. Since capital on the average
is more concentrated among high-income femilies than even income, the pro-
perty tax is progressive.(25)

Thus, while the theorists arguing for a progressive property tax seem
correct in their nationwide analysis, the practical burden in different
localitles wight mean an extraordinary property tax for low-income home-
owners and renters., Henry Aaron, the most persuasive of the new theorists,
admits that despite its over-all theoretical progressivity, some poor do

in fact pay more:

i

. even with respect to that portion of the tax levied on housing,
it (economic analysis) now suggests that the property tax is probably
progressive on the average, although some low income families may be ex-
posed to heavy burdens.ﬁ%Qé)

25. Aaron, Henry J., Who Pays the Property Tax?, 19-20 (1975) (hereinafter
cited as Who Pays the Property Tax?).

26, Id. at 2.
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Mr. Aaron further states that any progressive estimates should further be
tempered by realizing the regressive effect of the Federsl income tax on
homeowners and renters:
". . . property taxes paid by a homeowner are deductible even though
gross inputed income on his investment is not counted as part of his

income. Such deductibility makes a proportional or even a progressive

tax regressive to homeowners since the national Treasury pays a fract%gn
o}

of the property tax of all texpayers who itemize their deductions."(?

Therefore in considering whether or not our current property tax in
Maine, as it is administered in each locality, with different assessment
standards and different degrees of property wealth, is a superior method
of measuring ability to pay, it is important to look beyond the theoretical
argument of the revisionists and look at Maine's individual householders:

"It is possible to grent virtually all the points of the revisionists

and still maeintain that the residential component of the property tax

is very regressive indeed, provided one recognizes the pattern of tax

rate differentials in metropolitan areas, the associated geographic

distribution of renters and owners at various income levels and the

way in which assessments are actually done." (28

Therefore, this report will recommend in Section V that fundamental
municipal property tax reform be afforded through a reduction in rates.
Resident property tex payers will pay approximately for the services provided
them. At reduced rates the lightened property tax burden will more directly

correspond to each person's ability to pay. Regressive or progressive,

this relief is needed:

27. Id. at L7,

28, Netzer, Dick, "Is There Too Much Reliance on the Property Tax?", in
Property Tax Reform, 21(1973). See also Financing Schools and Property
Tax Relief - A State Responsibility, supra note 13 "If the property
tax burden falls on renters and consumers, it is regressive through-
out the entire income range. If it bears entirely on capital, it is
regressive up to the $10,000 - $15,000 income class and becomes pro-
gressive in the upper-income ranges.' at 31.
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"In a real sense the regressivity issue is something of a red herring . .
there would be & need for property tax relief even if the tax were
proportional - or even progressive - if the absolute level of the tax
worked & hardship on some persons. A reasonable analogy is the need

for exemptions to shield subsistence-leve% i?come under an income tax
that features sharply progressive rates," 29

The Personal Income Tax

Our State-local tax structure attempts, in the aggregate, to fairly
tax each citizen's ability to pay. The measures of this ability are a person's
wealth, consumption and income and no single tax can meet these measures
alone., Property taxes, for example,‘do not completely reflect a person's
accumulated wealth (e.g. stocks and bonds). Our present consumption taxes
do not distinguish between the different buyers of necessities, one who
pays with a $100 bill and the poorer person who can pay only in change or
food stamps. But of all the broad based taxes, the personal income tax is
the most responsive to each citizen's taxpaying capacity.(3o)
The personal income tax is the only member of ocur tex mix that can

accurately distinguid between the size of taxpaying families (through

29, Property Tex Circuit Breakers: Current Status snd Policy Issues,
supra note 17 at 16,

30. Goode, Richard, The Individual Income Tax (196k4):

"Income is an incomplete measure of the quantity of resources at the
disposal of a person since it does not teke account of wealth which also
represents command over resources . . o .

Nevertheless, wealth has a claim for consideration only as a supple-
mentary index of ability to pay. It does not rival income as the primary
index. The principal reason is that wealth, as usually defined,; does

not include the expectation of future income from personal effort . . .
it takes no account of economic resources of persons who depend on earn-
ings from personal services.'" at 21,
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personal exemptions) and the different income levels of families (through
the graduated rate). However, while the broad mechanism of the personal
income tax is a generally equitable source, its accuracy is further enhanced
by special rate tables (e.g. joint and single returns) and personal de-
ductions designed to make it a more efficient revenue source. Currently
Meine has lagged behind in the adoption of such means of increased accuracy

and 1in Section IX the committee will recommend reform,

The Sales Tax
Of our current taxes, the sales tax is in theory most regressive. How-
ever, Maine, by exempting food sold in the grocery store and fuel oil, has

removed, on the average, most of the regressiveness from its sales tax.(Bl)

31. Features of Fiscal Federalism 12, See also Vars, "Equity Trade-Offs

in Sales Taxation", National Tax Journal 657-58 (1975). Vars offers
the following sales tax equity analysis:

INDICES OF VERTICAL AND HORIZONTAL KQUITY UNDER ALTERNATIVE
RETAIL SALES TAXES
Indices of

Type of Retail Sales Tax Vertical Equity® Horizontal Equityf
Broad Based Tax

Including Food -0.15 2.54

Exempting Food -0.0k 1.94
Uniform Tax Credit on

Per Capita Basis? 0,02 1.75

Per Family BasisP 0.721 1.18
Vanishing Tax Credit Variable on

Income Per Capita® 0.82 0.89

Femily Income & Sized 1.02 0.61
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For reasons expressed above, the committee recommended expanding the
sales tax share of the State tax mix., This can be accomplished while also
improving the equity of the sales tax in general. How? By gradually trans-
forming the sales tax into a tax more reflective of luxury consumption.

A major deficiency in retail seles tax 1s its nearly exclusive application
to tangible commodities‘(32) Through exemptions of specific goods and the near
complete avoidance of taxation of services the sales tax base had eroded and
become a levy that weighs much heavier on the poor than eny other citizen class.
This regressivity can be alleviated by expanding the sales tax base and
instituting a credit(33) for minimal purchases. The tax then is converted

to a levy on luxury consumption.

31 Continued

$2.60 per capita.
b $8.60 per family.
€ For families with income less than $1,000, the credit equals $10.80 per
capita. For every additional $1,000 in family income the credit per
capita 1s reduced by $1.80 vanishing at incomes greater than $6,000,
The credit is the recently enacted New Mexico adoption adjusted to
equal the cost of an over-the-counter food exemption.
€ Vertical equity, in this enalysis, is defined as the difference between
the mean effective tax rate on families in the 5 highest and 5 lowest
income classes under each tax, divided by the mean effective tax rate
on 8ll families.
£ Horizontal equity requires equal treatment of equals (e.g. families
equal incomes and equal sizes,

If conditions in Maine match this analysis, then Maine's current sales tax is
somewhat horizontally progressive and slightly verticsally regressive,

32. Morgan, David, Retail Sales Tax, An Appraisal of New Issues (1964),
See also Features of Fiscal Federalism 3; Tax Foundation, State and
Local Sales Taxes 21, 63 (1970); ACIR, Fiscal Belance in the American
Federal System, 132 (1967); Shannon, John, 'Tax Relief For the Poor',
Proceedings of the National Tax Association, 1967, 557-596 (1968).

33. "Tax Relief For the Poor", supra note 32: "Recent tax credit innovations
on the State sales tax have almost squared the revenue circle - that of
maximizing consumer tax yields while minimizing the burden whic¢h these
levies impose on low income families. Until recently, only the costly
exemption approach was used to minimize regressivity of the general
sales tax." at 581. See Walters, Elsie, Tax Review, 71 (1970).



Reform Areas / 20

The tax credit would be administered through the State personal income

tax. Each citizen would be allowed to subtract from the amount of the income

taxes owed a sum reflective of sales taxes paid on a minimum standard of living.

Poor people who owed no income taxes would receive their credit directly from

the State.

amount .

The credit would be flat-rate--each citlzen receiving the same

For example, if it were determined that $25 per month of goods and

services (not including food, medicine, or medical services) represented a

minimum standard of living, then, at a 5% sales tax rate, a person's credit

for 12 months would be $15° Thus all other sales taxes pald -- those over $15—-

could be considered & tex on "luxury consumption.'

t

Even if the tax credit decided upon only partially reflected non-luxurious

consumption, the equity of the sales tax would still be significantly enhanced

because wealthier people will naturelly purchase every month considerably more

than a minimal amount of goods and services,

Thus, for the following reasons the committee will recommend in Section

VI to expand the sales tax base to include most services:

1.

Expenditures on services tend to rise as incomes rise, thus the
higher incomes bear the greater weight; therefore taxation of
services tends to make sales tax less regressive. Also ex-
penditures for services rise more rapidly with income than they
do for commodities, the yield of the taxes therefore adjusts more
exactly in terms of rising levels of economic activity. The in-
clusion of services in the sales tax base will increase the re-
sponsiveness (income elasticity) of the tax to changing economic
activity, particularly where the long run trend for growth is
gross state income. Taxing services would postively affect
progressivity of the tax.
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2. Under the philosophy that sales taxes should cover as broad a base
of consumer expenditures as possible, with exemption only when
specifically justified, the tax should apply to services as well as
commodities, since both categories satisfy personal wants. A
haircut, concert, or plane ride satisfy personal desires in the
same manner as does an automobile, new suit, or piano. If tangibles
are taxed and services are excluded from the base, then the sales
tax discriminated against individuals whose tastes run to goods as
opposed to ones who prefer services., There is no economic feature
of most services that warrants their exclusion from taxation. To
tax goods but not services distorts the allocation of consumer
dollars in favor of services,

3. A number of services (e.g. repalrs) are rendered in conjunction
with the sale of taxable commodities. Compliance and asdministration
are far simpler if the entire charge is taxable than if & separa-
tion between service and commodity is necessary. Compliance costs
would be reduced for businesses presently providing both goods and
services. Problems in separating tengibles from services would be
eliminated. Taxing services facilitates administration and lowers
the costs of sales tax.

b, Increased revenues might eventually allow a reduction in sales taex
(services share of the economy has increased drametically). As we
become more urbanized, we can expect the services sector to grow.

From 1960-1968, spending for services rose by 6%, a rﬁ%e higher than
for commodities (60%). Yet services are not taxed, (3
Further, the committee will recommend that with this base expansion, a
flat rate(35) credit be instituted that will represent, in whole or in part, taxes

on that portion of consumption that is not luxurious. Because this expansion

of the sales tax base will produce, at a conservative estimate, approximately

34. State and Local Sales Taxes, supra note 32 at 23.

35. An example of a flat rate credit is Massachusetts' $4 for each tax-
payer, $i for spouse and $8 for each qualified dependent. See Chap. 62
(Sec. 6b added by ch. 14, Acts 1966). Vermont has a variable rate
credit, based on income and exemptions. See H,B, 125, Laws 1969; Chap.
152, Sec. 5829, New Mexico has a generalmisw income tax credit that
takes into account all state and local taxes paid by residents and is
designed so that femilies below the U.,S. poverty level have a total
tax hurden after credit equal to that of a family at the poverty level.
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$29 million in new revenues, (36) the cost of the tax credit is easily assumed.
Appendix C details the equities inv-lved in taxing specific services. For
example, the burdens imposed by texing services such as medical care would not

seem acceptable.

The above reform of the sales tax into a levy on luxury consumption -
an expanded tax base with a flat credit - produces greaster revenues in a
far more equitable manner.

Finally, implicit in recommending that the sales tax base be expanded to
include most tangible goods and services is recognition of the fact that
sales tax exemptlions have proliferated in recent years and are rarely re=
viewed by the Legislature to insure they are still needed. Once exemptions
are introduced, interest groups feel free to press for even more, thus
leading to a severely eroded sales tax base. A sales tax credit, rather than

ever-expanding exemptions, is & more fiscally sound approach to tax relief.

36. This estimate is based on statistics from the Maine Buresu of Taxation,
the Meine State Planning Office and the ESCO 1972 report, State of Maine
Government Finances Relief and Reform (1973-1975). The total does
not include revenues from a sales tax base including grocery store food
and fuel oil or other present sales tax exemptions,
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Implementing Reforms in Administration
For Greater Efficiency and Elimination of Unfalr Tax Breaks

The committee will also recommend, in Section VII, reforms that can be
made stetutorily or through & change in regulations. These reforms, unlike
those above, will not cause a significant shift between Meine citizens in
tax burdens but will increase the equity of specific tax measures. Tax
legislation is often unpredictable in its market effect. How the consumer
or investor will respond to a new tax levy is at best an uncertain science

and such "reforms" in administration are periodically necessary.
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TAX POLICY FOR FUNDAMENTAL REFORM
"To tex and to please, no more

than to love and be wise, is not
given to man,"

-~ Edmund Burke

No tax exists that pleases. Though these reforms will not increase
total tax revenues, burdens will indeed be shifted, both within the tax
structure as a whole - from the property tax to the personal income tax and,
'slightly, the sales tax - and also within individual taxes. The goal: to more
properly reflect ability to pay.

How specifically will this more equitable and efficient tax structure
be accomplished? The committee is well aware that the fundamental structural
reforms this report calls for are dependent on the political process. They
are aware that the arguments presented in this report might not immediately
be accepted in full. Voters might agree that, yes, change is necessary, but
must we go this far at once?

Therefore, two separate structural reform plans are presented. The first
will detail the fundamental reform goals the committee feels are essential,
the second will offer interim reforms, steps that lead logically to the
fundamental changes necessary.

Recommendations For Fundamental Structural Reforms

The Property Tax

1. The Municipal Property Tax
Should be Reduced.

The property tax is an increasingly heavy and unfair burden
on the necessity of housing. Property taxes should generally
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be restructured to more clearly reflect the costs of the
services provided to property. It is recommended that
the cost of education and welfare be removed from the
property taxes of Maine citizens and the burden of these
expenses be shifted to other broad based taxes within
the State tax mix. The remsining municipal property
taxes (primarily service related) would continue to be
collected at the local level for local use., Thls reform
represents, on the average, an approximate 50% reduction
in property taxes.

It is fundemental to any discussion of tax reform to realize that the
State is as constitutionally responsible for taxes assesed by municipalities
as it is for those it assesses itself. The State has both the authority and
obligation to remove inequities in local texation as well as State taxation,
As argued above in Section IV, pages 10 to 13, the current wmunicipal property
tax burden is too heavy on many people and & poor reflection of each citi-
zen's ability to pay. It should be reduced to a level generally reflective
of the services provided to the property in each municipality. This is
accomplished by removing the cost of education and welfare from the property
tax revenues, thereby producing, on the average, an approximate 504 reduc-
tion in property taxes. These expenses, education and welfare, have little
relation to local property wealth, and both programs are more equitably
funded when their costs are assumed by other broad based taxes,

The remaining municipal property tax - reflecting generally the cost
of property related services - would be free to handle only essential muni-

cipal needs. However, with such property tax relief will also come the




37.
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temptation at the local level to raise taxes for non-urgent services. (37)

The committee would therefore furthur recommend that for the first fiscal
year following property tax relief there be imposed stringent rules on
local budget and tax levies so that citizens would at least once be aware
of their reduction in taxes. Without such awareness, "local control"
seems a empty slogan.
What are the mechanics of this property tax reduction? In order

to insure that non-resident property owners pay thelr fair share of State
expenses, the property tex relief will be given residents in the form
of an income tax credit.

2. Non-residents should

continue to pay their

equitable share of property
taxes.

Consumption and property holdings are the prime measures of wealth that
the 8tate has for non-residents. It is primarily through the pro-

perty tax and sales tax that the State is able to tax non-residents

for their fair share of State expenses. It is recommended that

only residents be exempted from paying for education and welfare
through the property tax., This exemption will be administered through
an income tax credit. Of course residents would continue to pay

the same share of education and welfare; but it will be primarily
through the more equitable income tax.

Finencing Schools and Property Tax Relief - A State Responsibility,
supra note 13: ".... before the relief program is enacted, a State must
clarify its objectives to guarantee property tax relief by putting
shackles on local government fiscal powers; or to allow local govern-
ments to take advantage of the opportunity and use up psrt or all of
their new-found property tax capacity." at 86.




Fundamental Reforms/ 27

Specificaelly, the State through the municipalities would assess a pro-
perty tax on all owners of presently tangible property located in the State.
This levy would cover approximately the entire education and welfare costs
now borne by all property owners. The tax would be payable to the State
and due on the income tax return due date, or April 15 if no income tax
return is due. Those exempt would 'pay' the tax by the mere attaching of a
copy of the tex bill to their tax return. Those partially exempt would pay
the non-exempt portion at that time. Renters (lessees) who were State
residents would receive an income tex credit or refund to the extent they
are exempt. Lessors would be required to notify resident lessees of their
proportionate share of the State education-welfare property tex assessed on
their leased property.

The resident property owners who would be exempt from that part of the
property tax to provide for education and welfare are:

1. Owners of residential property and all other non-business property of a
citizen living in Maine (&as defined in Maine income tax law).

2. Inventories and stock in trade.

3.  Other business property (except leased rental property) to the
extent of the ratio-of Maine payrolls and Maine property to total
payroll and total property. A business whose only business acti-
vity outside the State is sales would be totally exempt.

L, Statutorily exempt property (hospitals, schools, etc,)

For non-resident individuals or businesses, current property taxes will

not decrease or increase because of these recommended reforms. (38)

38. The only exception would be non-resident property subject to the "tree
growth" valuation provisions. See 36 MRSA § 578, subsection 1.
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3. Upon echieving a primarily service related
municipal property tax, business
inventories should be taxed,

When the municipal property tax burden is reduced to a level

that, in general, reflects the specific services a municipality
renders to all property within that municipeality's limits,

then it would be inconsistent to exempt business inventories

from taxation. It is recommended that the exemption of business
inventories be repealed. Improved information on inventory values
should be provided locel assessors by the State to more accurately
reflect inventory values.

In general, properties that receive a large percentage of a municipality's
services - police protection, fire protection, etc. - are business inventories.
The present law(39) by 1977 will totally exempt four categories of business
inventories: industrial inventories, stock in trade, agricultural produce
and forest products and livestock, including fowl. With municipal property
taxes reduced to reflect more closely the cost of services rendered, it becomes
practical and important to reinstitute inventory texation. Any property that
receives services should be taxed.

Recognizing that in the past it has been difficult to administer this tax, |
the committee recommends that the Maine corporate and personal income tax forms
reflect the average annual inventory data required for the Federal tax, and that
the State provide this data to local assessors. This reform, coupled with the
lower tax burden, would prevent most serious inequities,

Other possible administrative reforms would be:

a. It is suggested that the sales tax division assess inventory
values in communities and then the communities could bill and
collect the service charge from these inventories,

39. See 30 MRSA 8 5056.
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b. If the inventory tax were to be reinstated, uniform and predictable
valuation standards such as an audit appraisal method should be
considered.

b, A local, optional, income
tax should be made available
to the municipalities,

As property taxes would no longer be supporting education,
it is recommended that a local, optional, income tax be
provided municipalities who wish to make an additional tax
effort in order to improve educational quality.

Some communities desire to raise locally additional tax monies for the
enhancement of the educational quality of their schools. The committee
believes this tax effort should be restricted to the most equitable revenue
source ~ the personal income tax,

The community would set a tex rate, limited to a percentage of its
Maine income tex liability. The maximum dollar amount collected would be
limited to a percentage of the State educational grant to that community.

ACIR, which cautiously recommends local tax levies, believes the follew-

ing safeguards are necessarygho)
1, A uniform local tax base which conforms to that of the State;
2. State administration and collection of the tax.

The Personal Income Tax

1. Increase the income tax's
share of the State tax mix.

40, ACIR, Locel Revenue Diversification: Income, Sales Taxes and User Charges,

2-3 (197k4).
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The income tax is the most equiteble of our major tax
revenue sources, yet it is by far the least utilized.
It is recommended that a large percentage of the cost
of educstion and welfare be shifted from the property
tax to the personal income tax.

As described above in Section IV, page 17, the personal income tax
is the most equitable, both horizontally and vertically, yet it represents
only 8.4% of our current state tex mix. Rather, it should assume a greater
percentage of its present share of the tax mix. -

This should be accomplished, in general, by maintaining the same degree
of relative progressivity and perhaps by adding more income rate levels above
the $15,000 or $20,000 adjusted gross income level.

It must be noted that an income tax increase should not be so high as
to lessen iniative, reduce incentive, or force people to relocate.

Finally, as discussed in Section IV, page 13, an increased income tax would
not only make our tax structure more equitable, but it would improve its income
elasticity, thereby making the State revenue system more responsive to
changing economic conditions.

2, Income tax equity
should be improved.

Various Federal IRS provisions, not present in the Maine
personal income tax, increase the equity of the tax as to
determining each citizen's ability to pay. It is recom-
mended that the following Federal provisions be incor-
porated in the State personal income tax:

A. Head of Household Schedule ($100,000 shift in burden);

B. Standerd deductions (includes low income a)lowance)
($4.7 million shift);

C. Retirement Income Credit ($208,500 shift in burden).
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Specifically, these Federal provisions are:

1. The Head of Household rates are about half way between the joint
and single rates. A head of household is an unmarried person who
is nonetheless maintaining a residence for a close dependent
(e.g. a father or mother). This recommendation will necessitate
an approximately $100,000 shift in tax burdens within the current
tax structure.

2. The Standard Deduction is a flat amount which can be taken in lieu
of itemized deductions of the individual taxpayer. There are two
kinds: the percentage standard deduction and the low income
allowance, The shift in burdens: approximately $4.7 million.

3. The Retirement Income Credit is designed to give those who have
retirement income, but do not receive tax-exempt social security
or similar types of tax-exempt benefit payments, a tax exemption
approximately the same as that received by social security bene-
ficiaries. The shift in burdens: approximately $208,500,

How will these shifted burdens be absorbed? Primarily through an

increased personal income tax rate but also slightly by an expanded sales

tax base,

The Sales Tax

1. "The sales tax base
should be expanded.

The current Meine Sales Tax, because it exempts food and
heating fuel, has lost most of its regressiveness. Still,
in order to be a truly progressive tax, the sales tax base
should be expanded to include most tangible goods and
services,

By expanding the base, the sales tax will increase its share of the
State tax mix. This will insure that visitors pay their fair share of the
State's expenses and will produce a baleanced tex mix that more accurately
reflects Maine's economic character, Moreover, by expanding the base

to include personal and business services, the tax is made more equitable:
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consumption of services increases with income. See Section IV, pages 19 to 22,

2. Sales tax should become a
levy on luxury consumption.

With a sales tax base that includes most consumption items -
goods and services - it becomes possible to convert the
sales tax into a tax on luxury consumption. Along with

the expanded base, an income tax credit should be instituted
which will return to each Maine citizen an amount which in
whole or in part, is reflective of a minimum consumption
level. Thus, any monies in excess of the credit paid out

in sales taxes by a citizen will to a greater degree reflect
"luxury' consumption.

The sales tax credit would be a flat rate credit - an equal amount for
each Maine citizen. Each person would subtract the specified amount of the
credit from his or her owned State income taxes. This would be reflected
in decreased deductions from a worker's paycheck witholdings. If a person
were out of work or too poor to pay income taxes, he or she would fill out
8 simple application for the amount of the credit. The sales tax would
thus become at least somewhat réflective of "luxury'" consumption,

Finally, a credit system would allow the State to more carefully
scrutinize current exemptions to the sales tex base. Exemptions are & less

accurate and more expensive form of tax relief,.
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VI

FINANCING FUNDAMENTAL REFORMS
The Committee's fundamental tax plan will require a shift of burdens
from the municipal property tax to other more equitable taxes. The total

burden that must be shifted is approximately $98.3—mi}liop. This figure

does not represent an increase in the State's total taxes, but rather an
equitable redistribution of the tax burdens within the current revenue
sources.

summery of Fundemental Reform
Funding Recommendations

1. The personal income tax
should be increased to assume
approximately 619% of the
shifted burden.

2. The corporate income tex
should assume approximately
5% of the shifted burden.

3. The sales tax, with an
expanded base and credit,
should assume approximately
14% of the shifted burden.

. Current State property
related services should be
transferred to the munici-
pelities.

5. The cost-avoidance of
inventory tax reimbursements
should fund approximately 15%
of the shifted burden.

6. An increase in the real
estate Trensfer tax should
fund & portion of the
shifted burden.
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T. The tax on domestic insurance
compenlies' premiums should fund
approximately .5% of the shifted
burden.

1. The Personel Income Tax

The personal income tex should be increased to assume
approximetely 619 of the $98.3-million shifte’ burden.
The present vertical progressivity of the tax should be
maintained or slightly improved in “the upper income
breckets., Such en increase would place the income
tax's shere of State revenues at & reasonable 20- 21%.

As we have noted, the income tax has the ability to handle a greater
burden of revenue production in the futurse.

By relying more greatly on the personal income tax, the fairness of
State-local taxation would be improved by permitting & greater share of tax
burden to be adjusted to family size - "a criterion typically disregarded
by the property tax and violated by the sales tax."(hl)

Relience on the State personal income tax for a much greater percentage
of all tax revenue would 'both tone up the equity features of the system and
insure an overall State-local system elasticlity of between 1 and 1.2 .,..."(he)
Thus matching the automatic growth rate of the economy.

In comparison with other states' income tax rates, Maine's rates are

relatively low. The State renked 39th (in 1973) nationwide in paid personal

income tax as a percent of total personal income (.75% of personal income;

L
national average is l.hl%).( 3) In their report t0 Governor Curtis in 1972,

41, Features of Fiscal Federalism 2,

b2, Id at 1-2,

43, Carol 8, Meyers, A Oomparison of State and Local Tax Effort in the
District of Columbia and the Fifty States, 7 (1975).
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ESCO Research, Inc. reported that in that year, more than 99.7% of Maine
residents paid less than one-half of the national median rates in their
income brackets. (i4)

A plan maintaining the same relative progressivity could be developed
to raise any<amount of' revenues needed. In addition, more levels could
equitably be built into higher income brackets in order to produce additional

revenues,
2. Corporate Income Tax g

The drametic reduction in property
taxes will result in a significant
drop in business tax levels. The
corporate income tax should assume
approximately 5% of the shifted burden.

To help finance the fundamental reforms, it is suggested that the cor-
porate income tax be increased in one of the two following manners:

1. 6% for corporate incomes under $25,000 and 8% for those incomes
above that level,

2. 6% for incomes under $25,000, 7% for those between $25,000 and
$50,000 and &% for incomes above $50,000.

It is estimated that the former schedule would yield approximately
$5-million over present revenues, which now yield only L4,0% of State-local
revenues., Because property tax is a business as well as residential taex,
corporations will receive a substantisal benefit when property taxes are
reduced. The corporate income tax could be one of the methods used to absorb

the loss of property tax revenues.

L, ESCO Research, Inc., State of Maine Government Finances Relief and
Reform 1973-1975, 60 (1972). (hereinafter cited as ESCO report).
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Currently, Meine and New Hampshire heve the lowest maximum corporate

income tax rates in New England (7%).(45) .According to the ESCO report,

the business community much prefers corporate income taxes in lieu of other
unfair business taxes becusse thab tax better reflects corporate profits and
15 better edministered,(40)

A 1971 report by the Tex Institute of America stated, "so long as the
corporate Income tex in a state 1s reasonably comparsble to those of other
states and to the personel income tex, there is no reason to believe that
the tex has significently affected locatlional decisionso"(h7) That same
report also noted that poorly administered and excessive property tax policies
discouraged industrial expension and location more then did the corporate
income tax rates. A report to Governor Curtis by the Advisory Committee on

Business Texation comments in the same area by pointing out '"that taxes as

a factor, though lmportent, are not the major consideration in stimulating or

retarding economic growthg"(h8)

3. The Sales Tax

The sales tax base should be expanded

to include most tangible goods and
serviceg with a credit instituted, there-
by converting the sales tex into o tex
to a greater degree reflecting luxury
consumption. 1his expended seles tax
should mssuwie spproximetely 14% of the
shifted burden.,\%7J

kg, A Comparison of State and local Tax Effort in the District of
Columbia and the Fifty States, 8 (1975).

b6, ESCO Report, 58459,
b7, Id. 58-59.

48. Advisory Committee on Business Taxation, Report to Governor Kenneth M,
Curtis, 38 (September 12, 1972).

kg, pPassed 10-1 by vote of the Committee.
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"Excluding services from the tax base makes the sales tax even more
regressive, since purchases of services become increasingly more important
as one moves up the income scale."(50) ACIR also points out that Maine was
one of the five states in 1971 that met the productivity and anti-regressivity
tests of the sales tax; however, expansion to services combined with a
credit would be even more progressive and productive in the future and might
be more politically acceptable. Because the expanded base would provide
$29-miliion or more in revenue (at 5%), it could, even with a credit, brimg
to the state substantial revenues.

Tax Foundation estimates that exemption of services costs 149 of
potential tex revenues. They ask, "Why tax the purchase of a washing machine
while exempting & commercial laundry?"(sl) If tangibles are taxed and
services excluded from the base, then the sales tax discriminatesagainst
individuals whose tastes run to goods as opposed to thosg who prefer services.
There seems to be no inherent economic feature of most services that warrants
their exclusion from taxation. Taxation of services is also an appropriate
method of gaining additional revenues from transients and seasonal residents:
visitors who enjoy our state yet otherwise do not contribute their full share
to the cost of State expenditures.

To offset much of the effect that taxation of services may have on lower

income groups, an income tax credit for general sales taxes paid, such as

employed in several states, should be adopted. This credit would be based
upon a minimum consumption level of items that are taxed at the point of

sale. This would further the Committee's concept of the sales tax as a levy

50. Features of Fiscal Federalism, 3.

51. State and lLocal Sales Taxes, suprs note 32 at23 .
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on luxury consumption.

L. Current State Property Related Services

It 185 recommended that the State trensfer to the municipalities
the cost of some property related services currently provided
by the State.

%Y. Taxation of Inventories

With the conversion of the municipal property tax to & tax
more closely reflective of the services provided property,
business inventordes should egain be taxed. This reform will
eliminate the S11,5-million that still must be raised under
30 MRSA 5056 to reimburse municipalities for revenues lost
when business inventories were phased out from property taxes
in 1973. (See Section V, Pages 28 & 29) , This cost avoid-
ance will represent epproximately 15% of the shifted burden.

6. Real Estate Transfer Tax

Because the fundemental reform plan will lower property taxes,
on the average, by 50%, it is reasonable to increase the current
real estate transfer tax formula, Property owners gain from

such relief.

In considering the pitfells for general property tex relief, Henry

Aaron, in Who Pays The Property Tex, agrees with the ACIR observation that:

tion that:

00,8 sudden change in property taxes will affect how
investors wview the market and could result in some
dramatic economic effects.

Because the property tax is deeply entrenched in the
capital structure, the economic eonsequences of & drastic
reduction, say 50% of all classes of property, should be taken
into account when property tax relief is proposed. Owners
of land, whether occupled or vacent, would reap large gains.
Owners of houses an%‘gsper buildings would experience some-
what smaller gains. he

52.

Who Pays the Property Tax?, 64-65,
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7. Domestic Insurance Premium Tax

The tax on domestic insurance companies should be raised
to 27 of premiums and fund approximately 0,5% of the shifted

burden.

It is very interesting to compare the approximate tax structure that
results from these fundamental reforms with the tax mix suggested as a

general guide by ACIR:

Present
Taxed _ Mix ACIR (53) Fundamental Reforms
Property 39,7% 20~-30% 21.,5% (app.)
Sales 26,37 20-257% 29,5% (app.)
Personal Income 8.47 20=25% 20.,4% (apps)
Corporate Tncome 4,07 5% 5.5% (app.)
All Other 21,6% 207, 23.1%  (app.)

The result is a generally balanced tax structure, reflective of Maine's

identity as a valued vacation area,

53, Features of Fiscal Federalism 1 - 2,
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VII
TAX POLICY FOR INTERIM REFORM

If, politiecally, the arguments for the above fundamentel reforms ere

too new and unfamilisr to be accepted by the public, the committee feels

the following interim steps, each of which leads toward the fundamental

reforms listed above, be instituted,

The Property Tax

1. 1Institute a general property
tax "ecircuit breaker”,

Until the fundamental reform of removing the cost of education
and welfare from the property tex burden is attainable, the
committee recommends the interim step of adoption of a general
property tax clrcult breaker with a $10 million expenditure
limit,

The ACIR in 1975 strongly recommended the adoption of a property tax

ceircuit breaker:

5l

"The property tax can guickly create a disproportionate claim on

a family's financial resources once retirement, the death or
physical disability of the bresd-winner, or unemployment reduce
sharply the flow of income, ILocal governments as a rule have neither
the legal authority nor the fiscal capaclty to alleviate the
potential property tex over-burden situations, but States have
both. Twenty-two States now have an efficient tax relief mechan-
ism designed to avold the speclal hardships frequently expsrienced
by low-income property owners, pioneered by Wisconsin in 1964,
Low-income elderly homeowners, and frequently renters, in these
States can clalm a State-financed tex credit, rebate, or re-
duction in tax for that portion of their property tax liability
deemed by the legislature to be excessive in relation to their
household income., Because the progrem becomes effective when

the property tax is hlgh in relstionship to income and thus
prevents property tex overloads withoutcautting off the flow of
revenue from those able to pay, this concept is known as the
circuit-breaker."(54)

Property Tax Circuit Breeker: Current Status and Policy Issues, supra
note 17 at 27.
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"To the extent that landlords can shift the property tax
to tenants, low-income households in rented quarters also
feel the pinch of extreordinary property tex burdens in
relation to current income. Most of the circuit-breaker
States have recognized this by establishing a percentage
of gross rent constituting property taxes accrued. This
percentage serves as the property tax equivalent which
renters may use in computing their credit or rebate."

"As & means of preventing fiscal overburdens, the circuit-
breaker has unique adventages. Because this tax relief
program is financed from State funds, it neither erodes

the local tax base or interferes in any way with the loceal
assessment or rate-setting processes. It csn be designed
to maximize the amount of aid extended to low-income home-
owners and renters while minimizing loss of revenue., It
operates to reduce intergovernmental fiscal disparities
between high and low-income communities as well as reducing
disparities between high and low-income persons; because the
poor tend to be clustered together, the major portion of the
relief will rebound to the benefit of both low-income house-
holds and low-income communities."

The committee endorses generally the provisions of LD 1671, AN ACT

to Provide State Relief to Householders for Extraordinary Property Tax

Burdens (107th Legislature), with the provision that a $10 million limit

be placed on expenditures for the non-elderly portion of its formula,

This circuit breaker's specific formula is as follows:

55.

(55)

For any taxable year, a claimant shall be cotitled Lo a
refund equal to 60% of the amount by which the property
taxes, or rent constituting property taxes, upon the in-
dividual's homestead for the taxable year exceeds a
percentage of the individual's income for the taxable
year determined according to the following schedule:

If Household Income Then the Taxpayer is Entitled to 60%
(Rounded to the Credit for the Property Tax Paid in Excess
Nearest Income) is: of this Percent of that Income
$ 3,999 L. o

4,000 - 7,999 L.5%

8,000 -11,999 5. 0%

12,000 -15,999 5. 5%

16,000 -and up 6.0%

Under LD 1671, Maine's current elderly property tax relief program would
be unchanged. See 36 M,R,S.A,, Part 9, Chapter 901.
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Limitation. No refund or grant under this chapter shall
exceed $500. In no event shall the refund exceed the
amount of the property tex. See Appendix § for comparison
of the impact on typical taxpayers relief and the relief
realized from conversion to a municipal property tax (the
Fundamental Reform Plan - cost of welfare and education
eliminated from property tax burden,)

2. Relmburse loss of inventory

taxes through revenue sharing

formula.

In 1977 when business inventories are completely exempt
from the property tex, reimbursement for lost tax re-
venues will continue indefinitely in an inconsistent

and unjust manner. It is recommended that the reimburse-
ment method be repealed and an equivalent eamount be
distributed through the State revenue sharing formule

to all communities in Maine,

By 1977 the amount of annual reimbursement made to municipalities that
have lost tax revenues from the exemption of business inventories = industrial
inventories, stock in trade, agriculture, produce and forest products and
livestock - will equal $15 million annuelly. By statute, this reimbursement
will continue forever. $11% million of the totel expense has not yet been
budgeted for. Although many states have provided for a phasing out of the
inventory tex and relmbursements over & period of years, Maine law, for some
unknown reason, provided no definite time limit for reimbursement to the
communities (who may be able to replace these lost revenues through inflation
or new valuations, although they argue otherwise). In 1965, Connecticut
began a phase out of taxes on inventories over a ten year periocd ending this
year. Valuations were reduced ten percent each year until total exemption
was reached in 1975. Rhode Island exempted inventories in 1966, but imposed
a. ten percent surtax on corporation income tax payments so some revenue

could be recovered(56)

56. P,F Liniger, "Exemptions of Inventories from Ad Valorem Taxation," in
Proceedings of the National Tax Associstion, 1966, 500, 1967,
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According to the State Property Tax Division, there were several reasons

for the elimination of the inventory tax:

1.

Adjoining states do not have such a tax thus the fear that business
and industry would relocate elsewhere,

During the past few years, more and more states have dropped the
tax.

Warehousing and construction in Mainé were suffering, thus jobs
were being lost.

The taex was the most difficult to administer snd enforce; the
inventory (personal property) hardest to value; and the tax was
the most onerous of all taxes,

There 1s substantial evidence that too heavy taxation of inventories is

contrary to the principal theories of taxation: "It frequently is a more

significant tax on enterprises with lesst ability to pay taxes, and given the

widely varing physical characteristics of inventories, there is not necessari-

ly any relationship between taxes paid and amount of services receivedq"(57)

Other reasons for not taxing business inventories are:

10

2]

£ e

It is difficult to administer and enforce.

It is not difficult for & business, under the present system, to
deceive the State in its inventory estimate.

Competition arises between towns who attempt to attract business
by offering low assessments as a deal with that business, This
makes administration difficult and abuses at the local level more
frequent.

It treats different businesses unequally and unfairly. A car
dealer's dnventory is easily accountable because it's on his front
lot; however, an anktigue business has items that an assessor can
never find, much less value. Also, many businesses such as hard-
ware stores keep many items in stock for years and pay a tax on
them each year, not just once. It is actually a tex placed on
material that is not producing an income to the owner.

57. Id. at 500.
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However, as was stated above in our recommendation of a fundemental re-
duction in the property tax burden, these disadvantages are manageeble if
the currently too heavy property tax burden were reduced to more closely
reflect services provided them and if the State provides local assessors with
the inventory assessments which are found on the Federal Income Taxz form,
See Section V, pages 28 to 29, But if such fundamental reform is not
immediately acceptable, then interim reform must be brought to the method of

indefinite relmbursement selected by the Legislature,

To show the absurdity of indefinite reimbursements, here is one blunt
example: Winslow will receive reimbursements forever for the inventory of
Scott Paper which will close its doors there when its new Skowhegan plent
opens. Skowhegan wlll recelve nothing although the industry will be located
in its town. That is to be expected becsuse it lost no inventory tax., How-
ever, Winslow will collect over $123,000 each year for en industry that is
not even in town,

Moreover, many inventory rich municipalities are doubly blessed by these
reimbursements, to the detriment of gll other Malne municlpalities. Be-
cause of the lower valuations due to lnventory exemption, the stete tax
rate for educatlon 1s %'mill higher so as to compensate for loss of tex
revenue., The small and coastal communities, which heve little industry, must
therefore pay more in state funding of educatlion while not recelving & re-
imbursement. Appendix D, Tables 1 snd 2 are good indicators of what is
occuring in state valuation for education compared with reimbursements.

From our charts, we can see that the luerger industrial commumlitles are
galning substentially from the inventory exemption bill while rich coastal

and non-industrial towns are paying more for education then they should.
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Thus, the committee recommends that reimbursements for lost revenues cease
and instead the Stateshould distribute an equivalent amount through the
State revenue sharing formula(58) to 2ll municipelities in Maine. For selected
municipalities' shares, see Appendix D,

Such a distribution of moniles would provide greatly reedéd reaverue
sharing funds and would insure that towns unfortunate enough to lack signi-
ficant inventories would not be forced to pay an inflated share of such state
costs as education and welfare.

Again, if the fundamentel property tax reforms recommended above were

enacted, such measures would not be needed.

Personal Income Tax

1. Income tax equity
should be improved.

Until the fundamentel reform plan - the shift from property
taxes to other bpoad based taxes - 1s adtainable, the federal
IRS provisions listed above should still be enacted as

soon as possible. See Section V , page 30:

A, Head of Household Schedule;
B, Standard (includes low income allowance) deductions;
¢, Retirement income credit,

Sales Tag

1. The sales tax rate
should be lowered.

Until the fundamental reform to sales texes described above
is attainable, the sales tax base should be expanded to
include services and the rate reduced to a leyvel that will
generate equivalent revenues,

58. 30 M.R.S.A. & 5055 . The State revenue shering formule equals the
product of municipal population and tax commitment divided by State
valuation.
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FINANCING INTERIM REFORMS
If the fundamental ref'orm plan is not attainable in the immediate
future, then the committee, in Section VII, proposed an interim reform plan,
one that leads toward the fundamentel changes felt necessary. The interim
reform plan would mean a $26.5-million shift in tax burdens,(59) The

Committee offers three optional funding plans.

Preferred Plan

A majority of the commlttee recommends that the total
amount be funded from an increase in the income tax,

It seems clear that an income tax increase is necessary to fund some
part of any reform. "The personal income tax should stand out as the single
most important revenue instrument in the State tax systemo.aoa"(6o)

Because the imcome tax currently provides only B.h% of total State-local
revenues and because it most closely approximates what society considers
as an equiteble manner of distributing costs, the income tax seems to be the

levy most able to be expanded and most consistent with the Committee's

goel of a tax system based upon ability to pay.

Pirst Alternative

It is also a possibility that the reforms
be funded by an approximately $12-million
income teax increase and that the sales tax
base be expended to include elmost all
goods and services. . This lncresase would
allow a reduction in the sales tax rate to
3% while also raising the necessary

$it-million. (61)

$9. $26.5-million equals $5-million for income tax reforms; $10-million
for the property tax circuit bresker; and $11.5-million inventory
reimbursements through the State-locel revenue shering formula.

60. Festures of Fiscal Federalism 1.

61. Expansion of the base at 43% would provide sbout $27-million; reduction

AF e vodr e rmmand Tl A ety en T e cr oo e e ade BE Y PP X N TS e
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As a Second Alternative

Interim reforms could be funded by $15-million

lncome tax increase and imposition of a service
levy on inventories, This would eliminate the

need for $11,5-million more in inventory reim-

bursements to the municipalities,

At the same time, it would be recommended that
the current $3,5-million inventory property tax
relimbursement method be shifted to the present
State=local revenue sharing fund, This would
minimize the slight increase in property taxes,

As a means toward the Committee's fundamental goal of the municipal
property tax more closely reflecting services rendered, the assessment of
inventories for in lieu service assessments is a key factor. In this par-
ticular package, Inventories would be charged for services while all other
property would be assessed the regular amoun£a The $3,5-million curremtly
budgeted for reimbursement to the municipalities for revenues lost when
business inventories were exempted from taxation in 1973 should be distri-
buted through the State-=municipal revenue sharing formula, thereby minimizing
the increase 1in property taxes,

Finally, Appendix E details the different reductions in tax butdens

under both the Fundamental Reform plan and the Interim Reform plan,
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IX

REFORMS IN ADMINISTRATION

FOR GREATER EFFICIENCY AND ELIMINATION OF UNFAIR TAX BREAKS

To find a velue good and true,

Here are three things for you to do:
Consider your replacement cost,
Determine value that is lost,

Analyze your sales to see

What market value reslly should be

Now if these suggestions sre not clear,
Copy the Tigures you used last yearskbﬁ)

Anonymous

In addition to the above structural reforms designed to produce in

general a more balanced tax system and, specifically, broad based texes

based on a person's ability to pay, the committee also recommends the follow-

ing reforms to be accomplished through statutory change or revision of

agency regulations.

62,
63.
6k,

Property Tax

Tree Growth,(63) Open Space and Ferm Lend(64) pProvisions

1. Ferm Land, Open Spece and Tree
Growth' classifications should be

regealed,

Because the committee advocates the substentisl reduction

of property tax, thus reducing pressure on farm land, open
space, and '"tree growth" owners to pey high taxes, and
because effective lend use planning should be done through
local zoning regulations and not hexation, our recommendation
is thet the farm land, open spece, and "tree growth classi-
fications based upon current use valuation be eliminated in
the future,

Who Pays the Property Tax? 56,

36 M,R.S.A, & 5T7h,

36 M,R.S.A. 8 585,
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In our fundamental reform package, we have recommended the elimination
of welfare and education support from the municipal property tax, thus, on
the aversge, municipal property taxes will be reduced by fifty percent.

Resident farmland, tree growth land, and open space owners will then
be able to afford to pey in lieu assessments for services rendered, therefore
there would be little need for preferential treatment in land valuation,

According to Henry J., Aaron, special farmland treatment ils inequitable
because such treatment reduces taxes for owners of rapidly appreciating
assets and therefore rapidly growing wealth, There is no indication that
this land is an illiquid asset, that farmers as a class are uwnwilling to
farm land owned by themselves or others, or that they are unable to negotilate
bank loans.(65) Thus, these people cen pay their fair share of & reduced
property tax while the land remains at & use that is consistent with state

and locel desires.

In accordance with the committee's belief that state-local tax policy
shonld not be a means towerd social policy, it is felt that public control
of land use can be better handled by zoning laws rather than by statutory
tax laws, that place the classification option in the hands.of the individual,
which is not the best method of land use plenning. If communities wishito
maintain land for a particulaer use, then zoning regulations would effect that

policy.

2, Until current use classifications of farm land, open space
and tree growth land are repealed, an investigation and
adjustment 1in the tree growth formula appears necessary,

Due to time constraints the committee was only able to conclude that
the tree growth formula did not adequately reflect the property's
value, It is recommended that the Executive or Legislative branch
carry out further research into the tree growth formula, specifi-
cally as it relates to land values, stumpage and growth rate factors.

65, Who Pays the Property Tax? (86)




67.

1d.

Currently, records of falr market valuation of tree growth proverty go
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research into the tree growth formule, specifically
as it relates to land values, stumpege and growth
rate factors.

3. Ellminate unfair tex

breaks from 'Tree Growth",

Open Space and Farm Land
provisions, untll classifications
are repealed,

Because the seller of any of the sbove properties realizes

a ‘tax break dur%g% his ownersghip of land under current use
classification, ) it is recommended thet the seller, not
the buyer, pay the recapture fee at the time of sale of the
property -- that fee belng equal to the texes which would
have been assessed if the land had been assessed at its

fair market velue on the date of classification withdrawal

or sale less the amount of taxes smctually paid plus interest,

for the previous ten years (fifteen years for open space).

In the case of tree growth land, the above) provision woukd
-go_into effect when the Property Tax Division has a necessary
record on fair market valustion. (67) (67)

Recapture should be instituted at elther the time of owner-
ship change or change in use.. Sale of property does not
end a classification; only change in use would alter thet.

To avold mass transferrals rather than sales of property,
a recapture tax should be levied on transfer of proparty

rights,

at 56,

back only two years.
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E. In order to eliminate the so called "gentleman farmer" from
undeserved preferential treatment;, the committee recommends
that farmland classification be defined on the basis of minimum
production of $100 gross income for one year on & tract con-
taining at least ten contiguous acres. The present provision
that requires farm production for 3 of 5 calendar years would
be eliminated.

The device of assessing these lands at current value was originally
intended to shield farmers, etc., from the rise in texes on rapidly appre-
ciating land prices and to encourage the continued use of the land in either
of the three classifications (tree growth, open space, or farmland). Be-
cause the owners of farmland and open space could not afford such failr
market taxation out of their income, it was felt that many would be forced
to sell land to developers and speculators, who would alter the use of the
land. Elderly farmers would be forced off of their land at an age when
they could not easily pursue another profession. In the case of tree
growth valuation, the feeling was that clessifying and assessing forest-
land in this menner would promote better management of the unorganized
territory's forested ereas. The special classgifications are also looked
upon as a method "to limit the social and human costs of unplamned growth",(68)
to conserve these areas for the purposes of farmland, open space, and
forestland, and to avold a resulting change in use or poor mensagement technique.
Recapture penalties attempt to discourage the classification change.

However, it is now thought by tax experts that special classification

of land provides an additional tex break and boon to the owners of a
valuable and apprecieting asset, at the expense of other taxpayers:

While a tex break on such land may be desirable to
protect those who wish to continue farming from
experiencing unfavorable cash flow, the deférrfg &axes
should be recovered when the farmlend is sold.\09

68. Who Pays the Property Tax 85.

69. Id. at 95.
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Therefore, the seller should be liable for payment, for ten years of
preferred tax break in the case of tree growth land snd fermlend, and fif-
teen years for open space. |

At the present time, the tree’growth recapture penalty is the greater
of a) an amount equal to the taxes which would have been assessed if the
land had been assessed at its falr market value on the date of withdrawal
of classification less the amount of taxes actuelly paid, for the previous
5 years, or b) an amount equal to the percentage of difference between the
100% valuation of the land as classified on the assessment dste preceding
withdrawal, and the felr market value of property on the date of withdrawal.
The committee's recommendation, which applies to sale as well as withdrawel,
would eliminate part b and change five years to ten years, thus making
the recapture provision on Ffarmlend, forestlend, end open space virtually

the same,

Institutional Property Tex Exemptilons

1. It should be locally
optional whether exempt
properties pay in lieu
service charges,

Because of inequities involved in the exemption from texation
of institutional properties, it is recommended that the
legislative body in each municipelity be glven the option of
levying in lieu assessments that would reflect the cost

of services, excluding welfare and education, rendered by

the community to various classifications of property tax
exempt non-profit institutions,

The classification of property upon which communities could
vote to permit in lieu service payments would be:

A, Church property (excluding house of worship)

B. Hospital properties

C. Private colleges, universities, elementary snd secondary
schools

D, All other non-profit tex exempt orgenizations.
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By allowing local governments the option of charging in lieu service
charges for currently tax exempt properties, the committee 1s, in effect,
recognizing that only municipalities have the capacity to determine wﬁeﬁher
these properties should pay service assessments. Their decision would be
based upon the influence that these properties have upon tax base, quality
of 1ife, and short or long term capitol gains and losses. Possibly, for
example, Brunswick may decide that because Bowdoin College provides so
much of a benefit to the community, and serves such s public purpose, in
lieu service charges would not be needed, or vice versae(7o)

Local decision mekers would be accountable to the voters for their
exemption policies. Local citizens could no longer claim to be paying the
tax burden for other exempt properties because their representative council
members or selectmen would be deciding who should pay service ossessments, or
the citizens themselves would, through referendum, be making the decisions;

But, the committee is also recognizing thet those properties place a”
heavy burden on these communities for provision of such essential service
as polic and fire protection, street lighting, sewage disposal esnd treatment,
snow removal and so forth -- a burden that i% subsidized by the owners of
taxable property in these municipalities.(7l) In most areas of the state,
tax exempt property is expanding quickly and eroding municipal rescurces,

According to the study, Institutional Property Tax Exemptions in Maine, there

is $1.89 billion of tax exempt property in the State, accounting for 204,

of taxable property plus exempt real property,(72) According to Fortune

70. For complete examination of the tax exemption problem, see D, Wihry

and S, Burnham, Institutional Property Tex Exemptions in Mainec, June 1975.

71. Property Taxpeyers on the Ropes, supre note 18 at 37.,

72. Institutional Property Tex Exemptions in Meine, supra note 7O at 36 .
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magazine, in 1972, one third of real property in the U,S, is exempt, (73)

Just a few examples of the &ffect of tax exemptions on Maine communities
show that Bengor contains $209.9 million of tax exempt property which
amouhts to more property value than is presumebly texed in the city ($202.5
million), Thirty two percent of total property in Farmington is exempt,

In Limestone, 72% of the town's total property is exempt from takation. (74)
As it was noted in Section IV, property tax exemptions mean the property
tax is increasingly becoming a tax on houéing.

Besides the revenue loss due to exemptions, which is "highly uneven
among taxing jurisdictions, being concentrated in large central citleés and
smaller places that are sites for state capitels, universitlies, Federal
installetions, large medical centers, and the like"9(75) there are several
other key factors involved in the committee's decision to recommend service

assessments:

1) "Property taex is an erratic and inefficient form of subsidyo"(76)
Subsidies should be open, direct, and periodically reviewed,
suggestions that exemptions violate. (77)

73. Alfred Balk, "The Extent and Economic Effect of Property Tax Exemptions,"
in Proceedings of the 65th Annual Conference on Texation, National Tax
Association, 26L (1972).

T4. Institutional Property Tax Exemptions in Maine, supra note 70 at 235-76.

75. Options for Fiscal Structure Reform L5,

76. Dick Netzer, "Property Tex Exemptions and Their Effects: A Dissenting
View," in Proceedings of the 6Bth Annuel Conference, National Tax
Association, 268 (1972).

77. Id. at 269.




78.

79.
80.
81.
82.

83.
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2) - Haphazard exemption patterns " ., . . for all their good
intentions along with selfish interests that untieé them,
tend to cause over buillding by exempt institutions such
as churches. -- and where exempt, fraternal/civic welfare
groups, It fosters careless acquisition of government
land; melepportional hidden subsidies to only some poor,
sging, veterans, and industrial entrepreneurs; inhibition
of necessary perk and recreation land acquisition for fear of
further contracting the shrinking tax base; and added
burdens to already troubled central cities on Whﬁﬁ?{fflfare
the nation -- and those cities suburbs -- de“pend,,'r

3) The impact of property tax exemptions tends to be unequal
and in many instances a community must bear the exemptilons
for an institution that serves a must wider area.(79) fThis
case is especially true for large communities such as
Bangor snd Portland whose institutlons provide innumerable
services for outlying areas who do not share in the tax
burden.

4) The use of exemptions leads to overstimulation of those
activities relative to the level that would be generated(go)
with a service fee concept. As tax exempt institutions scquire
or inherit more and more property which becomes tex exempt,
the municipality loses some of its taxable base, thus the
need to raise taxes for others,

5) Exemptions cause short term capitol losses to propeagf owners
whose property lies in sreas with exempt property. ‘" )

6) The units of government that suffer the revenue losses do
not make the decisions sbout tax exemptions; these sre imposed
by state legislatures who do not have to live with the
consegquences of their decisions. 2) Legislatures gain
political benefits by aiding those in need of rel&if end thereby
injure local governments with their benevolence. 3) By imposing

"The Extent and Economic Effect of Property Tax Exemptions,” supra
note 73 at 266,

See New Jersey Tax Policy Committee 30-L40,

Eg. at 30,

Institutional Property Tax Exemptions in Maine, supre note 7 at 125,

"Property Tax Exemptions end Their Effects: A Dissenting View", supra
note 76 at 268.

Who Pays the Property Tax? 84,
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e*emptions, legislatures are giving blind subsidies

"which cannot be reviewed and fixed by those who pay

it, as sound finence demands."(8Y4

It is a fact that exempt institution properties are receiving valuable
services at no cost, In the interest of furthering the committee's goals
that all property (in the future) shall pay for the services provided to
it, and that everyone begin to pay & falr shere, the commitiee has recommend-
ed that the local option be given to these comﬁunities to get back a portion
of lost revenues and thus have the opportunity to lower property taxes or
maintain the level of services to all.
2, State should pay municipalities

for services provided to State- =
owned property.

3. State owned property(85) makes up s gresat percentage of tax
exempt property in many municlpalities, thus denying them
of substantial revenues, It is recommended that there be
consistency in State in lieu mssessments for service costs
as recommended for other exempt institutions, An appro-
priation level should be determined in order to reimburse
municipalities for services provided to state owned tax
exempt property.

84, New Jersey Tex Policy Committee 30,
This New Jersey study identifies a number of criteria which should
be applied when evaluating any property tax exemptlons. These could
be used by local governments when determining which property should
pay & service fee.

1) The property tex loss should be clearly identified and
considered a cost of government.

2) Exemptions should have clesrly defined objectives and
benefit to the community.

3) No exemption should be granted if 1t benefits one
group at the expense of another equally disadventaged group.

L) No exemption should be granted if 1t costs more to

administer than the cost of an alternative public progrem.

85. It would serve little purpose for & municipelity to tax municipal- owned
property. Of course, federal property cannot bve texed by & lesser
Jurisdiction.
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Inheritance and Estate Taxes

1. "Death" taxes should be
based on the federal system.

It is recommended that the current inheritance and estate
texes be repealed and replaced by a single estate tax
based upon a percentage of the Federal taxable estate.
The rates of such a tax would be gradusted upward to
insure no loss in revenue,

2. The name of the "Inheritance Tax Division" should
be changed to "Estate Tax Division',

3.  An estate tax rate should be adopted similer to the
schedule attached in Appendix F,

The ecommittee has found that a single estate tes, based on & percentage
of the Federal taxable estate, would be a more efficient alternative for the
collection of so-called "death taxes". This single estate tax would replace
the current State inheritance tex and current State estate tax. If such a
"piggyback" estate tax were adopted, less than 40% of the reﬁurns.now pro-
cessed would have to be handled, thus reducing administrative costs., A tax
of this kind is "self assessing" (payment is submitted with the return).
See Appendix F for suggested new tax rates under this reform plan.

This tax would be imposed upon the entire estate, which then.would be
lieble for its payment. The relationship of the beneficiaries to the de-
ceased is not considered (except in the case of a surviving spouse, who
under Federal law is entitled to receive tax free one half of the adjusted
gross estate). This means that the computation of the tax is greatly
simplified. Similarly, since the tex is levied along Federal estate guide-
lines, it can be calculated as soon as the net texable estate is determined.
Further, this tax reflects each estate's "ability to pay" beesuse smaller

estates are exempted.
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Income Tax

1. DNon resident capitol gains
should be more efficlently collected.

In order to facilitate better collection (and thus
avoid evasion) of the tax on income made on the

sale of real estate by non residents, the committee
recommends that the Bureasu of Taxation collect that
tax at the point of sale, Sufficient resources should
be provided the Buresu to accomplish this task.

2s Not presently advisable to
have Federal collection of State
income taxes.

Because federal collection of state income texes would
cause a lack of flexibility end stability on the part of
the State in determining its tax base, it is recommended
that so-called "piggyback' method of tax collection

not be adopted as a possibly more administratively
efficient manner of collecting state income taex.

"Piggybacking" is an elternative mechanism of tax collection9 using
Federal tax liebility as the base and eliminating the need for duel tax
forms at the Federel and state levels. According to the Internal Revenue
Code, at least two states, having residents who in the aggregate file 5%
or more of the federal individual income tax returns, must notify the
Secretary of the Treasury of an election to enter into an agreement for
federal collection, At this time, no state has entered into this agreement.
Thus, the "piggyback" system is inoperative. Even if Meine opted for this
plan, it could not enter the sgreement because of lack of & second state or
5% of the total tax returns.

While in effect, the state law must incorporate all fﬁture changes in
federal income tax laws and must slso adopt either a percentage of taxpayer

federal income tax liability or federasl taxsble income, each with several

adjustments.
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By tying the state income tax to both federal taxable income and federal
tax rates, the state would also adopt the inconsistencies of the Federal
tax base; thus changes in the Federal law would be automatically and immédiate—
ly reflected in the state's revenues. (86) The stete, by "piggybacking",
ties itself to the social policy whims of Congress which uses tax policy
as.a social policy in order to increase employment and personal expendi-
tures during recession and reedjust prices during inflation. What this con-
formity causes is a constent need of State legislatures to adjust their tax
rates so as not to lose substantial revenues when Congress cuts texes (as
it did in the 1975 Tax Reduction Act).

The experience of Oregon in this regard should be noted. That state
adopted the Federal income tax bese in June, 1969, in order to simplify
regulations for the taxpayers. Several months later, the Federal income
tax law was modified, resulting in unanticipsted revenue losses of $30
million. Although Oregon offset the loss with a rise in othér taxes, @
proposed 1971 tax cut would have reduced the state's revenue by another
$14 million. In enticipetion of this loss,(87) Oregon's legisleture
dropped the adoption of Federal law changes,

It is because the federal government has different uses for the income
tax (to stimulate or retard economic growth) than does the State, that plggy-

backing would dramatically affect the state income tax system.

86. Options for Fiscal Structure Reform 162.

87. Id. at 162,
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Tax Shelters

1. No tex shelter adjustments
at- this tlime,

The committee recommends that no current actlon be
taken with respect to revision of Maine income tax-
ation affecting so-called tax sheltered investments.

It is the understanding of the Committee that Congress is reviewing
the Federal Tex Provisions regerding tax shelters. Hopefully, their study
will identify the extent to which tex inequities arise from such investments
and will result in Congressional action to reduce or eliminate these
problems,

Inasmuch a8 the Maine income tax is based primerily on income reported
for Federal income tax purposes, Federal adjustments, when completed, wlll
directly affect Maine taxpayers, The committee urges that once corrective
legislation is adopted by Congresss, the Maine Legislature should review
those changes to insure that their application to Meine texpayers is equit-
able and does not diminish economic or cepital expansion incentives within
our State.

The Committee ceutions that some tax sheltered investments, as such,
are not necessarily inconsistent with the economic good of the State. It
1s often erroneously believed, that tax shelters are oneréus; however,
when properly used, they are & prime method by which capital investment 1s
made within Maine. Thus, it is our feeling that, although texatlon as it
relates to tex sheltered investments should be modified to elimineteccertain
inherent inequities, a full analysis should be made first to insure that
corrective taxation at the Federal level does not depress legliimate in-
centives for business and economic expension with Maine. Tor these reasouns,
the Committee believes that it should not eb this time deal with tax shelters,

but instead should wait until Congress makes its determination on the future

of such shelters.
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Unorganized Territory

1. The unorganized territory should
pay the uniform tax for education
and be taxed at a rate that pays
for other services it receives.

A fairly detailed review of tax expenditures for services and
the uniform property tax for educational purposes shows that
property owners of this part of the State are not paying their
fair share of the taxes. The unorgsnized territory pays
$6,262,145 in property taxes, yet receives $2,037,430 more than
that for services from the State See table IX - 1, page 62.

The committee recommends that the Legislature adjust the State
tax rate and tree growth formula so that the taxes on the
unorganized territory property reflects services provided it
and also reflect revenues comparable to what the uniform
education tex would yield.
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UNORGANIZED TERRITORY SHARE OF EDUCATION l1COSTS AND
AN ANALYSTS OF OTHER COSTS OF STATE SERVICESZ TO THE UNORGANIZED TERRITORY

Estimated Prbperty Taxes Recelvable $6,262,145.00

Estimated State Expenses

Education (13.25 mills x state valuation) 84,246,249
State Planning Office : 2,000
Bureau of Property Taxation Administration 200,000
Soil and Water Conservation Commission 10,000
Pesticide Control 1,000
Forest Fire Control 1,712,000
Forest Management 84,000
Bureau of Geology , 56,000
LURC 318,000
Conservation - Central Administration : 35,000
Bureau of Public Lands - 33,000
Bureau of Water Quality 4 © 15,000
University of Maine Forestry Research 21,000
Reimbursement to Countiles for Services g

to Unorganized Territories 1,039,514
Department of Health & Welfare - General

Assistance 60,000
Entomology 381,000 4 8,213,763.00

Excess of Estimated Expenses over
Property Taxes Receivable : _ _ (1,951,618)

Spruce Budworm Control

Estimated Excise Taxes Receivable 2,264,188
Less - Estimated Expenses 2,350,000 (85,812)

Total Amount, Estimated Expenses in Excess
of Estimated Taxes Receilvable (2,037,430)

1 The unorganized territory's share of education costs is estimated at 13.25
mills times state valuation of that area. This is the same rate of the
uniform property tax paid in municipalities by all other property for educational
purposes. The unorganized territory would be considered a "pay in'" community
1f 1t were incorporated as a municipality. Actual costs of education for
unorganized students is $1,858,128, according to the State Department of Education.

2 The above list does not include estimation for services such as state police,
environmental protection, and possibly others which would normally be costs
borne by the local property tax.
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X
CONCLUSION

"Regrettably, 1 am afraid that this State
is going to be able to give you little
assistance,.,.o.lt is true, however, that
there were statistics to prove that the
state sales tax provided 22 percent of
the state's overall revenue, But no
one evetr really knew or cared why,

Or what tax structure might bhe fairer
or more efficient',

Response to a survey of other
States' tax structure studies, (88)

One can hardly read a newspaper today without being reminded that if
only the revenue needs of the moment are considered, the future will arrive
with confusion, inequalities and dangerous inefficiencies.

It is the conviction of this committee that perhaps even more valuable
than the implementation of every recommendation in this report would be
the emergence of a public, continuing examination of this State's present
and future tax structgre. What taxes are most efficient? Most equitable?
What is their role in relation to the entire tax structure? Such questions
are rarely heard from government or from Maine citizens, Many of this

report's recommendations are debatable, Let them be,

88, The committee wrote to all 50 states in search of recent studies
of state tax structure,
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The following description of the State-
local tax structure was prepared by the
League of Women Voters of Maine,Tax Task
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MAINE TAX UPDATE
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Every Maine Legislature must decide on a budget. It can
change revenue needs by changing state programs, or it can
change revenues by changing taxes. It usually does some of both.

A new budget, however, begins with the current state

financial structure.
STATE EXPENDITURES
Fiscal Year 1973 — 1074
Foral: $509.402,307

Sovcial Services
tinclndes unemployment compensation)

Highways
Bridges
1§87

THE FUNDS — HOW IT IS HANDLED

There are three types ol operating funds through which
the State handles its financial transactions — the General Fund,
the Highway Fund and other Special Revenue Funds.

The General Fund supplies money for most of the major
functions of State government and contributes to the other funds
and various public service enterprises operated by the State. The
revenues for the General Fund are derived from general State
revenue sources such as the sales and use taxes, the income tax
ind the liquor and cigarette taxes.

The Highway Fund is used for operation of the Bureau of
Highways and its related divisions in the Department of Trans-
portation. Its revenues are generated mainly by the pasoline and
use fuel taxes, motor vehicle and driver’s license fees, and federal
vrants and municipal matching funds. Major construction is
iinanced through bond issues.

The other Special Revenue Funds are financed by taxes
and fees paid by special groups, e.g., the milk tax paid by

farmers and dairies and the fees for hunting and fishing licenses,
and by other segregated or dedicated revenue sources. Among
these other sources are the unemployment compensation tax,
federal and state-municipal revenue sharing, and federal grants
(the largest contributor to Special Fund operations). The Special
Revenue Funds are expended for specific purposes and are used
for the development and conservation of natural resources,
promotion of Maine products, social services, education, and
protection of the public.

MAJOR OPERATING FUND
Revenues - Fiscal 1973 - 1974

(in millions of dollars )
Total: $572,811,426 !

General Fund
$254.8

Highwy
Fund
$107.9

Special
Revenue Funds
$210.1

FEDERAL REVENUE SHARING

The enactment in 1972 of the Federal Revenue-Sharing
Program began a five-year experiment in a new concept of federal
aid to the states and municipalities. In the past, federal aid
programs have kept the decision-making power in the hands
of the federal government and have included such requirements
as local matching of federal funds, development of local plans
which conform to federal standards and formulas, and federal
audit of these plans.

The revenue-sharing program represents a break with
this tradition. Although there are certain guidelines to be
followed under the program, control over planning, appro-
priating, spending, accounting “and auditing lies with the
states and municipalities. There are some restrictions on
the use of the money — it cannot be used to match federal
funds in grant programs or for school operating expenses.
Plans for the use of revenue-sharing money must be reported
to the federal government and made available to the public
through local newspapers.



MAINE SOURCES OF REVENUE
Fiscal Year 1973 — 1974

MILLIONS OF DOLLARS
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2.5% Federal Revenue-Sharing

22.2% Sales — Use Taxes

8.8% Income Tax

8.7% Gasoline — Use Fuel Tax

3.5% Liguor — Beer Taxes
3.5% Cigarette Tax
1.7% Bervice Chil&i‘g% — Current Services
1.5% Public Utilities Tax |
| 1.2% Inheritance — Estate Taxes
1.1% Ynsurance Company Taxes
1.0% Tree Growth Tax
1.0% From Cities — Towns — Counties
7% Hunting — Fishing Licenses
1% Racing — Pari-Muiuals
4.3% QOther Revenues, Taxes

Note: The Maine Stase Lottery began in June, 1974. No revenues were received in the above fiscal year.



The amount of revenue-sharing money received under the
propram by each state and munjcipality is based on formulas that
include such factors as population, income and tax effort.
These factors are reviewed annually. First year monies amounted
to $5.3 billion nationally and will increase during the five years
of the act to $6.5 billion in 1976.

As of June 30,1974, Maine had received in quarterly payments
a total ol $86,690,299. Of this amount, $28,896,766 has gone
to the State, $3,790,702 (o the counties, and $54,002,831 to
the municipalities,

STATE REVENUE SHARING

The State also has a revenue-sharing program enacted by the
105th Legislature. Under this program, the State returns to the
municipalities, monthly, 4% of the sales and use taxes and
personal and corporate income taxes that have been collected.
In fiscal 1973-74, $9,071,949.22 was distributed 1o municipalities.
The zmount varies with state tax collections. In return, the
State keeps the telephone tax revenue formerly distributed 0
the municipalities. This Stale revenue-sharing money is an
additional source of revenue which reduces the property tax burden.

LOCAL YTAXES

Revenue for municipalities in Maine comes from federal
government, state government, taxes on real and personal
property, motor vehicle excise taxes and all or portions of other
taxes and fees collected by local government, Property is the
chief tax base for local government, as there are no local sales
or income taxes in Maine. In 1973 total local property tax
collections were $215.5 million. Excise taxes brought in another
$17 million. These two local property tax sources yielded double
the revenue from the major state tax — the sales and use tax.

The State Constitution declares that all real and personal
property shall be assessed equally at just value, except that
farm, forest, open space and wildlife sanctuary lands may be
assessed at the value in their current use under specific conditions.

The Legislature decides which kinds of property shall be
taxable. Actual valuation of property and collection of taxes,
wowever, are done by local assessors and treasurers. Because of the
unevenness of local assessment, the State Bureau of Property
faxation uses checks of property sales to equalize assessment
imong towns for the purposes of state aid such as for highways,
revenue sharing and schools.

Although the Maine Constitution requires that a general
‘aluation of property shsll be done every ten years, in many
ommunities this is not done.

JOUNTY TAXKES
In Maine, county government is responsible for sheriff
«epartments and jails, prosecutors and courts, certain highways
«nd bridges, maintaining property records, and some other
afety and welfare programs. Their budgets are drawn up by
vlected County Commissioners and must be approved by the State
egislature. Tax revenue needs for county government are appor-
oned to the towns which must levy enough taxes to pay their share.

SOME TAX TRENDS

In recent years, total tax collections have soared. Higher
tax rates have led to increasing resistance, especially to the
property tax. The trend has become decreased reliance on the
property tax and increased reliance on the income tax. Both
federal and state revenue sharing have provided some property
tax relief,

Meanwhile, interest has continued in *property tax reform”
- 4 term with many meanings. The Advisory Commission on
Intergovernmental Relations lists Maine as 4 leader in property
tax reform, but notes that the Bureau of Property Taxalion is
underfinanced to meet the proposed schedule of reforms. !

For some, property tax reform means improved assessment
administration. in 1974, Maine established a Bureau of Property
Taxation. Among its assipnments is the formation of assessment
districts over the whole state, each with a qualified professional
assessor, by July, 1977, Reform of assessinent adininistration could
also include use of computers to help keep assessiment up-to-date.

Property tax reform can mean tying tax liability to ability
to pay. The Maine State Legislature has provided for graduated
property tax rebates from state funds for elderly homeowners
and renters of low income. A few ather staics have extended this
approach to sll low-income homeowners.

Property tax reforin for some mieans simply paying less
property tax. Maine’s school financing law (LD 1994) reduces
the portion of public school education paid for by property
tax dollars from about 66% to 50% (cnrrent level) statewide,
but it is subject to appropriation by each Legislature. This
property tax portion is raised by a filal statewide mill rate
(currently 14 mills) for education, a decrease for most munici-
palities, but an increase for some.

Property tax exemplions - granted by the State Lezgislature,
usually without compensation to unicipalities — are being
restudied to see if they really serve the public purpose. In some
communiities, more than haif of real estate is tax exempt.

TAXES AND THE ECONOMY

In recent years, governments have relied on prowth in the
economy to bring in most of the tax dollars to pay for rising costs
of government from inflation and expanded programs. Individual
income tax collections in Maine have almost doubled between
1969 and 1974 because of increased incomes. Rising incomes also
led to increased sales tax revenues. Municipalities have looked to
new building to expand the tax base.

Recession, however, will reduce tax income. It is not
known how much revenue Maine will not collect because of
recession, but deficits may be a problem,

1AC[R The Property Tax in a Changing Environment, M-83, Washington,

D.C. March, 1974, pp 23 & 110,






Appendix B

The following chart explains the differ-
ent sources of local property tax revenues.






TABLE 102 -- WHO PAYS THE LOCAL PROPERTY TAX?
Estimatad Local Property Tax Colloctions
By Source, 1972

So Amount Percentage
urce (miltions) distribution
Nonbusiness .
Nonfarm residential realty’ $19,023 47.3
Farmrealty3 . 817 20
.Vacant lots 320 08
Total nonbusiness realty $20,160 i 50.1
Nonfarm permnalty‘s 657 i.6
Farm personalty 113 0.3
Total nonbusiness personalty 770 19
Total nonbusiness $20,930 52.1
Busingss
Farm lm\ltvs 1,860 : 4.6
Vacant lots 480 1.2
Other realty® 9,170 228
Tota! business realty $11,610 28.6
Farm per mna!ty-’ 454 1.1
Other personalty® 4,287 10.7
Total business personalty 4,741 it8
Public utilities 3,019 7.5
Total business 19,270 47.9
Total $40,200° 1000

w

< T o

ACIR staff estimates based on estimated 1972 collections distributed on basis of 1967 Census data, latest available statistics.

Includes both single-family dwelling units and apartments. An estimated $14 biltion or 36 percent of all local property taxes was
derived from single-family homes; about $5 billion or 12 percent of property tax revenue came from multi-family units.

Estimated collections from the taxation of the “residential® element of the farm.

The coltections produced through the taxation of furniture and other houschold effects.

Extimuted colleetions from the taxation of land and Improvements actually used in the production of agricultural products—this is
oxclusive of the v and buildings used In a residentlal capacity by the farmer,

Commercisl und Industrisl real estate other than public utilities.

The estimated collections from the taxation of livestock, tractors, etc,

Estimated collections from the taxation of merchants® and manufacturcrs' inventory, tools and machinery, etc.

This Is the estimated grand total for local property tax receipts. In addition, there is an estimated $1.3 billion in State property taxes.
The data needed for a similar distribution of State receipts is not available. However, it is estimated that approximately $450 million
of the State receipts are derived from gencral property taxes and could probably be distributed among the various sources of revenue
in the same proportion as local receipts. The remaining $850 million in State receipts consists mainly of State special property taxes
on business personal property, but includes a substantial amount from speciat property taxes on motor vehicles, most of which is
collected by the State of California.

Source: ACIR compilation, (1)

1. Features of Fiscal Federalism 173.







Appendix C

While there is general agreement among
tax authorities that the sales tax base
should be expanded to include services,
exactly what services should be included
in an expanded base is debatable. The
following chart, adopted from a similar
chart prepared for a 1976 Virginia tax
policy report, is a useful compilation
of various services and related policy
issues. o







POSSIBLE TAXABLE SERVICE

AMUSEMENTS — movie theaters; performances; bowling,
pool. skating, swimming, riding, and other recreation fees;
Turkish baths; massage and reducing salons; health ciubs;
golf and country clubs; other recreation clubs; itinerant
amusement shows.

BUSINESS SERVICES - advertising; promotion and
direct mail: armored cars; janitorial services; mailing
services: telephone answering services: testing laboratories,
wrapping, packing, and packaging of merchandise; weighing;
sign painting; equipment rental; collection agencies; book-
keeping services; secretarial services; employment agencies.

CONSTRUCTION SERVICES - all construction services
relating to buildings and structures erected for the im-
provement of realty; real estate construction contracts;
carpentry: masonry: plastering; painting; papering. and
interior decorating: excavating and grading; pipe fitting
and plumbing: house and building moving; well drilling.

EDUCATICNAL SERVICES — private schools: dancing
schools. music lessons; flying lessons; vocational schools,
meodeling schools, art schools.

FINANCIAL SERVICES — bank service charges; finance
charges; all types of insurance premiums; investment
counseling.

FY

Ghon DR ELES calie NlLLlaiiis [l LD

Adapted from Table A.4 — pp 522-523 Fiscal Prospectives and Alternatives: 1976, A Staff

Report to the Revenue Resources and Economic Commission — Richmond, Va.

By Barry E. Lipman and Richard D. Brown

IS THE SERVICE
ALREADY SUBJECT
TO OTHER TAXES?

Localities may charge
license fees for amuse-
ments.

Only subject to license
fees and possibly cor-
poration taxes.

Same as above.

Private schools are not
usually subject 1o
taxes, but some
dancing schools are in
some states.

None.

EASE OF ADMINISTRATION

This would require collections from many new dealers,
including one night performances and itinerant amuse-
ment shows. A question would arise about taxing
amusements to raise money for charities, and
‘““charitable” would have to be defined. Relating to
clubs where fees are paid in the form of membership
dues, it might logically follow that all dues to all
clubs are taxable.

Most of these are fairly easy to define and would add
new dealers to the tax rolls. However. advertising is
difficult to define, there is a question about taxing
interstate commerce, and it would be costly to admin-
ister the tax on out-of-state advertisers. Services
rendered to business firms are not suitable for sales
tax because they are essentially producers’ goods and
not personal wants.

The purchase of real property, including structures, is
a capital investment and not a consumer expenditure.
Repairs and remodeling may be classified as repairs to
tangible property and therefore are taxable. 1t would
be difficult to enforce complete compliance among so
many small concerns. Many new dealers would be
added to the tax rolls.

Careful definition would be necessary to encompass all
types of educational services. Since many lessons are
taught by private individuals, evasion would be easy.

The dealers in question would be easily locatable.
Finance charges would have to be differentiated from
interest. Finance charges apply to bank credit cards and
retail store credit cards as well as financial institutions.
1t would be necessary to define the types of insurance
premiums taxed, Would out of state firms retaliate by
moving out or would other states tax Maine insurance
firms?

TAXPAYER EQUITY

This category would have
to include most types of
amusements to avoid dis-
crimination against the ones
taxed.

Taxing these services would
frequently discriminate
against small nonvertically
integrated firms (e.g., any
business without its own
maintenance crew).

Taxing construction could
bc a penalty to potential
investors and might be det-
rimental to the hard pressed
construction market. Taxing
only a primary contractor
would discriminate against
general contractors and
would be easily avoidable.
Taxing all minor work done
by carpenters, plasterers,
etc. would be equitable if
all categories were included.

This is a very questionable

category since it taxes
people for learning a
vocation.

Taxing this category penal-
izes people with small
accounts, people dealing
with certain banks, credit
users, and people dealing
with investment counselors
rather than bankers or stock
brokers. Taxing insurance
is often a form of saving
as well as a purchase of the
service.

POTENTIAL NET
REVENUE IMPACT

Very good.
Should be taxed.

Good.
(not including advertising
maintenance.)

Very good.
(except for major construc-
tion).

Good.(not including private
schools).

Good.
(question of insurance
premiums or  finance

charges has to be dealt
with).




POSSIBLE TAXABLE SERVICE

PERSONAL SERVICES - barbers and beauty salons; dry
cleaning, pressing, dyeing and laundry; coin operated
laundry and dry cleaning; shoe repair and shoe shine;
alterations; sewing and stitching; fur storage, repair,
dyers, and dressers, etc.

PROFESSIONAL SERVICES - accountants, architects,
attorneys, artists, chemists, doctors, dentists, nurses,
allied health personnel. veterinarians, engineers, geologists,
surveyors, morticians. pharmacists, chiropractors, fortune
tellers, pawn brokers, taxidermists, interior decorators.

PUBLIC UTILITIES - celectric power, gas, water,
telephone and telegraph.

REPAIR SERVICES - auto repair; battery, tire, and
allied ; oilers and lubricators; washing, waxing, and polish-
ing; wrecker service: vulcanizing and retreading; boat
repair; machine repair; motorcycle, scooter, and bike
repair; motor repair; tin and sheet metal repair; roof,
shingle, and glass repair; electrical repair; household
appliance, television and radio repair; jewelry and watch
repair; furniture, rug, upholstery repair and cleaning;
office and business machine repair; swimming pool
cleaning; wood preparation; welding; finishers; polishers;
exterminators.

INTRASTATE TRANSPORT SERVICE - buses; taxis;
trucks; trains; airplanes.

MISCELLANEOUS — boarding of animals; grooming of
animals; stud fees: engraving: photography, and retouching;
printing and binding: refuse services; parking lots;
warehouses and lockers.

POSSIBLE TAXABLE SERVICES AND RELATED ISSUES — Continued

IS THE SERVICE
ALREADY SUBJECT
TC OTHER TAXES?

Possibly license fees.

Some of these may
have license fees.

Already taxed in some
form or other in-
cluding sales tax on
use.

License fees - none
other.

License fees at local
level.

License fees.

EASE OF ADMINISTRATION

Since most of these services are provided by retail
stores which already collect the tax on some items, it
would be fairly easy to extend coverage to these items.
It might be beneficial to set some sort of lower limit
to exempt shoe shine boys and other extremely small
operators. There is no reason not to tax these.

Difficult to collect from so many independent
practitioners.

These services are simple to define and to collect.

Repair services are fairly easy to define. Many retail
dealers offer repair services so that extending coverage
to these would not be difficult. It might lower dealer
compliance costs.

Intrastate transportation is difficult for both Bureau
of Taxation and dealer to collect taxes on since it
requires the separation of intrastate from interstate
transportation.

Easy to define and administer.

TAXPAYER EQUITY

POTENTIAL NET
REVENUE IMPACT

Satisfactory although most
states do not — perhaps
because viewed as neces-
sities.

There are questions about
taxing health and legal
services. Who pays the tax
on court assigned legal
services?

Hurts low income tax-
payer most. But credit
would offset that. Luxury
consumption theory applies
well here.

Satisfactory.

Penalizes nonvertically inte-
crated firms and individuals
not using private trans-
portation which many
states are now subsidizing.

Satisfactory. Should be
taxed to broaden base and
bring about - sales tax
equity.

Good.

Very good.

Very good.

Very good.

Very good.

Low for all categories.




Appendix D

The following tables chart, by municipality,
the estimaeted differences between the current
statutory plan for reimbursement of lost
business inventory texes and the proposed
replacement of such reimbursements by distri-
buting an equal amount of money through the
municipal revenue sharing formula,.







Table 1

Municipalities Paying Less Uniform School Tax Due to Deletion
of Inventories From State Valuation (Over $10,000)

Amount of Reduction in Current 1977 Business

Uniform School Tax Due Business Inventories 1977 Using

to Deletion of Inventory Inventory Reimbursement Revenue Sharing
Municipality ~ From State Valuation Reimbursement  Estimate Formula
Portland 404,965 897,323 2,134,029 1,191,526
Bangor 281,837 393, 800 1,058,817 759,872
So. Portland 295,058 112,806 815,942 430,194
Lewiston 225,438 151,700 747,228 712,559
Jay 109,570 000 230,678 46,133
Augusta 104,225 112,361 421,169 371,073
Presque Isle 101,181 93,683 330,129 237,899
Waterville 98,761 129,577 414,394 330, 909
Wilton 93,719 000 123,060 55,321
Auburn 91,198 88,236 385,398 434,246
Biddeford 78,304 000 228,236 352,398
W estbrook 74,842 135,902 406,187 237,991
Brunswick 70,221 51,768 271,436 273,812
Houlton 57,403 59,633 193,466 166,744
Old Town 54,998 000 116,677 137,459
Madawaska 51,306 000 151,360 88,775
Freeport 49,799 14,615 138,974 66,701
Brewer 46,830 60,231 199,994 178, 124
Caribou 42,290 69,589 196,319 193, 624
Dexter 40,002 13,559 99,370 59,441
Belfast 37,128 3,631 104,498 93,938
Farmington 35,335 24,760 118,216 88, 699

Sanford 34 9466 AL D17 N1E 0Qn A00 177




(continued)

Amount of Reduction Current 1977 Business

Uniform School Tax Due Business Inventories

to Deletion of Inventory Inventory Reimbursement
Municipality From State Valuation Reimbursement Estimate
Rockland 34,297 56,053 178,617
Bath 33,589 51,102 181,755
Bucksport 31,071 56,359 152,130
Skowhegan 25,557 36,962 122,184
Saco 24,079 35,430 159,542
Ellsworth 24,042 30,872 122,294
Winthrop 23,844 19,448 98,848
Pitisfield 23,837 2,166 65,860
No. Berwick 23,007 000 6,537
Thomaston 22,787 000 58,380
Calais 21,394 4,928 66,757
Winslow 20,256 23,546 123,265
Norway 19,210 000 48,553
Dover-Foxcroft 17,746 000 56,060
Madison 17,499 10,277 62,476
Hampden 16,387 000 52,900
Paris 15,279 3,270 53,132
Rumford 15,126 44,476 159,753
Searsport 14,704 12,414 55,965
Fairfield 14,419 7,410 60,923
Peru 13,167 26,455 55,954
Corinna 12,956 000 20,879
Oakland 10,926 000 33,690
Oxford 10,775 000 30,585
Fort Kent 10.314 29 059 o 117

1977 Using
Revenue Sharing
Formula

119,316
183, 342
48,617
136, 800
192,161
63,888
60,995
76,250
37,189
35,072
71,093
96,008
51,914
62,971
67,673
68,852
44,907
149, 800
26,231
80, 894
24,349
25,000
41,566

20,596

“FL OO




Amount of Increases in

Uniform School Tax Due

to Deletion of Inventory
Municipality ~ From State Valuation

Municipalities Paying More Uniform School Tax Due to Deletion
of Inventories From State Valuation (Over $10,000)

Wiscasset

York

Wells

Cape Elizabeth
Yarmouth
Mount Desert
Harpswell

Old Orchard Beach
Standish
Kennebunkport
Windham
Cumberland
Kittery
Gorham
Boothbay
Scarborough
MiHinocket
Naples
Waldoboro
Bristol

E. Millinocket
Boothbay Harbor

131,056
52,539
44,808
39,755
31,160
26,743
25,991
23,025
22,970
18,720
17,555
17,543
16,856
15,898
15,734
15,626
15,187
14,475
14,423
13,931

13,805
13,764

Toble 2

Current 1977 Business
Business Inventories 1977 Using
Inventory Reimbursement Revenue Sharing
Reimbursement Estimate Formula
000 8,739 12,882
000 2,857 49,353
1,398 15,372 44,874
2,075 6,502 127,427
6,862 28,509 64,813
000 2,614 19,835
000 512 19,260
8,043 21,689 103,725
000 5,712 32,397
824 8,124 24,030
000 35,764 79,370
1,435 15,605 53,371
6,249 29,950 168,327
9,257 31,777 107,625
000 5,648 11,289
000 76,993 115,894
000 78,709 101,553
460 2,379 7,656
000 25,559 39,624
000 3,492 13,841
000 18,089 34,597
2,430 25,989 15,906




(continued)

Amount of Increases in Current 1977 Business

Uniform School Tax Due Business Inventories 1977 Using

to Deletion of Inventory Inventory Reimbursement Revenue Sharing
Municipalities From State Valuation Reimbursement  Estimate Formula
Bar Harbor 13,087 19,501 40,250 56,163
Raymond 13,214 000 8,419 8,232
Rockport 12,859 000 3,197 23,806
Falmouth 12,273 11,392 63,807 85,272
St. George 11,804 988 2,782 14,402
Eliot 11,519 000 5,521 32,265
Buxton 10, 697 2,848 12,235 36,039
Shapleigh 10,277 15 1,246 5,053

Gray 10,087 | 000 12,751 36, 885




Appendix E

The following charts are analysis of
1) the burden of current property taxes;

2) circuit breaker property tax relief (the Interim Reform
plan);

3) the tax relief realized by converting the current property
tax to a levy that generally reflects only the cost of
services provided property (Fundamental Reform plan).

This impact is measured by 4 different income brackets ($3,999,
$7,999, $11,999, and $15,999), in six different municipalities
(Portland, Bangor, Rockport, Castine, Millinocket, Fort Fairfield)
and for the average property tax rate in the State,







Column 1

The analysis is based on the net income after allowable exemptions, if any,
and the following tabulation shows gross allowable income for various size families
in each of the four income levels studied allowing $1,000 exemption for each
household member .

Gross Income

Family Size
1 2 3 4 5

Gross Gross Gross Gross Gross Net
Income Income Income Income Income Income

4999 5999 6999 7999 8999 3999

8999 9999 10999 11999 12999 7999
12999 13999 14999 15999 16999 11999
16999 17999 18999 19999 20999 15999

Column 2

Valuation of homestead (dwelling and one acre) in thousands. Shows over and
underhoused individuals,

Column 3

Original tax owed to municipality.

Column 4

Net tax after circuit breaker reduction (from original tax).,

Column 5

Each municipality spends a different percentage of its revenues on local needs,
excluding education and welfare. This column reflects the tax that homeowners would
pay under the special assessment concept in each community. (e.g. Portland uses 51.5%
of revenues for local needs - the last column shows the taxes that would be paid under
that percentage).




ANALYS!IS OF CQRRENT TAX, CIRCUIT BREAKER RELIEF (Interim Reform)
SERVICE ASSESSMENTS RELIEF (Fundamental Reform) ‘

MUNICIPALITY:  Portland

Interim Reform ‘Fundamental Reform
Property ‘ Current Net Tax After ‘Net Tax After Reducing
{ncome Value In Property Tax Circuit Breaker Tax to Reflect Services
Thousands Owed Relief Provided Property
$3999 $ 10 $ 280 , $208 $144
15 420 264 216
20 560 ' 320 288
25 700 376 361
30 840 432 433
35 980 488 505
’ 40 ~ 120 620 577
50 1400 900 7!
7999 10 280 280 144
15 420 384 216
20 560 440 288
25 700 496 361
30 .. 840 552 433
35 980 608 505
v 40 1120 | 664 577
50 1400 900 721
11999 10 280 280 144
15 - 420 420 216
20 560 560 288
25 | 700 640 - 361
30 840 696 433
35 980 752 505
. 40 1120 808 577
50 1400 920 721
15999 - 10 280 280 144
15 420 420 216
—_— 20 260 —— 560 288

25 700 700 361
30 840 840 433
€ 25 980 920 505
40 1120 976 577

50 1400 1088 721



ANALYSIS OF CURRENT TAX, CIRCUIT BREAKER RELIEF (Interim Reform)
SERVICE ASSESSMENTS RELIEF (Fundamenta! Reform)

MUNICIPALITY: FBangor

Interim Reform Fundamental Reform
Property Current Net Tax After Net Tox After Reducing
Income Value In Property Tax Circuit Breaker Tax to Reflect ‘Services
Thousands Owed Relief Provided Property
$3999 $10 $ 360 $ 240 $194
15 540 312 292
20 720 384 389
25 %00 456 486
30 1080 580 583
35 1260 760 680
40 1440 940 778
’ 50 1800 1300 972
—7999 10 360 360 194
15 540 432 292 i
20 720 504 389
25 900 576 486
30 1080 648 583
35 1260 760 680
40 1440 940 778
50 1800 1300 972
11999 10 360 360 194
15 540 540 292
20 720 648 389
25 900 720 486 ‘
30 1080 792 583
35 1260 864 680
40 1440 940 778
v 50 1800 1300 972
15999 10 360 360 194
15 540 540 292
20 720 720 389
25 900 888 486 -
30 1080 960 583 -
35 1260 1032 680
40 N 1440 a ]]di‘ ;;é

50 1800 1300 972



ANALYSIS OF CURRENT TAX, CIRCUIT BREAKER RELIEF (Interim Reform)
SERVICE ASSESSMENTS RELIEF (Fundamental Reform)

MUNICIPALITY: Castine
AC‘ T Interim Reform Fundamental Reform .
Property Current Net Tax After Net Tax After Reducing
Income Value In Property Tax Circuit Breaker Tax to Reflect Services
Thousands Owed Relief Provided Property
$3999 10 $125 $125 $ 33
15 188 171 49
20 250 196 65
25 313 221 81
30 375 246 98
35 438 271 14
v
40 500 296 130
50 625 346 163
7999 10 125 125 33
15 188 188 49
20 250 250 65
25 313 313 81
30 | 375 366 98
35 438 391 114
h 40 500 416 v 130
50 625 466 163
11999 10 125 125 33
15 188 188 49
20 250 250 65
25 313 313 81
30 375 375 98
35 438 438 114
40 500 500 130
50 625 610 163
15999 10 125 125 33
15 188 188 49
20 250 250 65
25 313 313 81
30 375 375 98
L
35 438 438 114
40 500 500 130

50 625 625 163



ANALYSIS OF CURRENT TAX, CIRCUIT BREAKER RELIEF (Interim Reform)
SERVICE ASSESSMENTS RELIEF (Fundamental Reform)

MUNICIPALITY: fort Fairfield

: Interim Reform Fundamental Reform
Property Current Net Tax After Net Tax After Reducing
Income Valuve In Property Tax Circuit Breaker Tax to Reflect Services
Thousands Owed Relief Provided Property

$3999 10 $ 353 $ 237 $199
15 530 308 298
20 706 378 397
25 883 449 497
30 1059 559 596
35 1236 736 696
v 40 1412 912 795
50 1765 1265 994
7999 10 353 353 199
15 530 428 298
20 706 498 397
25 883 569 497
0 1059 640 596
35 1236 736 696
40 1412 912 795
50 1765 1265 994
11999 10 353 353 199
15 530 530 298
20 706 642 397
25 883 713 497
30 1059 784 596
35 1236 854 696
40 1412 925 795
50 1765 1265 994
15999 10 353 353 199
15 530 530 298
20 ) 706 706 397
25 883 881 497
30 1059 952 596
35 1236 1022 696
’ 40 1412 1093 795

=0 1765 12465 994



ANALYSIS OF CURRENT TAX, CIRCUIT BREAKER RELIEF (Interim Reform)
SERVICE ASSESSMENTS RELIEF (Fundamental Reform)

MUNICIPALITY: - Millinocket Interim Reform Fundamental Reform
» Property Current Net Tax After -Net Tax After Reducing
Income Value In Property Tax Circuit Breaker Tax to Reflect :Services
Thousands Owed Relief Provided Property
$3999 $10 $ 215 $182 $ 86
15 323 225 129
20 430 268 172
25 538 311 215
30 645 354 258
35 753 398 301
e 40 860 440 344
. 50 1075 575 430
7959 10 25 25 86
15 323 323 129
20 430 388 172
25 538 431 215
30 645 474 258
35 753 517 301
3 40 860 560 344
50 1075 646 430
11999 10 215 215 86
15 323 323 129
20 430 430 172
25 538 538 215
30 645 618 258
%5 753 661 301
e 40 860 704 344
50 1075 790 430
15999 ‘ 10 215 215 86
15 323 323 129
) 20 430 430 172
25 538 538 215
30 645 645 258
35 753 753 301
40 860 860 344

50 1075 958 430



ANALYSIS OF CURRENT TAX, CIRCUIT BREAKER RELIEF (Interim Reform)
SERVICE ASSESSMENTS RELIEF (Fundamental Reform)

MUNICIPALITY: Rockport

Interim Reform -Fundamental Reform
Property Current Net Tax After Net Tax After Reducing
Income Volue In Property Tax Circuit Breoker Tax to Reflect Services
Thousands Owed Relief Provided Property
$3999 $10 $160 $160 § 66
15 240 192 98
20 320 224 131
25 400 256 164
30 480 288 197
a5 560 320 230
40 640 352 262
) 50 800 416 328
7999 10 160 160 66
15 240 240 98
20 320 320 . 131
25 400 376 164
30 480 408 197
35 560 440 230
40 640 472 262
) 50 : 800 536 328
11999 10 160 160 66
15 240 240 98
20 320 320 131
25 400 400 164
30 480 480 197
35 560 560 230
40 640 616 262
50 800 680 328
15999 ‘ 10 160 160 66
15 240 240 98
2 320 320 131
B 2% 400 400 164 o

30 480 480 197
35 560 560 230
40 640 640 262

— 800 800 298



MUNICIPALITY: State Average Rate

ANALYSIS OF CURRENT TAX, CIRCUIT BREAKER RELIEF (Interim Reform)
SERVICE ASSESSMENTS RELIEF (Fundamental Reform)

Interim Reform ‘Fundamental Reform
Property Current Net Tax After ‘Net Tax After Reducing
Income Value In Property Tax Circuit Breoker Tax to Reflect Services
Thousands Owed Relief Provided Property

$3999 $10 $277 $207 $139
15 416 262 208
20 554 318 277
25 693 373 347
30 831 428 416
35 970 484 485
L 40 1108 608 554
50 1385 885 693
7999 10 277 277 139
15 416 382 208
20 554 438 277
25 693 493 347
30 831 548 416
35 970 604 485
40 1108 659 554
50 1385 885 693
11999 10 277 277 139
15 416 416 208
20 554 554 277
25 693 637 347
30 831 692 416
35 970 748 485
40 1108 803 554
50 1385 914 693
15999 10 277 277 139
15 416 41¢ 208

20 554 554 277 o
25 693 693 347
30 831 831 416
35 970 916 485
40 1108 971 554
50 1385 1082 693



Appendix F

The following chart lists the
new tax rates for the proposed
Estate Tax (combining the current
Estate Tax and the current
Inheritance Tax).






BUREAU OF TAXATION October 8, 1975

Federal Taxeble  Federal Taxable Net Federal Tax Net Rate of Suggested  Suggested Credit for death Recommended Maine
estate tefore Estate before on amount in Federal tax Maine tax Rate of Tax taxes allowed on Fed. Tax in excess of
Exemption of exermption of Cole (1) on excess on amount on excess Ret. on an Estate Credit on an Estate
$60,0¢0 equal to $60,000 less over amount in Col. (1) over amount equal %o the amount equal fo the amount
or more than than ) in Col. (1) in Cele (1) 1inm Col. (1). in Col. (1)
0 60,000 0 o} 0 0 0 0
60,000 65,000 0 .030 0 .015 0 0
£€5,000 70,000 150 070 75 .025 0 75
70,000 80,000 500 .110 200 Job 0 200
80,000 90,000 1,600 140 600 .05 o] 600
90,000 100,000 3,000 -180 1,100 .0%5 0 1,100
100,000 110,000 4,800 212 1,750 .08 0 1,750
110,000 120,000 6,920 242 2,550 .09 80 2,470
120,000 150,000 9,340 272 3,450 .10 160 3,290
150,000 160,000 17,500 264 6,450 10 Loo 6,050
160,000 200,000 20,140 284 7,450 .105 560 6,820
200,000 300,000 31,500 276 11,650 .105 1,200 10,450
300,000 310,000 59,100 268 22,150 .105 3,600 18,550
310,000 500,000 61,780 .288 23,200 »115 3,920 19,280
500,00 560,000 116,500 »280 45,050 .115 10,000 35,050
560,000 700,000 - 133,300 «310 51,950 .125 16,000 35,950
700,000 810,000 176,700 «302 69,450 .125 18,000 51,45
810,000 900,000 209,920 2322 83,200 .13 - 23,280 59,920
900,000 1,060,000 238,900 o374 S4,500 13 27,600 67,300
1,060,000 1,100,000 289,10 o334 115,700 o1 36,560 79,140
1,100,000 1,310,000 302,500 «326 121,300 14 38,800 82,500
1,310,000 1,560,000 370,960 2356 150,700 .15 52,240 98,460
1,560,0C0 1,600,000 459,960 -386 188,200 .16 68,250 119,960
1,600,000 2,060,000 475,400 »378 194,600 .15 70,800 123,800
2,060,000 2,100,000 649,280 2418 268,200 175 103,920 164,280
2,100,000 2,560,000 666,000 .40 275,200 .175 106,8¢0 168,400
2,560,000 2,600,000 854,600 .50 355,700 .G 143,600 212,100
2,600,000 3,060,000 872,600 ) 363,200 =19 146,800 216,500
3,060,000 3,100,000 1,075,920 2472 450,700 .19 187,280 263,420
3,700,000 3,560,000 1,094,800 i 458,300 .19 190,80 267,500
3,560,000 3,600,000 1,308,240 ol 545,700 .19 234,960 310,7%0
3,600,000 4,060,000 1,328,000 485 553,300 .19 238,800 314,500
4 050,000 4,100,000 1,551,560 526 £40,700 =15 285,640 354,060
4,100,000 5,060,000 1,572,600 .518 648,200 +19 290,800 357,5C0
5,060,000 5,100,000 2,069,880 »558 830,700 219 358,320 422,380
5,100,000 6,060,000 2,092,200 2550 338,200 »19 402,800 435,550
6,060,000 6,100,000 2,620,200 580 1,020,700 .19 518,000 502,700
£,100,C00 7,060,000 2,643,400 «572 1,028,300 .19 522,800 505,500
7,060,000 7,100,000 3,192,520 602 1,210,700 -19 645,680 565,020
7,100,000 8,060,000 3,216,600 2594 1,218,300 19 650,800 567,500
8,080C,0C0 8,100,000 3,786,840 .624 1,400,700 .19 781,360 619,340
8,100,C00 9,100,000 3,811,800 .61€ 1,408,300 .19 786,800 621,500
9,10C,020 10,060,000 4,427,800 -608 1,598,200 .19 9%0.800 667.500
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MINORITY REPORT
Maine currently stands 45th of all the states in per capita income. In
addition to a lower wage level Maine has a larger proportion of citizens
over age 66 than mosl other states. At the same time we live in a "prop-
erty inlensive' state. We do not agree, therefore, that the "fundamental
reform plan" shall be "the shift from property tazes to income taxes," or
that the property tax 1s regressive. It 18 our opinion that the introduc-
tion of a "eitrcuit breaker'" with a family income limit, a home valuation
limit and an overall State expenditure limit can provide relief for home-
owners not able to pay their real estate tares and at the same time make
sure that the property tax is based on "ability to pay'" as measured by the
value of real property owned.
We are in favor of the long-range plan to assess '"user fees'" for services
rendered to the owners of real property, whether the owners are otherwise
taxable, or not, but we believe that the balance of assessment needs should
be based upon "ability to pay" in a "progressive' manner using both the
value of real property owned, and level of current income recieved as a
measurement,
The amount of taxes taken from the economy of the State of Maine as meas-
ured by the percentage of Gross State Product going for State and Local
taxes was L6% in accordance with the table furnished. This percentage, in
our opinion, is exceedingly high, and for the year shown is approximately
equal to that in Massachusetts. It is mandatory that we reduce this per-
centage, as a first priority, either by reducing expenditures or by increas-
ing the amount of the "Gross State Product.” We believe that the reforms
recommended in the report should be accomplished only as fast as, and to the
extent that, this priority can be achieved. If the economy of the State can
be stimulated, revenues will be producedwhich can fund the recommended reforms.

Respectfully submitted:

John Robinson
John 0'Sullivan







CIRCUIT BREAKLR

The undersigned members ol the Committee submit this minority
report in dissent of the local property tax '"circuit breaker"
as an interim goal for structural reform of the State's tax
structure.

The circuit breaker is erroneously billed as a comprehensive
property tax relief program that provides benefits to over-
burdened taxpayers. The circuit breaker plan does not, in
our opinion, solve the inequities inherent in current levels
of local property taxation. While treating only surface
symptoms, it purports to cure a major fault. In so doing,
it may lull people into believing that no further remedy is
required. '

The following is a quote from the Brookings Institute pub-
lication of "Who Pays the Property Tax?'' by Henry J. Aaron;
"Tax relief in this form (circuit breaker) amounts, in fact,
to an income maintenance system whose benefits are related

to income and property tax payments. . Circuit breakers offer
a kind of housing allowance based on a peculiar formula and
providing quite modest benefits;..." '"Families whose

incomes are temporarily depressed and whose housing expendi-
tures are based on thelir normally higher incomes will qualify
for more relief than will households whose incomes are
normally low and who base their housing expenditures on

those levels.'" Circuit breakers '"...tend to subsidize (a)
those within each income bracket who consume unusually large
amounts of housing or who have unusually large ratios of
property to current income, and (b) those with fluctuating
incomes."

Mason Gaffney, in remarks to the President's Advisory Com-
mission on Inter-governmental Relations September 14, 1972
said: '""Those that become welfare cases should be treated by
the welfare system on an impartial basis, without special
favor to property owners. To use property tax relief as a
substitute for welfare is to distribute welfare in pro-
portion to wealth, surely an odd notion."

Aaron also states "It is questionable whether an indirect
form of intra-state revenue sharing (circuit breaker) is
necessary or desirable when all states have available such
other means of aiding subdivisions as school aid and direct
grants..." (emphasis added)

The circuit breaker does nothing to improve the business
tax climate. The fundamental reforms, however, provide sub-
stantial relief to resident business.
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Upon adoption of fundamental reform the circuit breaker
would provide even more incquitable relief to those with
large homes and adequate income,

The undersigned dissent from the adoption of the '"circuit
breaker' concept in the committee report because:

1. It is inconsistent with the position of the
Committee supporting a general reduction of all
municipal property taxes.

2. It erroneously suggests that the circuit breaker
cures the excesses ol local property taxes when,
in fact, it does not.

3. It arbitrarily provides a welfare system to those
who consume a large amount of housing.

JoAnne R. Babcock
Paul E. Fitzhenry
W. Scott Fox, Jr.
Jerome F. Goldberg
Peter Isaacson
Robert Kruger



MAINE INSURANCE PREMIUM TAX
MINORITY REPORT

One of the principles of a sound state-local tax policy structure
cnumerated by the Tax Policy Committee is "equity and fairmess." The
State of Maiue's current insurance premium tax does not apply to certain
nonprofit hospital orx medical service organizations writing insurance.
Such organizations are in competition with the private domestic and foreign
insurance companies. Preferential tax treatment through exemption from the
premium tax of such organizations does not meet the test of "equity and fair-
ness." The Governor and the Legislature should be encouraged to introduce
and secure passage of legislation providing for a premium tax on nonprofit
hospital or medical service organizations at a rate equivalent to the premium
tax on domestic companies. At a 1% rate this would yield an estimated $250,000,
and at a 2% rate as proposed by the Tax Policy Committee, it would yicld

$500,000.

John L. Salisbury







A TRANSFER PAYMENT ALTERNATIVE

This brief report on "A Transfer Paywent Alternative" is not being Ffiled
as a minority report, but is intended to outline a long-range approach worthy
of more in-depth research than this member of the Governor's Tax Policy Committce
has had the time to give during the Comﬁittee's deliberations.

The cornerstones of this proposal are: (1) the property tax on the resident
property taxpayer should support only those services related to property; (2) the
state categorical aid programs to schools and municipalities, except for capital
construction or short-term incentive grants, should be eliminated; (3) in lieu of
categorical aid programs to schools and municipalities, the state-local tax balance
should be maintained through transfer payments returned directly from the state
general fund revenues to the property taxpayer, and (4) the property tax should
reflect to a greater extent than it does currently "ability to pay."

The transfer payment approach this proposal would incorporate is a property
tax circuit breaker. Ultimately, the funding level of the circuit breaker would
be the dollar sum of the most recently completed year's local expenditures for
education and welfare. The alternative mechanics for instituting the circuit
breaker are many. This author would suggest an approach that would provide a
rebate to a resident property taxpayer after his property taxes exceeded a certain
percentage of his income. I would suggest a lower percentage threshold for per-
sons earning less than average income for a Maine family and a flat rate threshold
for those who have incomes that exceed the average in Maine. The property tax
circuit breaker would also apply to renters. In no case should the property owner
receive a rebate in excess of 60% of his property tax bill.

The transfer payment approach would also incorporate a property tax rcbate

for business. Such a rebate would be based upon employee payroll and similarly



should not exceed 607 of the property tax bill of the business. This concept
would provide an incentive for industrial location and expanded business pay-
rolls. This particular aspect of the transfer payment concepl merits special
rescarch attention.

The administration costs of this proposal can, I belicve, be wminimized
through a state-municipal cooperative approach. Again, this aspect of the
proposal warrants a more detailed analysis than anyone has given it to date.

The advantages of the transfer payment alternative are severalfold:

(1) the Governor and the Legislature would know annually what sum of money was
necessary to fund the transfer payments program and could, through proper legis-
lative drafting, prevent potential deficits; (2) the property tax would more
appropriately reflect "ability to pay'; (3) the state categorical aid program
which frequently determines local priorities and can contribute to increased
expenditure of tax dollars will be eliminated, thereby assuring greater local
control, and (5) an effective method of assuring a balanced state-local tax
policy will be guaranteed.

The major disadvantage to the approach is the increased administrative
complexities and corresponding potential lack of citizen understanding of the

program.

John L. Salisbury




MINORITY REPORT

SENATOR PHILIP MERRILL

1. INTRODUCTION

My goals in seeking to reform Maine's tax system are three-
fold. First, we should make our tax structure more progressive;
second, we should avoid narrowing the tax base, and, finally, we

should do this without causing major dislocations in our economy,

Today Maine relies most heavily on its least progressive tax -
the property tax. The sales tax is next, and the most progressive
tax, the income tax, is relied on the least. As a result, the
working man and woman pay a much higher share of taxes to the

State than is fair or even productive.







I PROPERTY TAX i

The short-range goals of the Committee are, for the most part,
good steps toward correcting the great inequities created by the
property tax. The circuit breaker and revenue sharing money to
replace the property tax on inventories are needed and should be
implemented. Beyond that, I believe the State should rely on the
property tax less to finance education and go to a mix that raises
no more than 45% from that source. If that was done we would be
raising approximately 32% of our State-local tax dollar from
property tax, and this is reasonably close to recommended goals
of 20-30%. Because the proposed tax collects many dollars from
tLhe out-of-state taxpayer (estimates are as high as 25%), we are,

therefore, justified in being reluctant to abandon this tax.

The Committce's long-range plan would have the State and
local government of Maine raise only 21.5% of its money from
property tax. My argument with this recommendation is with the
premise on which it is devised. The philosophical underpinning
of this recommendation is that property should be assessed only
to pay for "property related services" (e.g. fire and police
protection). It then becomes, in a theoretical sense, not a tax

but a special assessment.

This course was recommended because the majority of the
Comnittee is convinced that real property does not provide a
reliable basis on which to tax people. The best analogy here is
with the tax we levy on cars. In Maine we have a gasoline tax
and that pays for the services rendered to cars, (e.g. roads,
State police, etc.), vWle also pay an excise tax, not based on
services bhut on the actual value of this car. This is a pure

property tax.

The logic of the majority would say only the gasoline tax
is appropriate. I believe the wealth represented by a valuable
automobile is an appropriate item on which to base part of the
taxation svstem, The person who owns a fine car or expensive
home and carns $10,000 a year is more wealthy, and more able to
pay taxes, than the person who owns no home and no car and earns

the same inccere.







Consider two individuals who both have $100,000. The first
buys a home for that amount. He keeps it for ten years and sells
it for $140,000 and pays capital gains tax on $40,000, The second
person buys a home for $20,000 and sells in ten years for $28,000
and pays capital gains on $8,000. This individual also invests
$80,000 in stocks and sells them in 10 years for $112,000. In the
meantime, the second individual collects $5,000 a year interest on
his investment. He pays income tax on this and uses the remainder
for travel and entertainment. Both individuals live in the homes
they bought. The rental value of the first person's home is $5,000
per year. The rental value of the second is $1,440 per year. If
there were no property taxes the first individual who took his
wealth in a fine home would be getting the whole rental value tax
free. The man who took his Wealth in travel and entertainment
pays a tax on that income. This is the problem of imputed income.
It is completely separate from the question of how to pay forlthe
services that the community and State provide the home.

It is my belief then that property is an element of wealth,
and, as such, it should be taxed - if taxation is seeking to
accurately reflect ability to pay. The problem with the property
tax is not that it is unfair, but that we rely on it too heavily,
and we do nothiné to make sure it's effect on an individual tax-
payer is not so harsh as to cause him to give up his home or go
bankrupt. The revenue sharing, increased general funding of
education, and the circuit breaker, go a long way toward solving

these problems.

Present money collected by Property Tax 208.2 1in millions

Loss of Property Tax from education change 13

Increased revenue sharing 11.5
Cost of circuit breaker 10

New net total raised 173.7






11 SALES TAX

The long-range plan recommended by a majority of the Committee
would have the State move from 26.3% reliance on sales tax to 29.5%.
I think we ought to move down toward 20% instead of up to 30%. We
should also strive to make this tax more progressive without losing

out=of-state monies collected from this source.

My plan would exempt certain necessities from sales tax: water,
gas for heating and cooking, and 500 kws. of electricity per month
per household. It would also provide an income tax credit to equal
the sales tax on $200-worth of clothing. To qualify for the latter,
the taxpayer would have to live in Maine and file a Maine income tax

return.

I would add a sales tax of 5% on amusements such as movies,
etc. The net results of these changes would be no lossof out-of-
state dollars. By exempting more necessities from the sales tax,

the tax becomes a luxury tax and is, therefore, more progressive.

Money now raised with sales & use tax 137.8

Loss of sales tax revenue from water,

gas, electricity exemption 2.5

Cost of clothing credit 10.

Money to be raised by tax on amusements l.4
Net effect 126.7

III PAYING FOR TAX REFORM

I would compensate for the loss in tax revenues resulting from
the reduction in property tax and sales tax by increases in the tree

growth tax, the corporate income tax, and the individual income tax.

The tree growth tax raises the property tax money on about one

half of “aine's land., Tt raises only about five million dollars a







year, and I believe an additional three million from this source
would not be unfair to the paper companies. If done in concert
with a new look at the whole formula, it would result in a more

equitable tax to all concermned.

CORPORATE TAX

Because this plan would cut property tax on inventories and
real property of Maine's business community as well as individuals,
I believe it would be appropriate to increase by 1% the Maine
Corporate Income tax. This would raise an additional five million

a year.

INCOME TAX

The tax on individual income would have to be increased to
collect 85 million instead of the 43,8 million now raised. While
this is less of an increase than called for by the majority of the
Committee, it is substantial. The increases should not be across
the board and should be designed to make Maine's income tax more
progressive., The plan submitted to the Committee by Bangor
Representative, Philip Ingegneri, is included as an example of

how this might be done.

CONCLUSION

For too long tax reform has been on the shelf; it is taken
out and dusted off before elections and then forgotten.

Today the public is upset. We hear talk of a taxpayer
rebellion. The issue is not only how much money government spends;
but also whether it collects that money fairly, and from those most
able to pay. This new public concern can result in action if it is
coupled with the understanding that a more progressive and more
visible tax must be raised to allow a more regressive tax to be
lowered.

By reducing tihe taxes of those least able to pay, we strengthen
the economy by increasing consumer spending power, and we strengthen

our goverrilent by increasing public confidence.







Present Incremental Long Range Merrill

Property 208.2 186.7 112.6 173.7
Sales 137.8 137.8 154.5 126.7
P. Income 43,8 65.3 106.9 85 mil.
Corporate 20.9 20,9 28.8 25.9 mil,
Other 173.2 113.2 104.8 118.2

ACIR
Property 39,7 35.6 21.5 32.8 20-30%
Sales 26.3 26.3 29.5 23.9 20-25%
Income 8.4 12.4 20.4 16. 25%
Corporate 4.0 3.9 5.5 4.8 5%

Other 21.6 21.6 23.1 23.3 20%







Present Personal Income Tax Rate

If the taxable income is:

Not over $2,000
$2,000 to $5,000
$5,000 to $10,000
$10,000 to $25,000
$25,000 to $50,000
$50,000 or more

Not over $4,000
$4,000 to $10,000
$10,000 to $20,000
$20,000 to $50,000
$50,000 to $100,000
$100,000 or more

Single

The tax is:

1% of the taxable income

$20 plus 2% of excess over $2,000

$80 plus 3% of excess over $5,000
$230 plus 4% of excess over $10,000
$830 plus 5% of excess over $25,000
$2,080 plus 6% of excess over $50,000

Joint

1% of the taxable income

$40 plus 2% of excess over $4,000

5160 plus 3% of excess over $10,000
$460 plus 4% of excess over $20,000

S1 660 plus 5% of excess over $50,000
34,160 plus 6% of excess over $100,000

Rep.

Ingegneri's Proposed Schedule

If the taxable income is:

Not over $2,000
$2,000 to $4,000
$4,000 to $6,000
$6,000 to $8,000
$8,000 to $10,000
$10,000 to $15,000
$15,000 to $20,000
$20,000 to $25,000
$25,000 to $30,000
$30,000 up

Not over $4,000
$4,000 to $8,000
$8,000 to $12,000
$12,000 to $16,000
$16,000 to $20,000
$20,000 to $30,000
$30,000 to $40,000
$40,000 to $50,000
$50,000 to $60,000
$60,000 up

Single

The tax is:

17% of taxable income
$20 plus 3%

$80 plus 4%

$160 plus 5%

$260 plus 6%

$380 plus 7%

$730 plus 8%

$1,130 plus 10%
$1,630 plus 11%
$2,180 plus 12%

Joint

17 of taxable income
$40 plus 3%

$160 plus 4%

$320 plus 5%

$520 plus 6%

$760 plus 7%

$1,460 plus 8%
$2,260 plus 10%
$3,260 plus 11%
4,360 plus 12%






