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Information for Expedited Reviews of Tax Expenditures

Overview

The Office of Program Evaluation and Government Accountability (OPEGA) is tasked by 3 MRSA
§1000(2) with providing information to support the Legislature’s Joint Standing Committee on Taxation in
carrying out expedited reviews of certain Maine State tax expenditures. As defined by 3 MRSA §992 and

5 MRSA §1660, "tax expenditures" means “those state tax revenue losses attributable to provisions of Maine tax laws
that allow a special exclusion, exemption or deduction or provide a special credit, a preferential rate of tax or a
deferral of tax liability.” The information OPEGA is required to provide includes:

e adescription of the tax policy under review;

e descriptions of each tax expenditure associated with that policy, including the mechanism through
which it is distributed and its intended beneficiaries;

e the legislative history of each tax expenditure; and

e the fiscal impact of the tax policy and each related tax expenditure, including past and future
impacts.

As required by 3 MRSA §998, the Legislature’s Government Oversight Committee (GOC), in consultation
with the Taxation Committee, previously assigned each Maine State tax expenditure to one of three review
categories: (a) full evaluation; (b) expedited review; (c) no review. Tax expenditures selected by the
Committees for expedited review are those intended to implement broad tax policy goals that cannot be
reasonably measured.' The 17 tax expenditures selected by the Committees for expedited review in 2019
include exemptions from the sales and use tax and exemptions from the service provider tax. Each of these
tax exemptions were classified under the policy area described as “Charitable.”

“Charitable” Policy Areas: Definitions

OPEGA’s 2015 Proposal for Legislative Review of Maine State Tax Expenditures defined the “Charitable”

policy area as:

Charitable expenditures are expenditures which exempt charitable organizations from taxes. For
purposes of this classification, charitable organizations include government, educational, nonprofit,
religions, health care and other organizations that assist particular groups in need.”

OPEGA notes that the expenditures that were categorized under the “charitable” rationale in the 2015
proposal are diverse and do not share a common tax policy. Consequently, a concise description of how
these expenditures relate to a single broad tax policy is not possible. To aid in categorizing the tax
expenditures for evaluation by the Taxation Committee, OPEGA has grouped the 2019 tax expenditures
into groupings of similar exemptions, based on the intended beneficiaries. The groupings of expenditures
described as “Charitable” are listed as:

1) Public Support for Certain Organizations
2) Public Support for Students, Youth and Schools
3) Public Support for Persons with Disabilities

The 17 tax expenditures in the 2019 cohort are grouped by category in Table 1.

1 3 MRSA §998(1)(B)
> OPEGA considered 26 US Code §501(c)(3) when developing this definition.
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Information for Expedited Reviews of Tax Expenditures

MRS told OPEGA they do not use these estimates to look at trends; rather, the numbers are “point in time”
based on the economic forecast using the best information available at the time. Estimates are influenced by
the anticipated tax rates; economic activity; policy changes; available data; and other factors. This makes it
challenging to discern any trends or policy impacts over time using the revenue loss estimates published in
the MSTER. Consequently, MRS is unable to determine the amount of impact from each of these factors in
a given year. They may adjust an estimate based on their assessment of the anticipated impact of certain
changes, but that may be one of many factors that contribute to an estimate in a given year.

Neither OPEGA nor MRS was able to identify any existing data that could be used to assess how closely
MRS’ estimates reflected actual forgone revenue, or that would better illustrate trends in fiscal impact. It is
beyond the scope and resources of OPEGA to delve more deeply into the methods used to calculate
individual tax expenditures or more fully research other potential data sources. If the Legislature is
interested in understanding fiscal impact trends and/or actual impacts from policy changes on these tax
expenditures, we suggest the Joint Standing Committee on Taxation confer with MRS and OFPR on
options for obtaining such analyses in the future.
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Appendix A: Selected Sections of Statute Relevant to Expedited Reviews of Tax Expenditures

3 MRS §998. Process for review of tax expenditures*

1. Assignment of review categories. By October 1, 2015, the committee, in consultation with the policy committee, shall
assign each tax expenditure to one of the following review categories:

A. Full evaluation for tax expenditures that are intended to provide an incentive for specific behaviors, that provide a
benefit to a specific group of beneficiaries or for which measurable goals can be identified;

B. Expedited review for tax expenditures that are intended to implement broad tax policy goals that cannot be reasonably
measured; and

C. No review for tax expenditures with an impact on state revenue of less than $50,000 or that otherwise do not warrant
either a full evaluation or expedited review.

2. Schedule. The committee, in consultation with the policy committee, shall establish a prioritized schedule of ongoing
review of the tax expenditures assigned to the full evaluation and expedited review categories pursuant to subsection 1,
paragraphs A and B. To the extent practicable, the committee shall group the review of tax expenditures with similar goals
together.

3. Annual review of assignments and schedule. By October 1st of each year, beginning in 2016, the committee, in
consultation with the policy committee, shall review and make any necessary adjustments to the review category assighments
and schedule pursuant to subsections 1 and 2, including adjustments needed to incorporate tax expenditures enacted, amended
or repealed during the preceding year.

4. Office responsibilities. The office shall maintain a current record of the review category assignments and the schedule
under this section.

SECTION HISTORY
2015, ¢ 344, §4 (NEW) 2017, ¢ 266,§1 (AMD)

3 MRS §1000. Expedited review of tax expenditures

1. Expedited review process. Beginning July 1, 2016, the policy committee shall conduct expedited reviews of tax
expenditures and the associated tax policies identified under section 998, subsection 1, paragraph B, in accordance with the
schedule established in section 998, subsection 2.

A. For each tax policy subject to review, the policy committee shall assess the continued relevance of, or need for
adjustments to, the policy, considering:

(1) The reasons the tax policy was adopted;

(2) The extent to which the reasons for the adoption still remain or whether the tax policy should be reconsidered;
(3) The extent to which the tax policy is consistent or inconsistent with other state goals; and

(4) The fiscal impact of the tax policy, including past and estimated future impacts.

B. For each tax expenditure related to the tax policy under review, the policy committee shall assess the continued
relevance of, or need for adjustments to, the expenditure, considering:

(1) The fiscal impact of the tax expenditure, including past and estimated future impacts;
(2) The administrative costs and burdens associated with the tax expenditure;

(3) The extent to which the tax expenditure is consistent with the broad tax policy and with the other tax
expenditures established in connection with the policy;

(4) The extent to which the design of the tax expenditure is effective in accomplishing its tax policy purpose;

* In these sections of law, “the office” refers to OPEGA; “the committee” refers to the GOC; “the policy committee” refers to the
Taxation Committee.
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Appendix A: Selected Sections of Statute Relevant to Expedited Reviews of Tax Expenditures

(5) The extent to which there are adequate mechanisms, including enforcement efforts, to ensure that only intended
beneficiaries are receiving benefits and that beneficiaries are compliant with any requirements;

(6) The extent to which the reasons for establishing the tax expenditure remain or whether the need for it should be
reconsidered; and

(7) Any other reasons to discontinue or amend the tax expenditure.

2. Action by the office. By July 1st of each year, beginning in 2016, the office shall collect, prepare and submit to the policy
committee the following information to support the expedited reviews under subsection 1:

A. A description of the tax policy under review;

B. Summary information on each tax expenditure associated with the tax policy under review, including:
(1) A description of the tax expenditure and the mechanism through which the tax benefit is distributed;
(2) The intended beneficiaries of the tax expenditure; and
(3) A legislative history of the tax expenditure; and

C. The fiscal impact of the tax policy and each related tax expenditure, including past and estimated future impacts.

3. Report by policy committee; legislation. By December 1st of each year, beginning in 2016, the policy committee shall
submit to the Legislature a report on the results of the expedited reviews conducted pursuant to subsection 1 that year. The
policy committee may submit a bill related to the report to the next regular session of the Legislature to implement the policy
committee's recommendations.

SECTION HISTORY
2015, ¢ 344, §4 (NEW)
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Appendix C: Additional Discussion of MRS’ Microsimulation Model
History of Updates to MRS’ Office of Tax Policy Microsimulation Model

The sales and excise tax model is one of several microsimulation models MRS uses to forecast state revenues, to
estimate the impact of proposed changes to state and local tax laws, and to develop a distributional analysis of
Maine’s state and local tax systems. The complete system of tax models also includes models for individual
income tax, corporate income tax, property tax, and multi-tax incidence. The models are developed by
contractors selected by MRS through a competitive bid process.

MRS has had four Sales and Excise tax models since 1999 and has a goal of updating the model every
five years. The details on models used to date are:

Model I: Contracted with KPMG, LLP in 1998. Models were completed by end of 1999 and used for
fiscal note purposes beginning with the 2000 legislative session. The FY02/03 biennial budget was the
first time the models were used for tax expenditure estimates (January 2001).

Model II: Contracted with Barents Group, LLC (at that time a subsidiary of KPMG) in 2002. Models
were completed by the end of 2004 and used for fiscal note purposes beginning with the 2005 legislative
session. The FY06/07 biennial budget was the first time the models were used for tax expenditure
estimates (January 2005). Base year data in this model was for the year 2000. This model was used for
fiscal estimates in the 2014-2015 Maine State Tax Expenditure Report.

Model I1I: Contracted with Chainbridge, LLC in 2011. Models were completed by the end of 2011 and
used for fiscal note purposes beginning with the 2012 legislative session. The FY14/15 biennial budget
was the first time the models were used for tax expenditure estimates (January 2013). Base year data in
this model is for the year 2009. This model was used for fiscal estimates for Sales & Use Tax
expenditures in the 2016-2017 Maine State Tax Expenditure Report.

Model IV: Contracted with Chainbridge, LL.C in 2016. The Sales tax model was completed by the fall of
2016 and used for fiscal note purposes beginning with the 2017 legislative session. The FY18/19 biennial
budget was the first time the models were used for tax expenditure estimates (January 2017). Base year
data in this model is from 2012 and 2014. The income tax model was used for fiscal note purposes
beginning with the 2018 legislative session.
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