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Committee's Property Tax Reform Package
Whateveritis ... It isn't Question 1A

The special legislative committee
charged with reviewing Governor
Baldacci’'s tax reform proposal con-
vened over last weekend and late into
Monday night this week before voting
12-3 that the proposal, as amended by
the Committee, “ought to pass’. The
bill isLD 1.

LD 1 was supposed to be the
Governor’ s approach to implementing
the School Finance and Tax Reform
Act of 2003 (a.k.a., Question 1A), the
citizen initiative supported by MMA
that voters adopted on June 8, 2004.

Whatever LD 1is,itisn’t Question
1A!

The centerpiece of both the
Governor’s proposal and now the
Committee’s amended bill is a four-
year, phased-in implementation of the
state's obligation to provide 55% of
the cost of K-12 education, measured
by a new school funding model called
“essential programs and services”
(EPS). The phase-in to 55% school
funding in LD 1 closely resembles the
phase-in to 55% funding that would
have been provided if the voters had
adopted the Legislature’s 2003 com-
peting measure, known asQuestion 1B.
Instead of Question 1B’ sfive-year ramp
to 55%, LD 1 wouldinstall afour-year
ramp.

Another key component of LD 1is
a $15 million annual expansion of the
“circuit breaker” property tax and rent
rebate program, creating expanded eli-
gibility and benefit guidelinesthat also
closely resemble the circuit breaker

changes that would have been imple-
mented if the voters had adopted the
Legislature’s Question 1B competing
measure.

Other elements of LD 1 include a
consciousness-raising spending limi-
tation system, an expanded Homestead
Exemption but with no additional state
dollars, and aMunicipal Revenue Shar-
ing Program redistribution.

LD 1 carvesits own path to prop-
erty tax reform and sets aside key com-
ponentsof thecitizeninitiative—Ques-
tion 1A — that wastwice supported by
the Maine voters, and actually enacted
into law on June 8, 2004.
Coincidentially, the citizen initiative
becomes operational law today, Janu-
ary 14, 2005.

A disregard for a law enacted by
Maine voters concerns us deeply, but
it's not our only concern about LD 1.
The fundamental goal of Question 1A
wastoincrease state support for school
funding so that the property tax bills
all across Maine would be reduced
when they are sent out next fall.
Unfortuately, LD 1 does not make that
possible across large geographic sec-
tions of Maine. We aso have serious
guestions about the property tax shift-
ingthatiscontainedintheLD 1andLD
2 package under the name of “ property
tax reform”. It'sironic that the Com-
mittee memberswere so adamant about
not shifting the property tax burden
onto State tax resources, yet they
seemed very willing to shift the prop-
erty taxes from one group of property
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taxpayers to another.

Thisissue of the Legislative Bul-
letin is divided into three parts.

First, startingon page2isanarticle
about an electronic survey of MMA’s
Legislative Policy Committee (LPC)
that was sent out earlier this week.
Legislative leadership is demanding
that LD 1 be enacted immediately, so
MMA staff did not have timeto call a
meeting of the LPC. Instead, we are
getting the views of LPC membership
via the electronic survey. Municipal
officials should feel free to let MMA
staff know how you would answer the
nine questions asked in the survey that
aredesignedtodefinethe Association’s
position on LD 1, as endorsed by the
legislative committee.

Second, on page 4 an article de-
scribes the effort MMA is making to
define the actual property tax relief
that could reasonably be achieved on
both aregional and local basiswith the
adoption of LD 1. This project uses
exclusively the data that was provided
to the legislative committee, and
should be completed early next week.
The intention isto transfer the data to
a map of the entire state, so the local
and regional impacts can be visually
assessed.

Third, the article on page 5 exam-
ines some of the claimsthat have been
made in the press about the impacts of
LD 1, and attempts to correct some of
the greatest inaccuracies in the “spin”
that the newspapers pick up and re-
convey to the public.



MMA Policy Committee Surveyed on LD 1 & LD 2

On Wednesday, January 12, an
electronic survey of MMA'sLegisla-
tive Policy Committee was conducted
so that the MM A staff could get rapid
feedback on the LPC's position as it
relates to the components of LD 1
and LD 2. As press time for this
Bulletin, about half the LPC had re-
sponded to the survey. What follows
isalisting of questions contained in
the survey with a summary giving
background on each question.

Municipal officials who are not
members of the Legislative Policy
Committee are encouraged to pro-
vide feedback to the MMA State &
Federal Relations staff as well.

Because of the hectic pace of the
Legislative Session during the next
week, the staff would prefer email
correspondence. Email your
thoughts to Geoff Herman at
gherman@memun.org. If youdo not
have email capabilities, you could
fax a letter to Geoff at 626-5947 or
call Laura Veilleux at 1-800-452-
8786 (ext. 207).

Introduction

The foundation of the property
tax package is LD 1, which has five
separate but interrelated elements:

» Education funding, through a
four-year phase-into 55% state fund-
ing by FY 2009. (Toview thisspread-
sheet, see MMA’s Tax Reform web
site.)

e A consciousness-raising
spending limitation system on state,
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county, schools and municipalities.

e A $15 million annual expan-
sion in the circuit breaker property
tax and rent rebate program.

» Raising the face value of the
homestead property tax exemption
toaflat $13,000, with the state reim-
bursing just 50% of the lost tax rev-
enue.

A restructuring of the munici-
pal revenue sharing program that
moves $14 million within the pro-
gram from the traditional revenue
sharing distribution formula to the
so-called “Revenue Sharing I1” for-
mula, with a net result of moving $7
million away from lower mill rate
communitiesto higher mill rate com-
munities. (To view this spreadsheet,
see MMA'’s Tax Reform website.)

LD 2isaproposed constitutional
amendment that would authorize (but
not require) municipalities to adopt
local tree-growth-type programs
whereby aMaineresident homeowner
could enroll the land under his or her
primary residence. Onceenrolled, the
assessed value of that land could not
be increased more than a CPI adjust-
ment on ayear-to-year basis. Upon a
change in ownership, a farmland-
type or tree-growth-type penalty
would be assessed.

The following summary briefly
describes each element of the pro-
posal, and outlines the supporting
and oppositional arguments. The
LPC was asked to give their position
on a sliding scale ranging from
“strongly support” to “strongly op-
pose” on each of these questions. A
final question asked for their posi-
tion on the entire package.

QUESTION 1: Do you supportthe
Committee’ s majority recommen-
dation to phase in education
funding over a four-year period?
Summary: The proponents ar-
gue that by phasing-in the 55%
school funding requirement over a
four-year period, the state is able to
meet its obligation without raising
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state taxes and without cutting into
state expenditures that support other
state-funded programs.

The opponents (minority report)
support a more aggressive approach
that would compel the state to meet
the 55% obligation within two years,
rather than four years. They argue
that the voters adoption of Question
1A on June 8" should be more faith-
fully adhered to, that that the June 8"
votewas directing the Legislatureto
re-prioritize its spending decisions,
and that a more aggressive funding
schedule would provide much more
substantial property tax relief.

Governor Baldacci has gone on
record opposing any form of statetax
increase, which haseffectively taken
that option off the table. Although
some legislators take the general
municipal position that amix of state
spending cuts and new state tax rev-
enues (perhapsby expanding the sales
tax base) should be applied in order
tomoreaggressively meet the state’s
education funding requirement, the
legislative committee hasfirmly and
nearly unanimously rejected that
approach.

The survey also asked a subsid-
iary question:

QUESTION 1-A: Do you support
the Committee’ s minority recom-
mendation to phase in education
funding over a two-year period,
recognizing that the intention is to
obtain the necessary revenue by
cutting other state programs?

QUESTION 2: Do you support the
Committee’ s recommendation
regarding the system of spending
limitations to be imposed on state,
county, school and municipal
government?

Summary: Thespending limita-
tion system that would be applied to
all levels of government in a rela-
tively uniform way is best character-
ized as a “consciousness-raising”
system. It is characterized that way

(continued on page 3)



because although certain formulas
are used to identify a spending
growth allowancefor the state, coun-
ties, schools and municipalities, the
governance mechanisms that must
be employed to override those de-
fined limitsaregenerally sameasthe
governance mechanismsthat are cur-
rently used to adopt a state, county,
school or municipal budget. That is,
no especially difficult or restrictive
“override” procedures are required,
such as a 2/3 supermajority require-
ment or required referendum voting.

QUESTION 3: Do you support the
Committee’s recommendation to
expand the circuit breaker pro-
gram by increasing eligibility and
benefits. The proposal would
increase state costs from a $29
million annual rebate program to
a $44 million annual rebate
program?

Summary: The Committee ap-
peared unanimous in its support for
expanding the circuit breaker pro-
gram because it “targets’ property
tax relief to Maine residents and to
those households that endure the
highest property tax burden in rela-
tion to household income. Issues for
consideration are the relative ben-
efits of broad-based or targeted prop-
erty tax relief, the fact that the cur-
rent circuit breaker program is not
being utilized by many eligible
households, and the apportionment
of an additional $15 million in state
revenue annually into the circuit
breaker program rather than educa-
tion funding.

QUESTION 4: Do you support the
Committee’s recommendation to
create a flat $13,000 homestead
exemption, with just 50% of the
exemption being reimbursed by
the state?

Summary: Municipal officials
are well aware of the changes the
Legislature made last session to the
homestead exemption program, cre-
ating a “graduated benefit” system
that reduced the value of the exemp-
tionfrom $7,000 to $5,000 for home-
steads over $125,000 in value and to
$2,500 for homesteadsvalued at over

$250,0000. The Committee is rec-
ommendingincreasing thefacevalue
of the homestead exemption to aflat
$13,000, but only reimbursing mu-
nicipalitiesfor 50% of their lost rev-
enue. The portion of the homestead
exemption not reimbursed by the
staterepresents asystem that creates
an effective split-rate tax system
wherethehomesteaders’ effectivetax
rateislessthan the effective tax rate
paid by businesses, vacation prop-
erty, renters, and land-only property
within the community. To put it an-
other way, the Committee’s recom-
mendation creates a “real value”
homestead exemption for all home-
steaders of $6,500, and a “variable
value” exemption for those home-
steaders which depends on the tax-
able property make-up of the com-
munity. For example, for ahypotheti-
cal community that is made of en-
tirely of homesteaders, there would
be no “variable value” for those
homesteadersbecause thetown’ smill
rate would go up, and the mill rate
increase would be equally off-set by
the unreimbursed exemption. In that
case, 50% of the homestead exemp-
tion would be entirely phantom. In
another hypothetical community that
had atax base made up of one home-
steader and a tremendous amount of
non-homestead property, the single
homesteader would actually receive
the value of the full $13,000 home-
stead exemption because the costs of
the unreimbursed homestead exemp-
tion would be picked up by the non-
homestead taxpayers.

QUESTION 5: Do you support the
Committee’s recommendation to
changetherevenue sharing
distribution system?

Summary: As municipal offi-
cials are aware, the current munici-
pal revenue sharing program is di-
vided into two parts. Of the $120
million that is projected to be dis-
tributed next year to the municipali-
ties, $114 million would be distrib-
uted through the traditional “Rev-
enue Sharing |” formula, and over $6
millionwould bedistributed through
the “Rev I1” formula, which deducts
10 mills from every municipality’s
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full value mill rate in the distribu-
tion calculation, thus distributing
more of those “Rev II” funds to the
higher mill rate communities. The
Committee proposal would change
the“Rev|” and“Rev |1” cut-off points
so that $100 million would be dis-
tributed under the traditional “Rev
I” formula and over $20 million
would be distributed through the
“Rev I1” formula.

The survey called for the LPC’s
bottom-line position on the proposal
through two questions:

QUESTION 6: (Final Question on
LD 1) Taking all these elements of
LD 1 into account, do you support
the Committee’'s “ ought to pass”
recommendation on LD 17?

QUESTION 6-A: Taking all these
elements of LD 1 into account, do
you support the minority report of
the Committee, which isLD 1, as
amended, except with a two-year
funding ramp for education?

QUESTION 7: Doyou support LD
27?

Summary: LD 2isaseparatebill
that if supported by 2/3 of both the
House and Senate would send out the
voters in November the proposed
constitutional amendment described
above. It is described by the Com-
mittee asaspecial “tool” inthe prop-
erty tax reform “toolbox” that
municipality’scould chooseto adopt
if they wished to address the issue of
spiking residential valuations, par-
ticularly on waterfront properties.
Some Committee members suggest
that LD 2, along with many of the
other constitutional amendmentsthe
Committee will be proposing, is an
acknowledgement that all the prop-
erty tax issues cannot be addressed
by increased school funding alone,
and these “tools” provide an oppor-
tunity for municipalities to address
the property tax problems associated
with highvaluationinternally. Other
observers believe these “tools” are a
way of the Legislature avoiding the
issues directly, pushing the political
controversies to the local level, and
will bevery complicated, difficultto
administer, and difficult to explain.



Calculating the Impact of LD 1

LD 1 containstwo proposalswhich
have broad-based impactson how much
money towns will have available (or
not) to lower property taxeson atown-
widebasisin FY 06. Thefirst proposal
increases education aid by approxi-
mately $90 million next year and then
distributes all education aid through
the new EPS-based funding formula.
The second proposal, while providing
no additional revenue, adjusts how
existing revenue sharing aid will be
distributed.

We have attempted to review the
impact of both of these changes on
each Maine municipality in an attempt
to determine the net municipal impact
of LD 1. That analysis will be distrib-
uted early next week. Excluded from
the analysis are the targeted measures
inLD 1 of expandingthecircuit breaker
and possibly increasing the homestead.
In each case, the town is not being
given extra funds by which it could
loweritsmill rateoritslevy. Infact, the
homestead proposal raises mill ratesin
every community; some taxpayers are
adversely affected by this (e.g. renters
and businesses) and others (owner-oc-
cupiers) are helped by the increased
exemption. Nevertheless, these pro-
posals are targeted to individual tax-
payers and do not impact municipal
taxes evenly across the town.

Our analysis focuses on the likely
changes to the property tax bills that
will be sent out next September.

Education

The Department of Education
(DOE) has been feverishly producing
data at the request of the tax reform
committee. This dataforms the mate-
rial we used to estimate the property
tax impact of theLD 1. Theanalysisis
fairly simple. Using DOE data, we
determined what each town raised in
property taxes for education in 2004-
05 and then determined what each town
must raise in 2005-06. By then sub-
tracting the FY 06 state education aid
identified for each school system un-
der LD 1, afirst identification can be
made of the municipality’s required

local contribution. If the town must
raise more money, property taxes are
deemed to increase.

Aninitial issuethat should betaken
into account is that some of the in-
creases in state aid to education iden-
tified in LD 1 is money for certain
school systems dedicated to required
debt service payments. That portion of
any increase in state aid would not be
available for general property tax re-
lief. The Windham school systemisan
example. Unfortunately, we do not
have that data from DOE, so we were
unableto segregate the dedicated from
the undedicated components of the
state aid increases.

The DOE has provided data on
what each town raised for educationin
2004-05. Determining the local costs
for 2005-06 was a little more compli-
cated because a projection had to be
made for what each town will likely
spend on education this upcoming fis-
cal year. The DOE provided two alter-
native projections. The first was sim-
ply the 2004-05 total school budget
increased by 2.5%. Thisisinflationary
type growth and below historical aver-
ages. Asastarting point, weused these
DOE projections.

DOE also provided 2005-06 pro-
jections based upon 84% of the opera-
tional component of EPSmodel, which
is the amount of the school funding
model that the state will recognize in
FY 06 under the terms of LD 1. (The
other 16% of the operational model
will have to be entirely funded with
local property tax dollars.) For the 14
communities which are currently be-
low 84% EPS, the EPS-based projec-
tions were actually greater than the
actual-spending projections.

Weestimated that these communi-
ties would increase their spending up
tothehigher statetarget of 84% of EPS.
The reason we did that is that by in-
creasing up tothe statetarget of 84% of
EPS, these communities would maxi-
mizetheir stateaid next year. For most
of these 14 communities there was not
a significant difference between the

inflation adjusted number and 84% of
EPS. For a couple, such as Sanford,
thereisasignificant differenceand our
projection must beviewed accordingly.

Another issueistheapportionment
of costs and funding among townsthat
arewithin SADsand CSDs. Asof press
timewedid not receivethe most recent
apportionment percentagesfor thetwo
yearsin question. Accordingly we are
using the best available data; keeping
in mind that the data is not perfect.

Furthermore, thereissomenotable
shifting for some SADsand CSDswhere
one town appearsto gain significantly
from LD 1 and the other towns within
thesame SAD wouldlosesignificantly.
Due to these inter-SAD shifts, the ad-
ministration isattempting to soften the
impacts by phasing them in by some
mechanism. We have not yet seen the
mechanism and cannot incorporate it
into our analysis.

When our analysis is distributed
early next week, municipal officials
will see that for each community, the
“Education” figurerepresentsour esti-
mate of the net impact of changes in
state education aid under LD 1 and
DOE's estimates of education spend-
ing growth. Negativefiguresareshort-
fallsthat must be made up by property
taxpayers. Positivefigures should pro-
vide a rough estimate of property tax
relief, although care should betaken to
net-out required debt-service pay-
ments.

Revenue Sharing

The revenue sharing calculation
was fairly straightforward. First, we
took the total amount of revenue shar-
ing asprojectedfor FY 05-06 andranit
throughtheexisting formulas. Wethen
took that same amount of projected
revenue sharing and ran it through the
proposed formula. The difference is
what isreported asatown’ sgainor loss.

The formulas, Revenue Sharing |
and Revenue Sharing |1, are currently
defined in state law. The only thing
that changes under LD 1 isthe amount
of money passing through each for-

(continued on page 5)



MediaWatch

Perhaps it is because of the
Legislature’s rush to enact LD 1 that
the mediareporting of what the “ prop-
erty tax reform” legislation accom-
plishes has had glaring examples of
inaccuracies. Thisarticlewill attempt
to correct some of the worst.

On Saturday, January 8 the Bangor
Daily Newsran an editorial concerning
the governor’ s budget proposal for the
2006-07 biennium. Theeditorial states
that the budget plans to “cut property
taxes by as much as $250 million over
thebiennium” by increasing the state’'s
contribution to public education.

The problem is that much of that
$250 million is double counted. Ac-
cording to the governor’s budget pro-
posal, the state provided $735 million
ineducationaidinFY 05; by FY 07, the
second year of the biennium, the
governor’s budget proposes to spend
$893 million on education aid, a dif-
ference of $158 million. When you
also consider that thegovernor’ sstated
(but undocumented) plan to require
that 90% of the new money be used to
cut property taxes, the accurate amount
by which property taxesmight becutis
$142 million. Keep in mind that the
cut would be spread out over the bien-
nium.

Some would like to count the FY
06 increase in education aid of ap-
proximately $90 million twice, once
for 2006 and again for 2007. This
misstatement should not be parroted
by thepress. Whilethat type of presen-
tation of spending may have sometech-
nical grounding, it is misleading to go
onto say that property taxes can be cut
twice. They can't.

This is like saying you lost 10
pounds because you dropped 5 in 2006
and then maintained that weight in
2007. Youdidn't lose 10 pounds you
lost 5.

On Wednesday, January 12, the
Portland Press Herald ran an AP story
that had several problems. It attributed
tothe Governor an assertion that accel -
erating the “ramp” to 55% from his

preferred 4-year timetable to the alter-
ative 2-year timetablewould mean that
“property taxeswould haveto beraised
by morethan $70 million.” Thisasser-
tionisinaccurate. Thereisno obliga-
tionfor any towntoraiseproperty taxes
in order for the state to fund 55% of the
costs of public education.

What the Governor probably meant
wasthat if the statewereto fund 55% of
the costs of 100% of EPS, some towns
would need to increase their education
spending. Some communities, such as
Sanford, arecurrently spending lesson
education than the new EPS model in-
dicates that they should. In order for
Sanford to leverage every penny of
state aid it could, Sanford would need
to increase its local spending (local
taxes). However, thereisnoabligation
that Sanford do so.

Thus, if Sanford, and other “ bel ow
EPS” towns choose to spend less on
education than EPS says they should,
these towns would receive less state
aid than they could under the new for-
mula. Inthat case, theamount spent on
education statewide would be lower.
Thereis absolutely no reason the L eg-
islaturecouldn’t fund 55% of that |ower
total bill. And that could be achieved
without raising a penny of property
taxes.

Lastly, the article references the
proposed changesinL D 1tothecircuit
breaker programwhich* supporterssay
would provide 90 percent of Maine
householdswithrelief.” Thisiswholly
unsupportable. According to the 2000
Census, Mainehas518,200 households
(both owner-occupied and rented). For
the circuit breaker program to achieve
ninety percent penetration, 466,380
households would need to receive re-
lief. Thisyear, approximately 70,000
householdsreceivedthecircuit breaker.
TheMaine Revenue Servicecal culated
that the expanded circuit breakerin LD
1 would help another 34,000 house-
holds, for atotal of 94,000. Thatis18%
of Maine households, not 90%.

Finally, many politicianswho sup-

5

port LD 1 are attempting to sell the
public on the idea that this proposal
delivers immediate and broad based
relief. Itdoesn’'t. Betweenthechanges
to revenue sharing and education aid,
somecommunitieswill have additional
funds for property tax relief. But hun-
dredswill not, their property taxeswill
need to increase.

When timelines are unnecessarily
condensed, mistakes and misrepresen-
tations become commonplace. The
press needs to do a much better job of
investigating claims, not just repeat-
ing them without any independent
verification.

CALCULATING (cont'd)

mula. Under the proposal, $14.4 more
will pass through Revenue Sharing I1
than would without any changes. Rev-
enue Sharing 11 favors high mill rate
communities.

For each community the Revenue
Sharing figure is the net amount that
the community would gain or lose by
the change proposed inLD 1. A nega-
tiveisaloss in what state aid would
otherwise have been, and that would
haveto bemade up by property taxpay-
ers. A positiveisconsidered direct prop-
erty tax relief.

Net I mpact

Each community’ snet gain or loss
is then determined by adding the edu-
cation figure and the change in rev-
enuesharing figure. Communitiesthat
have a net loss in aid for FY 06 must
make up that loss by increasing their
tax commitment fromthe previousyear
(FY 05) by a corresponding amount.
This presented a problem because we
don’t havethe datafor FY 05 commit-
ments. Since we do have the FY 03
data, we simply increased those prop-
erty tax commitmentshby 2.5% per year
toarriveat anestimated FY 05 commit-
ment.

Exclusions

We excluded 6 communities from
our analysisfor variousreasonsrel ated
to data. They are Glenwood Planta-
tion, Penobscot Nation, Centerville,

(continued on page 6)



CALCULATING (cont'd)

Codyville Plantation, Passamaquody,
and Indian Nation.

Summary

We analyzed 486 municipalities
in all. According to the analysis, ap-
proximately 244 municipalities will
need to increase property taxes as a
result of LD 1 and 236 municipalities
may be able to lower property taxes.
Six communities have exactly 0% net
impact from the changesin LD 1.

Because some of theimpactsare so
small, we believe they will be imper-
ceptible to the average taxpayer. So,
we have selected an arbitrary but rea-
sonabl e cutoff points of plus-or-minus
2%. That is, any community having a
net impact on their property tax com-
mitment between plus-or-minus 2%
will not be able to provide any percep-
tible property tax relief or tax hike
based on LD 1 impacts.

Using these markers, 120 commu-
nities will feel no impact, 183 should
see tax cuts and 182 should see tax
increases.

Obviously, this analysis is fluid
and reliesupon avariety of datagener-

ated by third parties. The purpose of
this project is to provide a reliable
demonstration of probable impacts
rather than identify with certainty any
municipality’s guaranteed impacts.
Municipal officials who find errors or
mistakesin the datashould please con-
tact MMA to help improve the analy-
sis.



