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You asked for information about Maine’s spending limit law and any changes in the law adopted in 2006.
SUMMARY

Maine’s General Assembly adopted a statutory spending limit in January 2005.    The law, known as “LD 1,” (1) limits annual state and local spending growth, (2) increases state property tax relief, and (3) increases the state’s share of funding for education.  In addition, the law requires the Maine State Planning Office to (1) analyze spending by the state, school districts, and municipalities and counties; (2) establish performance indicators; and (3) report on progress towards the law’s goal of lowering Maine’s overall tax burden relative to other states (LD 1, 2005 Public Law, Chap. 2).  The first two reports on the spending and tax effects of LD 1, issued in early 2006, found that (1) the law had reduced the growth in state and local budgets and (2) property taxpayers have realized savings as a result of the law.

The legislature did not make any changes in the law in 2006. But, shortly after LD 1 was enacted, proponents of stricter spending limits submitted enough signatures to the Maine secretary of state to place a Taxpayer Bill of Rights (TABOR) proposal on the state’s 2006 general election ballot. The proposal would have amended the state constitution to limit state spending. It would also have required both a supermajority of a local legislative body or the state legislature and voter approval to (1) raise taxes or fees, (2) exempt any spending from the limit, or (3) override the spending limit.  The TABOR proposal was voted down by state voters on November 7, 2006.
maine’s Spending Limit law
Maine’s law imposes spending limits on state General Fund appropriations, school district spending, and municipal and county property tax levies and assessments.  The law also provides additional state funding for K-12 education and for property tax relief programs.  Finally, it establishes state “rainy day” and tax relief funds and allocates revenues exceeding the spending limit to those funds.
Spending Limits
State General Fund.  LD 1 limits growth in the state’s General Fund appropriations to Maine’s average personal income growth over the preceding 10 years plus its average population growth.  State aid to education is excluded from the limit until the state’s share of education funding reaches 55% of the total, a target set for FY 09. 
The formula for calculating the cap varies according to Maine’s relative state and local tax burden compared to other states. If Maine’s tax burden is in the top third of all states, the cap formula is the average annual personal income growth (but no more than 2.75%) plus average population growth. If the burden falls in the middle third, the average personal income growth figure is adjusted for forecasted inflation.  When the law was signed in 2005, income growth was 2.58% and population growth was 0.53%.  Thus, the initial General Fund growth limit was 3.11%, excluding education spending.

The law gives the legislature authority to both temporarily exceed the limit in emergencies and permanently increase the limit for any reason by a vote of both houses of the legislature.  

Municipal Property Tax Levies. LD 1 limits annual growth in each municipality’s property tax levy to the state’s average annual growth in personal income plus each municipality’s property growth factor.  The property growth factor, which is different for each municipality, measures the value of new development in the municipality.  A municipality can exceed the limit if its legislative body votes to do so.  Education funding and county assessments are not subject to the limits.

School District Spending. School funding in Maine is calculated on a per-pupil basis according to an Essential Programs and Services (EPS) formula that identifies the types and amounts of resources needed in all Maine schools and calculates their cost.

The state target is for each school district to fund at least 100% of the EPS through a combination of locally raised funds and state aid.  Districts can exceed the EPS amount using local funds.  LD 1’s goal is to increase the state share from the current 46.5% to 55% of the overall EPS amount by FY 09.  Once state aid for education reaches the 55% target, education spending must be included in the state General Fund spending limit.

In FY 06, the state increased state education aid by $99 million.
County Assessments. In Maine, counties charge their constituent municipalities an annual assessment for services the county provides.  Municipalities pay the assessments with revenue from property taxes.  LD 1 limits the growth in county assessments to the sum of the state average personal income growth plus the county’s property growth factor (the value of new development in the county).  A county can exceed the cap if its legislature votes to do so.

Property Tax Relief 

In addition to imposing spending limits, LD 1 increased the state’s property tax homestead exemption.  This program exempts a specified amount of a home’s value from property taxation.  The new law increased the exemption amount from $7,000 to $13,000.  In addition, the law doubled the maximum amount a low-income taxpayer can receive under the state’s circuit breaker program from $1,000 to $2,000 per year and increased the number of taxpayers eligible for the program.

Budget Stabilization And Tax Relief Funds

If state revenue exceeds the spending limits, LD 1 directs the excess to a state Budget Stablization Fund to be expended only to offset a state General Fund revenue shortfall.  The minimum and maximum fund balances are 1% and 12% of General Fund revenue for the year.  Any excess revenue must be transferred to a Tax Relief Fund for Maine residents.

INITIAL IMPACT OF SPENDING CAP LAW

Budget Growth Rates

LD 1 took effect July 1, 2005. The State Planning Office contracted with the University of Maine’s Margaret Chase Smith Policy Center for an analysis of the initial impact of the law. Because many municipal and county governments in Maine operate on fiscal years that begin before July 1, the first report on the law’s effect covers the state and all school districts but not all municipalities and counties.  Nevertheless, the report concluded the law had an impact.  The report for 2005 found:

· State General Fund appropriations for FYs 06 and 07 are below the 3.11% limit.

· 60% of the municipalities covered by the law stayed below the average 4.0% cap on increases in local levies.

· The law has restrained growth in county and school district budgets.

· 69% of school districts exceeded the target spending of 100% of Essential Programs and Services (EPS) amounts.

Tax Burden
A report by the Maine Revenue Services Department on the tax burden effect of LD 1 found:

· The estimated state and local combined tax burden on residents declined in 2005 for the first time since 2000.

· Property tax commitments grew more slowly.

· Slower property tax growth and expanded relief programs saved homeowners $65 million and businesses $10 million.

· While residents of all income levels saved money, low-income residents received the greatest percentage reduction in property tax burden.

TAXPAYER BILL OF RIGHTS (TABOR) INITIATIVE

Maine’s Constitution allows citizens to petition initiatives onto the ballot. Despite passage of LD 1, in late 2005, proponents of stricter spending limits submitted enough signatures to the Maine secretary of state to place a Taxpayer Bill of Rights (TABOR) proposal on the state’s November 2006 general election ballot. The proposal would have amended the state constitution to limit state spending.  But the measure was defeated on November 7, 2006, gaining only 45.7% of the vote according to the National Conference of State Legislatures.  

TABOR would have made several major changes in Maine’s statutory spending cap, including:

· applying the limits to all state funds, not just the General Fund,
· placing education spending under the limit immediately,
· directing 20% of any excess revenue to the Budget Stabilization Fund and 80% of the excess to the Taxpayer Relief Fund, and
· requiring a two-thirds vote of a local legislative body or the state legislature and voter approval in a referendum to increase taxes, override spending limits, or exempt spending from limits.  

The Maine legislature’s Office of Fiscal and Program Review’s detailed comparison of LD 1 and the TABOR ballot proposal is attached.
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