Tax Conformity in the Governor’s Supplemental Budget Proposal

Maine, like most states, bases important parts of its tax code and tax administration on the Federal tax code.
That means when Congress changes Federal tax law, states must decide whether to update their laws to
mirror those changes or keep their current tax rules.

In 2025, Congress passed a series of tax changes as part of the so-called “One Big Beautiful Bill Act.” If
Maine updated its laws to immediately adopt all Federal changes, it would cost more than $400 million,
creating a major budget shortfall not only in the current biennium but in the next biennium as well.

Given implications for both the State budget — which is constitutionally required to be balanced, unlike the
Federal budget — and the desire to simplify tax administration, provide tax relief for individuals and
businesses, and lessen compliance costs for taxpayers through conforming to Federal changes, the Governor
determined that the Legislature must weigh in on these changes through the supplemental budget process.

“My Administration, working closely with the Legislature, has approved more than $1 billion in tax
relief, including relief for folks with children, folks with student loans, seniors, and others — and I strongly
encourage all Maine people to take full advantage of those tax breaks,” said Governor Janet Mills. “The
proposals in the supplemental budget are intended to advance tax relief for Maine people and serve as a
place to start the conversation about conformity with the Legislature. I look forward to hearing from
lawmakers about their priorities and working with them in the coming weeks to maximize tax relief within
our means to benefit Maine people.”

The Governor’s supplemental budget proposes conforming with most direct conformity tax provisions of
the Federal law, and phasing-in other direct and indirect provisions over time to conform with Federal
changes without creating significant budget issues.

The conformity provisions in the supplemental budget include:

e Standard Deduction: Gradually increase Maine’s standard tax deduction to match the federal
level — halfway in 2026 and fully after January 1, 2027. This is expected to cost $27.5 million in
general funds over the biennium.

¢ Research & Development: For small businesses, Maine would adopt the federal R&D tax changes
immediately, including a retroactive component. For large businesses, Maine would phase in the
change over five years to spread out the budget impact. This provision is expected to cost $17.09
million in general funds over the biennium.

e Charitable Contributions for Nonitemizers: Phase in a new charitable giving deduction for
nonitemizers, starting at up to $500 for single filers (up to $1,000 for joint filers) in 2027 and rising
to up to $1,000 (up to $2,000 for joint filers) in 2028. This will not have a budgetary impact over
the current biennium and is projected to cost $14.1 million in general funds over the FY28-29
biennium.
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