DEPARTMENT OF ADMINISTRATIVE AND FINANCIAL SERVICES
78 STATE HOUSE STATION
AUGUSTA, ME 04333-0078

PHONE: 207-624-7800
FAX: 207-624-7804
TDD: 207-287-4537

MEMORANDUM

TO: Governor Janet T. Mills
Members, Legislative Council
Members, Joint Standing Committee on Appropriations and Financial Affairs
Members, Joint Standing Committee on Taxation

FROM: Commissioner Kirsten LC Figueroa \[\\r Mo “Q(, 6 a
Department of Administrative and Financial Services

DATE: August 1, 2019

SUBJECT: Revenues— June 2019
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June General Fund revenues were over budget by $4.3 million or 1.1 percent. General Fund revenues
ended fiscal year 2019 $14.5 million over budget (+0.4 percent). Compared to last fiscal year, fiscal year
2019 General Fund revenues were up by 7.3 percent (+$260.8 million). Sales and use, service provider,
and income taxes, which represent 89 percent of gross General Fund revenues, increased by 7.7 percent
year-over-year.

May taxable sales (June revenue) increased 2.2 percent over last year. For the month, sales and use and
service provider taxes, combined, were $1.7 million over budget. Consumer sales increased by 2.1 percent
over a year ago, with modest growth in most business categories. Auto/transportation posted year-over-
year growth of 1.8 percent. Lodging sales increased by 15.9 percent in May, and 17.5 percent for the first
five months of calendar year 2019. Business operating sales continue to grow, but at a more moderate
pace of 4.0 percent in May; well below the year-to-date rate of 9.9 percent. Utilities and building supply
stores reported declines in year-over-year sales of 0.9 percent and 2.8 percent, respectively. Dreary
weather may explain the weak month for both of those sectors.

Individual income tax revenues were under budget in June by $1.2 million or -0.8 percent. Negative
variances for withholding and final payments combined with higher than budgeted refunds ($4.3 million)
were partially offset by an overage in estimated and fiduciary payments. Individual income tax receipts
were 6.6 percent higher than fiscal 2018. Withholding increased 5.2 percent during fiscal year 2019,
slightly below the 5.3 percent growth recorded in fiscal year 2018. Most of the fiscal year 2019
withholding growth occurred during the first-half of the fiscal year (7.2 percent), with the second-half of



the fiscal year increasing by 3.3 percent. Some of the slow down is attributable to year-over-year growth
of only 1.9 percent for the January-March quarter. Recent data indicates that the first quarter slowdown is
attributable to a surge in bonus payments in early 2018 in response to the federal tax reform act, that was
not repeated in the first quarter of calendar year 2019. Withholding growth during the second quarter of
calendar year 2019 increased 4.9 percent consistent with projections of withholding growth for the 2020-
21 biennium. The first two estimated payments for tax year 2019 increased by an average of 16.7 percent,
well above expectations. That growth in non-withheld payments may be reflecting the stock market’s
performance during the first half of 2019.

Corporate income tax receipts were over budget for the month by $6.7 million (19.5 percent). The
monthly variance primarily came from estimated payments being over budget in June by $8.1 million.
The second estimated payment for 2019 calendar year filers was due June 15" and increased 14.3 percent
over June 2018. The first two estimated payments for tax year 2019 are down 3.5 percent compared to the
first two payments of tax year 2018. The performance of the first two estimated payments provides some
support for the Revenue Forecasting Committee’s view that the exceptional growth in corporate receipts
over the last 18 months was primarily related to one-time actions taken by corporations after enactment of
federal tax reform.

Sales and Use Taxes

Revenue was $2.3 million over budget for the month and $1.7 million over budget for the fiscal year (+0.1
percent). For the fiscal year revenue was $80.2 million or 5.6 percent over fiscal year 2018 collections.

Taxable Sales

Total taxable sales for the month of May (June revenue) were 2.2 percent over May 2018. The annual rate
of change, excluding utilities, was 5.2 percent. Building supply sales were down 2.8 percent for the month
and up 3.9 percent for the last 12 months. Sales of taxable items in food stores were down 2.0 percent for
the month and up 2.5 percent for the year. General merchandise sales (primarily sales of goods sold in
large department and discount stores) were up 2.5 percent for the month and down 1.7 percent for the
year. Sales in other retail stores such as jewelry, drug, sporting goods, book, antique, pet, photo, toy, and
craft stores were up 4.5 percent for the month and up 13.0 percent for the year. Auto/transportation sector
sales were up 1.8 percent for the month and 5.2 percent for the year. Sales of meals and other prepared
foods were up 5.1 percent for the month and up 4.8 percent for the year. Lodging sales were up 15.9
percent for the month and up 7.8 percent for the year. Business operating sales (primarily use tax paid by
businesses) increased 4.0 percent for the month and up 10.1 percent for the year.

Service Provider Tax

Revenue was under budget for the month by $0.6 million and ended the fiscal year $0.2 million under
budget. Revenue was $0.6 million or 1.0 percent under prior fiscal collections.

Individual Income Tax

Revenue was $1.2 million or 0.8 percent under budget for the month and $4.2 million under budget for the
fiscal year (-0.2 percent). Compared to fiscal year 2018 withholding payments increased 5.2 percent.
Estimated payments were down 3.8 percent and final payments were up 24.3 percent for the fiscal year.



Corporate Income Tax

Revenue was over budget for the month by $6.7 million and over budget for the fiscal year by $8.1
million. Estimated payments and final payments ended fiscal year 2019 up 20.4 percent and 48.8 percent,
respectively. Revenue was $67.1 million or 36.1 percent over the prior fiscal year.

Cigarette and Tobacco Taxes

Cigarette and tobacco products tax revenue was $4.7 million under budget for the month and $7.6 million
or 5.7 percent under budget for the fiscal year. Fiscal year 2019 revenue was $7 million (-5.2 percent)
lower than fiscal year 2018.

Insurance Companies Taxes

The Insurance Companies Taxes were $3.5 million over budget for the month and $2.8 million over
budget for the fiscal year.

Estate Tax

The estate tax was $1.3 million over budget for the month and $2.2 million over budget at the end of the
fiscal year.

Property Tax Relief Programs

Refunds for the Business Equipment Tax Reimbursement (BETR) and Business Equipment Tax
Exemption (BETE) programs were over budget in June by $3.4 million and ended the fiscal year $2.5
million under budget.

Municipal Revenue Sharing

Revenue sharing was over budget in June by $0.4 million, ending the fiscal year over budget by $0.4
million (+0.5 percent).

Lottery

Lottery revenues were over budget for the month by $1.0 million and were over budget for the fiscal year
by $3.7 million.

Other Revenues

Other Revenues were over budget for the month by $0.3 million. For the fiscal year, other revenues were
over budget by $2.6 million or 22.3 percent.

Highway Fund

Motor fuel excise tax receipts were over budget in June by $0.2 million. The Highway Fund, in total, was
over budget for the month by $1.4 million. For the fiscal year, motor fuel excise tax revenues were under
budget by $1.2 million and total Highway Fund receipts were over budget by $3.0 million (+0.9 percent).



National Economy

The Bureau of Economic Analysis released their initial report on 2019 second quarter real GDP last week
and reported annualized growth of 2.1 percent. Second quarter growth was a full percentage point lower
than the first quarter of 2019 after annual revisions by BEA. Consumer spending contributed the most to
the quarterly growth, rebounding in the second quarter after a weak first quarter. Business and residential
fixed investment, and inventory accumulation, which led to strong first quarter growth, all contracted in
the latest quarter. The economy appears to have reverted to modest growth now that the initial stimulus
from the federal tax reform act has faded. One area of concern is business investment which appears to be
slowing in response to the trade dispute with China. The Federal Open Market Committee is expected to
lower interest rates this week for the first time since 2008 in response to the slowing global economy.

Maine Economy

The Office of the State Controller finalized its accounting of the fiscal year 2019 unappropriated surplus
and determined it was $167.8 million. After accounting for a $139.2 million budgeted balance forward,
$28.6 million remained for priority transfers ($6.0 million) and transfers to the Budget Stabilization Fund
($18.1 million) and the Property Tax Relief Fund ($4.5 million). As of June 30, 2019, the Budget
Stabilization Fund has a balance of $236.9 million and the Property Tax Relief Fund a balance of $33
million. The State Treasurer will certify by November 15, 2019 if there are sufficient reserves in the tax
relief fund to provide a payment of at least $100 to property tax payers receiving a homestead exemption
during the most recent property tax year. Historically the number of homestead exemptions has been less
than 310,000, which means there should be sufficient reserves for the Treasurer to make a $100 payment
to eligible homeowners by March 1, 2020.

KF: mja
Attachments

cc: Jeremy Kennedy
Mary Anne Turowski
Grant Pennoyer
Chris Nolan
Marc Cyr
Amanda Rector
Jim Breece
Jerome Gerard
Jenny Boyden
Beth Ashcroft
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