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 Commitiee on Appropriations and Financial Affairs
Members, Joint Standing Committee on Taxation

FROM: Commissioner Kirsten LC Figueroa
Department of Administrative and Financial Services

DATE: June 23, 2023

SUBJECT: Revenues— May 2023

ok ookt o s ofe ok ok ok ok sk o ke ok ok ok ok ok ok ok ok obe sk ol ok sl ok ok e ok ok ook sk stk ke o i sk sk skl ok ok ok ok ok ok Aok ok skok sk ok ok ok Aokl sk Rk sk ko

May General Fund revenues were over budget by $64.4 million or 19.3 percent and over budget for the
fiscal year by $64.0 million or 1.4 percent. Compared to the first eleven months of last fiscal year, fiscal
year 2023 General Fund revenues are up 0.6 percent or $29.0 million higher than the same period of fiscal
year 2022. Adjusting for the increase in revenue sharing from 4.5 percent to 5.0 percent the year-over-
year (YOY) growth was 1.1 percent. Note, this analysis is relative to the May 1, 2023 Revenue
Forecasting Commiittee (RFC) revenue forecast.

Individual income tax receipts were $38.2 million over budget in May, representing over half of the

i monthly and year-to-date variance from budget. Refunds accounted for most of the monthly variance,

coming in $28.4 million under budget (positive variance). We believe some of the May variance on
refunds is a timing issue that will be offset in June, Exactly how much June refunds will exceed budget is
unknown at this titne, but it’s unlikely it will fully offset the May variance. The other components of the
individual income tax line had a net variance of just under $9.8 million for the month and fiscal year.

For the month, sales and use tax revenues were over budget by $2.1 million (1.3 percent) and $3.5 million
(2.2 percent) higher than last May. Taxable sales decreased 0.4 percent over April 2022. Taxable goods
taxed at 5.5% were down 1.3 percent YOY, one of the weakest months since the early stages of the
pandemic. Lodging sales taxed at the lodging tax rate of 9% were up 6.1 percent and sales taxed at the
prepared foods tax rate of 8.0% were up by 4.5 percent over April 2022. The auto/transportation sector
decreased by 1.6 percent led by auto dealership sales that decreased 1.0 percent over April 2022.




Corporate income tax receipts were over budget in May by $14.6 million and are over budget for the
fiscal year by the same amount. Payments represented $10.8 million of the monthly variance and refunds
the remaining $3.8 million. The second estimated payment for calendar year filers was due June 15™ and
that will provide additional information on whether corporate income tax receipts will continue to exceed
budget, or if they will begin to level-off like sales and individual income tax revenues.

Sales and Use Taxes

Revenue was over budget for the month and fiscal year by $2.1 million. Fiscal year 2023 revenue through
May was $119.3 million, or 6.4 percent, more than fiscal year 2022 collections during the same eleven-
month period. May sales tax receipts (April sales) increased 2.2 percent over a year ago, compared to
YOY goods inflation of approximately 2.1 percent in March (Bureau of Economic Analysis, Personal
Consumption Expenditure Price Index for Goods, Percent Change from April 2022).

Taxable Sales

Total taxable sales for the month of April (May revenue) were 0.4 percent lower than April 2022. The rate
of change over the 12-month period ending in April was 5.8 percent. Building supply sales decreased 3.9
percent for the month and were up 8.7 percent for the last 12 months. Sales of taxable items in food stores
were up 2.5 percent for the month and up 5.0 percent for the year. General merchandise sales (primarily
sales of goods sold in large department and discount stores) were down 0.9 percent for the month and up
4.3 percent for the year. Sales in other retail stores such as jewelry, drug, sporting goods, book, antique,
pet, photo, toy, and craft stores decreased 1.7 percent for the month and were up 3.7 percent for the year.
Auto/transportation sector sales decreased 1.6 percent for the month and increased 3.9 percent for the
year. Sales at restaurants were up 4.0 percent for the month and up 9.7 percent for the year. Sales at
lodging establishments were up 5.9 percent for the month and up 9.0 percent for the year. Business
operating sales (primarily use tax paid by businesses) increased 2.3 percent for the month and were up 5.7

percent for the year.

Service Provider Tax

Service provider tax revenue was on budget for the month and fiscal year-to-date. For the fiscal year,
service provider taxes were $1.1 million (2.5 percent) more than the first eleven months of fiscal year

2022,

Individual Income Tax

Revenue was $38.2 million or 26.0 percent over budget for the month and is now over budget by $38.8
million or 1.8 percent for the fiscal year. Compared to last fiscal year individual income tax receipts
decreased in May by 0.9 percent ($1.8 million) and are down 4.5 percent ($104.2 million) for the frst
eleven months of fiscal year 2023. $28.4 million of the monthly positive variance was from refunds being
under budget. A portion of that May variance on refunds is likely a timing issue and some of the year-to-
date positive variance from refunds will be reduced in June. Withholding payments increased 1.2 percent
over May 2022 and are now up 8.7 percent for the fiscal year. For the fiscal year, withholding i85.7
percent higher than fiscal year 2022 after adjusting for one-time payments received in March. The second
estimated payment for tax year 2023 was due on June 15%,




Corporate Income Tax

Revenue was over budget for the month by $14.6 million and is over budget for the fiscal year by the
same amount. Through the first eleven months of the fiscal year corporate income tax receipts were $44.8

million (13.4 percent) above fiscal year 2022,

Cigaretie and Tobacco Taxes

Cigarette and tobacco products tax revenue was §5.1 million (41.1 percent) over budget for the month and
is $0.9 million over budget for the fiscal year. Through May, cigarette excise taxes were $1.4 million
under budget, other tobacco taxes were $1.9 million over budget, and cannabis excise tax revenue was
$0.4 million over budget. Compared to the same eleven-month period last fiscal year, cigarette and
tobacco tax revenue, which includes Adult Use Cannabis excise tax revenue, decreased $4.3 million or

3.2 percent.

Insurance Companies Taxes

The Insurance Companies Tax was over budget for the month and for the fiscal year by $3.2 million.
Year-to-date, insurance companies tax receipts are $8.7 million above last fiscal year (12.5 percent).

Estate Tax

The estate tax was on budget for the month and for the fiscal year. Through May, estate tax receipts are
$3.7 million (11.1 percent) less than last fiscal year.

Property Tax Relief Programs

The Business Equipment Tax Reimbursement (BETR) and Business Equipment Tax Exemption (BETE)
programs were under budget in May by $0.065 million. BETR reimbursements to businesses are $0.066
million under budget (positive variance) year-to-date and BETE reimbursements fo municipalities are on
budget. Most BETE reimbursements to municipalities and BETR payments to businesses are now

complete.

Municipal Revenue Sharing

\
, i
Revenue sharing was close to budget in May. For the fiscal year revenue sharing was $28.7 million higher |
than last year. The increase in revenue sharing from 4.5 percent to 5.0 percent and solid sales and income J
tax growth contributed to the 13.5 percent increase compared to the same eleven-month period of fiscal

year 2022. ;

Lottery

Lottery revenues were over budget for the month by $1.1 million or 21.8 percent and are now $5.2 million
or 8.5 percent over budget for the fiscal year. Compared to the first eleven months of last fiscal year,
lottery revenue is $0.3 million higher or 0.4 percent.




Other Taxes and Fees

Other taxes and fees were under budget for the month of May by $0.752 million and are under budget for
the fiscal year by $2.8 million. Fiscal year-to-date, revenues were $6.3 million lower than a year ago (4.5

percent).

Highway Fund

Motor fuel excise tax receipts were over budget in May by $1.5 million and over budget for the fiscal year
by $1.4 million (0.7 percent). The Highway Fund, in total, was over budget for the month by $5.8 million
(23.2 percent) and over budget for the fiscal year by $8.0 million or 2.5 percent. Most of the monthly and
year-to-date variance is from motor vehicle registration fees being over budget by $4.2 million and $5.8
million, respectively. For the first eleven months of the fiscal year, motor fuel excise tax receipts were
0.6 percent lower ($1.3 million) compared to fiscal year 2022.

National Economy

Recent reports show most households have pulled back on their spending or have shifted their daily
shopping to low-cost retailers. The combination of rising housing costs, relatively high interest rates,
inflation, and a general concern about the direction of the economy are putting stress on household
budgets. Recent reports from low-cost retailers indicate that even upper-income houscholds, over
$100,000 of annual income, are beginning to frequent so called “dollar stores” in search of better deals on
nondiscretionary spending. Another concern is the return of student loan payments beginning September
1%, The resumption of payments is estimated to be between $5 and $10 billion dollars a month. These
payments will increase the rising burden on younger generations who are already dealing with historic
housing costs. The Federal Reserve paused it’s increase in interest rates earlier this month but is expected
to resume increasing rates at their next meeting, albeit at a slower pace. For now, most economists believe
the strong labor market will offset many of these challenges, but economic growth is expected to be
sluggish and therefore susceptible to a negative economic shock.

Maine Economy

Revenue growth on the sales and use and individual income tax lines have slowed considerably in recent
months and are expected to experience modest growth over the next 12 to 18 months. Between July and
March of FY23, sales and use tax receipts increased by 7.6 percent; over the last two months sales and use
tax revenue growth has slowed to 0.8 percent growth. The shift away from goods and back to services by
consumers and rising interest rates has clearly slowed household spending on durable goods like
appliances and automobiles. Building supply store sales, which increased 10.1 percent over the 12-month
period ending in February 2023, have decreased on a year-over-year basis by 5.9 and 3.9 percent in March
and April, respectively. Automobile sales have been volatile over the last three years but have clearly
slowed in recent months as rising prices and interest rates are dampening sales.

Withholding is the largest source of revenue to the individual income tax-and the best real time measure
of economic activity. Withholding growth during CY21 and CY22 was 11.5 and 11.25 percent,
respectively. During the first five months of CY23, removing the impact of the unusually large
withholding payments in March, withholding growth is 4.5 percent, more consistent with pre-COVID
growth. The May revenue forecast assumes withholding growth will continue to slow and will end the
calendar year only 4.1 percent higher than CY22.
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Attachments

CC,

Jeremy Kennedy
Mary Anne Turowski
Suzanne Gresser
Chris Nolan

Marc Cyr

Amanda Rector
Jerome Gerard
Jenny Boyden
Beth Ashcroft
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