Draft Final Report
of the
Nonprofit Tax Review Task Force
(P.L. 2013, C. 368, p. AA)
Executive Summary
Public Law 2013, Chapter 368, Part AA directed the Commissioner of the Department of
Administrative and Financial Services (DAFS) to convene the Nonprofit Tax Review Task Force
(Attachment #1). Pursuant to the statutory charge, nine members were appointed to the Task
Force, representing a reasonably balanced mix of governmental and nonprofit interests
(Attachment #2).
The Task Force was convened on October 30, 2013 and continued its work and deliberations
over an additional four meetings that were held on November 15, November 20, November 25, and
December 9. Minutes of the meetings were prepared by DAFS staff and detailed summaries the
meetings were also prepared by the staff of the Maine Municipal Association (MMA). Except for
the minutes and summary of the final meeting on December 9, all minutes and summaries were
reviewed, amended as necessary, and approved by the Task Force (Attachment #3). As will be
noted in the review of that material, the Task Force paid close attention to the duties assigned to it
in Part AA-4 of the legislation during each of the five meetings and due consideration was given to
each of the assigned duties. For example, one of the duties of the Task Force was to consider how
other cities and states treat nonprofit organizations for purposes of service charges, payments in lieu
of taxes and property taxes. A summary addressing that element of the Task Force Charge is found
at Attachment #4. Additional material submitted to the Task Force and reviewed in the course of
its discussions includes The Maine Nonprofit Sector Impact, a report detailing the economic impact
of the Maine nonprofit sector, written by the Maine Association of Nonprofits (Attachment #5).
The deliberations of the Task Force can be broken down into two major components.
Consideration of the “Economic Crisis Assessment” model. During the beginning part of
the process, the Task Force educated itself with respect to the origin of Part AA, with particular
attention paid to the Part AA-4 directives. With the help of Senator Flood and Representative Carey
from the Appropriations Committee, the Task Force was informed about the draft “Economic Crisis
Assessment” legislation that was briefly advanced and then withdrawn during the late stages of the
state budget negotiations last May (Attachment #6). It was explained that the proposal was
advanced to help mitigate a significant reduction in municipal revenue sharing, but then withdrawn
in recognition that it was too late in the process for the proposal to be properly vetted, given a
public hearing, and further developed as may be appropriate. Instead of the Economic Crisis
Assessment proposal, the revenue sharing issue was addressed in the negotiated budget through the
temporary increase in sales tax rates. The Part AA Task Force, in turn, was established to allow
continued deliberations over the general concept of nonprofit assessments without the immediate
urgency of closing a budget.
This background information helped the Task Force better understand the context of its
assignment and the various specifics of the Part AA charge. As will be noted below, the Task Force
ultimately concluded by consensus that the design, scope and structure of the Economic Crisis
Assessment was neither feasible nor desirable and should not be implemented.
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Consideration of an alternative, “service charge” approach. The focus of the remaining
meetings was the consideration of an alternative approach. Several members of the Task Force
expressed an interest in exploring an expansion of an existing municipal authority established in 36
MRSA § 508. That law allows municipalities, by ordinance, to impose and collect a service charge
from rental housing properties that are 100% exempt from taxation. An approach supported by
some members of the Task Force would allow municipalities to impose a service charge on a
broader array of nonprofit tax exempt institutions. Unlike property taxes, the service charges are
calculated on the basis of the direct costs incurred by the municipality to provide essential public
works and public safety services to those institutions.
The meeting minutes and summaries describe in detail the development of this proposal
during the Task Force meetings. Although the final Task Force recommendations do not advance
specific amendments to the service charge statute, a draft proposal was developed for the purpose
of modeling impacts, and a half-dozen service center communities provided impact data and other
input with respect to the draft proposal in response to a survey conducted by MMA at the Task
Force’s request. The summarized results of that survey are found at Attachment #7.
For the purposes of this executive summary, it is fair to say that there was respectful but
clear disagreement among Task Force members as to the feasibility and desirability of this
alternative approach.
From the perspective of the state and local government representatives supporting the
alternative approach, there are several attributes to the proposal that make it worthy of
consideration. It does not apply a tax against the assessed value of the institutional property.
Instead, it calculates the direct costs of essential services provided to the institutions according to
the same principle that requires tax exempt institutions to pay their utility costs. It places the
decision to apply or not apply the service charges at the level of the local legislative body, where the
communities’ costs and benefits associated with hosting the exempt institutions are well known.
Finally, although much of the decision-making with respect to the imposition of service charges
would be local, certain parameters or safeguards would be embedded in statute to ensure that the
services charges, if imposed at the local level, would fairly recognize the value of the benefits
provided by the tax exempt institutions to the host municipality and its residents, and would only be
applied to institutions with a demonstrable capacity to pay. At least some Task Force members in
support of this approach believe that the increasing financial pressures facing state and local
governments will inevitably result in structural changes to tax exempt policies and it would be
prudent to advance a relatively modest and well-guided proposal proactively rather than make no
change to the status quo and be forced to react to more significant initiatives that may be advanced.
From the perspective of the representatives of the nonprofit organizations, there are
numerous serious flaws to the service charge proposal. The tax exempt institutions recognize and
sympathize with the financial constraints that are bearing down on municipal government, and are
particularly concerned with the impacts of the service center communities that tend to host
concentrated levels of exempt property. In fact, they are facing very similar constraints themselves.
As a matter of principle, however, the imposition of service charges against the institutions only
results in a further deterioration of the nonprofits’ capacity to deliver the charitable and educational
services which constitute their mission and which provide necessary and complementary benefits to
the community and wider society, just as the local governments do.
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In addition to the concerns of principle, the representatives of the nonprofit organizations identified
a number of methodological concerns with implementation, including how the service charges
could be fairly and accurately calculated, how the value of the nonprofit’s contributions could be
fairly calculated, and how the various threshold and capping systems could be established without
unfairly discriminating against certain types of nonprofits that are structured differently than others.
All Task Force members are openly invited to further explain their positions beyond this
simple summary of the two opposing points of view.
Task Force recommendations. As a result of the deliberations over the course of the five
meetings, two key recommendations were made, the first of which is agreed to unanimously. The
second recommendation is supported by a majority of the Task Force members, with the
representatives of the nonprofit organizations dissenting.
First, the Task Force took the following position with respect to the first sentence in Part
AA-4, which provided the central charge to the group:
“The Task Force unanimously supported the position that any proposal to apply a tax to a
broad array of tax exempt nonprofit organizations for the purpose of generating as much as
$100 million which would be collected by the state, either on a temporary basis or as a
matter of ongoing policy, is neither a feasible nor desirable recommendation.”
Second, by a vote of 5 - 3, a majority of the Task Force endorsed the following
recommendation to the Joint Standing Committees on Appropriations and Financial Affairs and
Taxation:
“The Task Force further suggests guidance to the Appropriations Committee and Taxation
Committee going forward on this matter to utilize the following discussion parameters:
In further discussion of any impositions of taxation or service costs applicable to nonprofit
entities, we suggest that those deliberations be limited under Title 36 solely to consideration
of locally applied (actual cost) service charges on nonprofits; giving necessary
consideration of supportable thresholds such as size (as determined by annual local revenue
or annual local income), caps on assessments, appropriate offsets, and/or consideration of
other impacts to communities and the nonprofit entities. Such determinations would require
more time than the Task Force currently has, but it is our hope that this guidance provides
helpful direction to the Appropriations and Taxation Committees in the Second Session of
the 126th Legislature.”
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