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A LOST CAUSE: THE LOCAL OPTION SALES TAX

Introduction
In the First Session of the 129th 
Legislature, several bills were intro-
duced to allow Maine municipalities 
to implement a local option sales tax 
(LOST). While most of the bills did 
not make it through the legislative 
process, one was carried over to the 
Second Session and will be consid-
ered when the legislature reconvenes 
in January 2020.  

The bill, LD 1254, would allow mu-
nicipalities to impose a one percent 
LOST on prepared foods and short-
term lodging, pending resident voter 
approval. According to the original 
language of the bill, 85 percent of 
the revenue generated would be 
distributed to the municipality and 
the remaining 15 percent would go 
to other jurisdictions to prevent and 
treat opioid use disorder.[1] The bill 
allows the tax to be assessed season-
ally or year-round. In addition, the 
funds generated cannot be used to 
reduce the amount of state aid mu-
nicipalities receive, including revenue 
sharing funds. 

Nonetheless, the imposition of LOSTs 
across the state would be detrimental 
to businesses and consumers alike. 
The purpose of this brief is to inform 
lawmakers, media, and the public 
about the flaws and unintended con-
sequences of allowing municipalities 
to implement LOSTs in Maine. 

KEY findings
> As long as consumers are within 

a reasonable commuting distance, 

local option sales taxes increase 

cross-border shopping from high-

tax jurisdictions to low-tax jurisdic-

tions by 10 to 14 percent. 

> Sales taxes disproportionately 

harm low-income individuals who 

spend a larger share of their earn-

ings on the tax. The lowest 20 per-

cent of income earners in Maine 

pay an effective sales and excise 

tax rate of 6.1 percent whereas 

the top one percent of Mainers 

pay 0.7 percent.

> If all municipalities implemented 

a LOST in Maine, 10 jurisdictions 

would generate approximately 

42 percent of all LOST revenues 

collected statewide.

> There is nothing in state law or 

within LD 1254 that requires mu-

nicipalities to lower property taxes 

in exchange for LOST revenue. 

> Only five states and the District 

of Columbia have a higher com-

bined lodging tax rate than Maine.
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What is a LOST?
In contrast to the sales tax levied by 
the State of Maine, a LOST is im-
posed by municipalities. LOSTs are 
paid by consumers in addition to 
what is paid through the state sales 
tax. For example, if the City of Port-
land imposed a one percent LOST, 
consumers would pay this rate on top 
of the current 5.5 percent state sales 
tax, for a total of 6.5 percent. LOSTs 
are currently imposed in 38 other 
states.[2]

The goal of a LOST is to increase and 
diversify municipal revenue streams, 
especially for those that are strug-
gling to pay for essential services. 
Mayors and municipal officials from 
across the state have claimed a LOST 
would allow them to reduce or mit-
igate the increase of property taxes 
on their residents. In his testimony 
to the Taxation Committee in 2019, 
Former Portland Mayor Ethan Strim-
ling suggested a one percent LOST 
in Portland would have the potential 
to lower the city’s mil rate by 9.5 
percent.[3]

However, these assertions are mostly 
empty political rhetoric and may 
not come to fruition if municipali-
ties are afforded the opportunity to 
implement a LOST. There is currently 
nothing in state law or within the lan-
guage of LD 1254 that would require 
municipalities to lower property taxes 
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in exchange for the ability to generate LOST revenues. 
Further, LOSTs are an expedient way for politicians to 
fund their promises without having to make difficult bud-
getary decisions. Municipalities should consider making 
adjustments to their current budgets to control spending 
instead of advocating for a new tax on Maine people.

While some of the proposals introduced this legislative 
session would have allowed municipalities to implement 
a broad-based LOST, LD 1254 specifically focuses on 
meals and lodging. Maine’s lodging tax is currently nine 
percent and our tax on prepared foods is eight percent.[4] 
According to the Tax Foundation, only five states and the 
District of Columbia levy a higher combined lodging tax 
than the State of Maine.[5]

Sales taxes are regressive 
Sales taxes are regressive, regardless of whether they 
are imposed at the state or local level. In other words, 
wealthy consumers spend less of their income on the 
tax than those who have lower incomes. For example, if 
a person earns $25,000 annually and spends $7,000 on 
items on which the general sales tax is levied, they would 
spend an extra $70 on a one percent LOST, in addition to 
$385 on the state sales tax. This amounts to $455 total, 
or 1.8 percent of the individual’s income. In contrast, a 
person who earns $70,000 annually and spends the same 
amount on taxable items would spend 0.7 percent of 
their income combined on a LOST and state sales tax. 

While elected officials claim a LOST would improve local 
government services, there are plenty of Mainers who 
would further struggle from its implementation because 
more of their income would be consumed for the sole 
purpose of increasing local government revenue. There-
fore, a LOST would be harmful to those who already live 
in poverty. According to the US Census Bureau, 12.9 
percent of Mainers were estimated to live in poverty in 
2017.[6] Figure 1 highlights the percentage of individuals 
in poverty in the 10 municipalities that generated the 
most revenue from taxable sales in 2018.
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Six of the 10 municipalities that would generate the 
most revenue from LOSTs also have a higher percentage 
of people living in poverty than the overall percentage 
statewide. Three of the 10 municipalities that would 
generate the most revenue also have more than one-fifth 
of their residents living in poverty. If these jurisdictions 
adopt a LOST, it would largely harm individuals and fami-
lies who already struggle to make ends meet. 

Further, the lowest 20 percent of income earners in 
Maine pay an effective sales and excise tax rate of 6.1 
percent, whereas the top one percent of Mainers pay 
0.7 percent. Put differently, Mainers with the lowest 
incomes already spend approximately 8.7 times more of 
their earnings on sales and excise taxes than the highest 
income earners in the state.[7] A LOST would only serve 
to exacerbate this disparity. 
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Effects on municipalities
If Maine allows municipalities to implement LOSTs, there 
would likely be a patchwork of different tax rates and 
structures across the state. In examining the revenue 
already collected from taxable sales in each jurisdiction, it 
becomes clear that some municipalities would generate 
millions in revenue while others would have little to gain 
from implementing a LOST. This disparity in generated 
revenue would inevitably lead to some municipalities 
adopting a LOST and others forgoing the decision. 

In examining sales tax revenue by town from 2018, only 
41 municipalities, or eight percent, would have generat-
ed $1 million or more from implementing a broad-based 
one percent LOST. Only six municipalities would have 
generated more than $5 million from its implementation 
whereas 356 jurisdictions, or 70 percent, would realize 
revenue less than $100,000. Figure 3 categorizes juris-
dictions based on the amount of revenue they would 
generate from the implementation of a broad-based one 
percent LOST.

If every municipality enacted a LOST, ten municipalities 
would collect more than 42 percent of the revenue it 
generates statewide.[8] These are primarily jurisdictions 
that have large populations and attract visitors from out-
side of their boundaries. 

Portland would have generated more than $18 million 
from implementing a broad-based one percent LOST in 
2018 whereas the Town of Durham, for example, would 
have collected approximately $56,000. In this scenario, 
Durham would have increased its revenue by only 0.6 
percent whereas Portland’s revenue would have in-
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creased by a whopping nine percent.[9] 

Similarly, a LOST focused solely on prepared meals and 
lodging would do little to help the average municipal-
ity in the state. According to 2018 meals and lodging 
sales data from Maine Revenue Services, a one percent 
increase to the prepared meals and lodging taxes in 
all municipalities would generate approximately $38.4 
million in revenue statewide. Portland would generate 
$5 million, or 13 percent, of the revenue from the LOST 
whereas the Town of Durham would collect less than 
$5,500 from its implementation.[10] The 10 municipali-
ties that would generate the most revenue from a one 
percent LOST on meals and lodging are highlighted in 
Figure 4.

Because some municipalities lack the tax base to gener-
ate significant revenue from a LOST, they may decide it 
is not feasible upon conducting a cost-benefit analysis. 
This would lead to a patchwork of tax structures that 
would ultimately cause consumers to shop elsewhere and 
businesses to lose revenue if they are near a lower-tax 
jurisdiction. 

In other states that have implemented LOSTs, the net 
rate for taxpayers varies significantly depending on 
where they are making purchases. For example, the state 
sales tax in Arizona is 5.6 percent and the average local 
sales tax rate is 2.77 percent. However, the maximum 
local sales tax rate is 5.6 percent. Therefore, on average, 
a consumer would pay 8.37 percent on their purchases 
for the net sales tax rate in Arizona, but could pay up to 
11.2 percent depending on where they are purchasing 
products.[11]
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Mainers should not have to make decisions on where to 
shop based on the local tax rates imposed. Consumers 
should be free to make these decisions based on mar-
ket criteria, such as the quality and price of goods and 
services. However, decisions based on tax rates are al-
ready being made in border counties because of Maine’s 
uncompetitive statewide sales tax. 

Effects on business and sales
The State of Maine is not isolated from the rest of the 
world. In fact, Maine borders only one U.S. state — New 
Hampshire — which does not levy a statewide general 
sales tax on its residents or visitors. This gives consumers 
and businesses in New Hampshire several advantages 
over those that operate in Maine. 

The laws of economics show that demand decreases 
when prices increase for economic goods. Put differently, 
consumers will typically shop for the lowest price, as long 
as they are within a reasonable commute.[12] Since a sales 
tax effectively increases the net price of a product, con-
sumers will try to shop in lower-tax jurisdictions. Because 
of this, sales tax increases often reduce the volume of 
sales and the amount of economic activity that occurs in 
the jurisdictions that impose them. 

The Great Tax Divide: Maine’s Retail Desert vs. New 
Hampshire’s Retail Oasis, a 2011 publication of The 
Maine Heritage Policy Center, found that the disparity 
between per capita retail sales in adjacent border coun-
ties in Maine (Oxford and York) and New Hampshire (Car-
roll, Coos, Rockingham, and Strafford) is primarily due 
to the sales tax differential. According to the data, per 
capita retail sales were nearly identical in 1951 but began 
to diverge after Maine adopted the sales tax that year.[13] 
The report examined the divergence in per capita retail 
sales among both states between 1948 and 2007 and es-
timated that, if Maine had the same level of retail activity 
as New Hampshire, the state would have generated an 
extra $2.2 billion in retail sales and created thousands of 
retail jobs. Today, per capita retail sales in New Hamp-
shire border counties ($19,644) continue to outperform 
per capita retail sales in Maine border counties ($11,962) 
by approximately $7,700 per person.[14] This finding is 
emphasized in Figure 5.
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The phenomenon of cross-border shopping (when 
individuals who live in one jurisdiction shop in another 
jurisdiction) was measured by Iksoo Cho, an official at the 
Nebraska Department of Revenue, across 44 mid-sized 
Nebraska cities that had local sales tax rates between 
0.5 and 1.5 percent. The study found that increasing the 
LOST by one percent had the potential to reduce the 
demand of taxable goods between 10 and 14 percent, 
primarily due to cross-border shopping in lower-tax cities. 
In addition, the effects of cross-border shopping persist 
until the lower-tax jurisdiction is an unreasonable dis-
tance away, which was found to be between 31 and 38 
miles.[15]

Therefore, Maine businesses in municipalities that im-
pose a LOST would likely lose net profit to businesses in 
lower-tax municipalities in Maine and New Hampshire, as 
long as these businesses are within a reasonable com-
mute. This occurs because businesses in high-tax juris-
dictions have to reduce their prices in order to compete 
with businesses in low- or zero-tax areas, or settle for 
consumption losses due to their higher net prices. Either 
way, these businesses are put at a disadvantage com-
pared to businesses in jurisdictions that have an overall 
lower sales tax and net price. 

This effect wouldn’t be different for a LOST levied on 
prepared foods and short-term lodging in Maine. For a 
state whose official slogan is “Vacationland,” it would 
be counterproductive to increase a tax that individuals 
would pay when they choose to stay here. While local 
political leaders have an affinity for calling this a tax on
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tourists and visitors, Maine people go out to eat and 
vacation in the state as well.

In fact, Mainers comprise approximately 70 percent of 
meals and more than 30 percent of lodging purchases 
in the state.[16] Those individuals and families would be 
subject to the LOST on prepared meals and lodging, and 
it could steer them away from a particular destination in 
favor of another restaurant or hotel in a different region 
of the state (or another state entirely) that chooses not to 
levy a LOST. 

The National Federation of Independent Business (NFIB), 
an organization that represents and advocates for thou-
sands of small businesses in Maine and across the coun-
try, understands that any additional sales tax would have 
a negative impact on the business community as a whole. 
This sentiment is echoed in a recent survey of NFIB mem-
bers in Maine. According to testimony provided by the 
NFIB in 2019, the survey showed that 83 percent of its 
members strongly oppose a LOST, eight percent want 
one, and nine percent are undecided.[17]

Additional concerns
While some municipalities expect to accumulate more 
revenue with a LOST, its implementation could have 
negative effects on other revenue streams. A 2018 study 
published in Public Performance and Management Re-
view found that a one percent increase to a LOST results 
in the decline of median housing prices by 0.2 to 0.3 per-
cent.[18] In other words, an increase to, or the allowance 
of, a LOST might cause the revenue from property tax 
collections to decline. Therefore, some of the revenue 
generated from a LOST would supplant lost property tax 
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revenue while supplementing overall revenue collected 
by the municipality. 

According to the Portland Tax Assessor’s office, the total 
value of taxable property in the city is $7.93 billion.[19] A 
0.2 to 0.3 percent decrease would equate to a loss of 
$15.9 to $23.8 million in value. Based on this decrease 
in value, the city would lose between $370,000 and 
$555,000 in revenue from property tax collection. While 
the revenue generated by a one percent LOST would 
be much larger than the loss in property tax revenue, 
policymakers should be aware of the consequences of 
implementing a LOST and that it will likely generate less 
revenue than what is initially projected.  

Conclusion
A LOST would negatively affect consumers and business-
es while only generating substantial revenue for a small 
handful of municipalities that have large retail bases. 
While the stated goal of a LOST is to lower the property 
tax burden on Mainers, there is no guarantee that this 
would occur once municipalities begin generating reve-
nue. Sales taxes are incredibly regressive and the imple-
mentation of a LOST in Maine would generate revenue at 
the expense of individuals living in poverty. 

Allowing municipalities to implement LOSTs would likely 
cause consumers to cross municipal and state borders to 
purchase taxable items depending on their proximity to 
lower-tax jurisdictions. Subsequently, businesses would 
lose revenue by reducing their gross prices to accommo-
date for the tax, or by allowing the tax to increase the net 
price of their products, thus driving away consumers. 

In addition, imposing LOSTs on Mainers is an expedient 
way for politicians to fund their pet projects without mak-
ing difficult budgetary decisions. Municipalities should 
consider making adjustments to their current budgets 
to control spending instead of advocating for a new tax 
on Maine people. Nonetheless, the potential perils of 
allowing municipalities to implement LOSTs far outweigh 
the alleged benefits.



ENDNOTES
[1]   LD 1254.” 129th Maine State Legislature. Maine State Legislature, March 14, 2019. http://www.mainelegislature.org/legis/bills/get-
PDF.asp?paper=HP0915&item=1&snum=129

[2]   Cammenga, Janelle. “State and Local Sales Tax Rates, 2019.” Tax Foundation, August 27, 2019. https://taxfoundation.org/sales-tax-
rates-2019/#_ftn12

[3]   Strimling, Ethan K. “ TESTIMONY IN SUPPORT OF A LOCAL OPTION SALES TAX.” 129th Maine State Legislature, March 27, 
2019. http://www.mainelegislature.org/legis/bills/getTestimonyDoc.asp?id=108553

[4]   “Sales, Use and Service Provider Tax Rates & Due Dates.” Maine Revenue Services: Income/Estate Tax - Guidance Documents - 
Sales and Use tax bulletins. Accessed September 30, 2019. https://www.maine.gov/revenue/salesuse/salestax/SalesTaxRates.html

[5]   Cammenga, Janelle. “Maine Hotels, Campgrounds Would Have Felt LOST If Bill Became Law.” Tax Foundation, June 20, 2019. 
https://taxfoundation.org/maine-hotels-campgrounds-tax/

[6]   2013-2017 American Community Survey 5-Year Estimates. United States Census Bureau, September 29, 2019. https://www.census.
gov/quickfacts/fact/table/portlandcitymaine/RHI125218

[7]   “Maine: Who Pays? 6th Edition.” ITEP, October 17, 2018. https://itep.org/whopays/maine/

[8]   “Office of Tax Policy Research.” Office of Tax Policy Research - Sales. Accessed September 30, 2019. https://www.maine.gov/reve-
nue/research/sales/homepage.html

[9]   “Municipal Budget July 1, 2017 - June 30, 2018.” City of Portland, ME. Accessed September 30, 2019. http://www.portlandmaine.
gov/ArchiveCenter/ViewFile/Item/836. “Annual Report.” Town of Durham. Accessed September 30, 2019. https://www.durhamme.
com/sites/durhamme/files/uploads/2018_annual_report_final_from_printers.pdf

[10]   “Office of Tax Policy Research.” Office of Tax Policy Research - Sales. Accessed September 30, 2019. https://www.maine.gov/reve-
nue/research/sales/homepage.html

[11]   Cammenga, Janelle. “State and Local Sales Tax Rates, 2019.” Tax Foundation, August 27, 2019. https://taxfoundation.org/sales-
tax-rates-2019/#_ftn12

[12]   Cho, Iksoo. “Local Sales Tax, Cross-Border Shopping, and Distance.” SSRN Electronic Journal, 2016. https://doi.org/10.2139/
ssrn.2756208.   

[13]   “The Great Tax Divide: Maine’s Retail Desert vs. New Hampshire’s Retail Oasis.” The Maine Heritage Policy Center, April 14, 
2011. https://mainepolicy.org/the-great-tax-divide-maines-retail-desert-vs-new-hampshires-retail-oasis-2/

[14]   “2012 Economic Census.” United States Census Bureau. Accessed September 30, 2019. https://factfinder.census.gov/faces/nav/jsf/
pages/searchresults.xhtml?refresh=t#none

[15]   Cho, Iksoo. “Local Sales Tax, Cross-Border Shopping, and Distance.” SSRN Electronic Journal, 2016. https://doi.org/10.2139/
ssrn.2756208

[16]   Dugal, Greg. Testimony in Opposition to LOST Bills. 129th Maine Legislature. March 27, 2019. https://legislature.maine.gov/le-
gis/bills/getTestimonyDoc.asp?id=108585; Shepherd, Michael & Byrne, Matt. Kennebec Journal. “The State Budget: 5 Things You Need 
to Know.” Press Herald, June 29, 2013. https://www.pressherald.com/2013/06/29/things-you-need-to-know_2013-06-30/

[17]   Clough, David R. “LD 1254 - An Act To Authorize a Local Option Sales Tax on Meals and Lodging and Provide Funding To 
Treat Opioid Use Disorder.” 129th Maine State Legislature. National Federation of Independent Business, March 27, 2019. http://www.
mainelegislature.org/legis/bills/getTestimonyDoc.asp?id=108663

[18]   Shon, Jongmin, and Il Hwan Chung. “Unintended Consequences of Local Sales Tax: Capitalization of Sales Taxes into Housing 
Prices.” Public Performance & Management Review41, no. 1 (May 2017): 47–68. https://doi.org/10.1080/15309576.2017.1359191 

[19]   “Tax Assessor’s Office: Portland, ME.” Tax Assessor’s Office | Portland, ME. Accessed October 1, 2019. https://www.portland-
maine.gov/135/Assessor


