HOUSE FI NANCE COWM TTEE
March 22, 2002
9:20 AM

TAPE HFC 02 — 62, Side A
TAPE HFC 02 - 62, Side B
TAPE HFC 02 - 63, Side A
TAPE HFC 02 - 63, Side B

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 9:20 AM

VEMBERS PRESENT

Representative El don Miul der, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representati ve Con Bunde, Vice-Chair
Representative Eric Croft
Representati ve John Davi es
Representative Ri chard Foster
Representative John Harris
Representative Bill Hudson
Representati ve Ken Lancaster
Representative Carl Mses
Representative Ji m Wit aker

VEMBERS ABSENT

None
ALSO PRESENT

Representative Gary Stevens; Representative Peggy W] son;
Representative Ethan Berkowtz; David Teal, Director,
Legi slative Finance Division; Kevi n Ritchie, Al aska
Muni ci pal League, Juneau; Peter Ecklund, Staff, Co-Chair
WIllians; Denny Dewitt, Staff, Representative El don Ml der;
Lori Backes, Staff, Representative Whitaker; Larry Persily,
Deputy Conm ssioner, Departnent of Revenue;

PRESENT VI A TELECONFERENCE

There were no tel econference testifiers.
SUMVARY

HB 20 "An Act relating to state aid to municipalities
and certain other recipients, and for the village
public safety officer pr ogr am relating to
muni ci pal dividends; relating to the public safety
foundati on program and providing for an effective
date."
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CSHB 20 (FIN) was REPORTED out of Committee with a
"do pass" recommendation and with four new fisca
i npact notes: (3) CED and COR

HB 229 "An Act inposing a tax on enploynment; and
providing for an effective date."

HB 303 "An Act relating to the levy and collection of a
sales tax; and providing for an effective date."

HB 304 "An Act relating to disposition of inconme of the
permanent fund; and providing for an effective
date."

CSHB 304 (FIN) was REPORTED out of Conmttee with
a "do pass" recommendation and wth previously
published fiscal note: REV #1.

#hb20

HOUSE BILL NO. 20

"An Act relating to state aid to municipalities and
certain other recipients, and for the village public
safety of ficer progr am relating to muni ci pa
dividends; relating to the public safety foundation
program and providing for an effective date."

Representative Carl Mses MOWED to Rescind the Commttee’s
action in failing to adopt Anmendnent 6 (Lancaster and
Moses). Representative Moses W THDREW hi s notion

Representative Carl Mdses MOED to ADOPT Anendnent 8: state
aid to unincorporated comrunities:

Sec. 29. 60. 140. State aid to unincorporated
comunities. (a) Subject to (c) of this section, the
[ THE] departnment shall pay to each wunincorporated

community an entitlement each fiscal year to be used
for a public purpose. The departnment with advice from
the Departnent of Law shall determ ne whether there is
in each unincorporated conmmunity an incorporated
nonprofit entity or a Native village council that w ||
agree to receive and spend the entitlenent. If the
community is located in a borough or a wunified
municipality, the departnment may pay the entitlenent
only to the entity that has been approved by the
assenbly, and the departnent nust have witten evidence
of that approval. |If there is nore than one qualified
entity in an uni ncorporated comunity in the
unor gani zed borough, the departnent shall pay the noney
under the entitlenent to the entity that the departnent
finds nost qualified to receive and spend the noney.
The departnent nay not pay noney under an entitl enent
to a Native village council unless the council waives
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immunity fromsuit for clains arising out of activities
of the council related to the entitlenent. A waiver of
immunity from suit under this subsection nmust be on a
formprovided by the Departnent of Law. |If there is no
qualified incorporated nonprofit entity or Native
village council in an unincorporated comunity that is
willing to receive noney under an entitlenent, the
entitlenment for that wunincorporated comrunity nay not
be paid. Neither this subsection nor any action taken
under it enlarges or dimnishes the governnenta
authority or jurisdiction of a Native village council
If at least $41,472,000 is appropriated for all
entitlements wunder as 29.60.010 - 29.60.310 for a
fiscal year, the entitlenent for each unincorporated
community under this subsection for that year equals
$40,000. O herwise, the entitlement equals $25, 000.

(b) In this section "unincorporated conmunity”
neans a place [IN THE UNORGANI ZED BOROUGH] that is not
incorporated as a city and in which 25 or nore persons
reside as a social unit.

* Sec. 4. AS 29.60.140 is anended by adding a new
subsection to read:

(c) The departnment may pay an entitlenment under
(a) of this section for an unincorporated conunity in
a borough only to a qualified entity that provides at
| east three of the followng services wthin the
comunity:
fire protection;
ener gency nedi cal
wat er and sewer;
solid waste managenent;
public road or ice road nai ntenance;
public health;
search and rescue.

AUNNNANANAN AN
~NO U WNE
N N N N N N

Co-Chair WIlianms OBJECTED for the purpose of discussion.

Representative Lancaster explained that the anmendnment woul d
allow the funds to go to the borough or organized area
outside of the small comunity that is organizing; otherw se
it is identical to Amendnent 6.

KEVIN RITCH E, ALASKA MJN Cl PAL LEAGUE, JUNEAU provided
information on the anmendnent. He noted that the Al aska
Muni ci pal League did not request the anmendnment but has
assisted in its drafting. He explained that only unorgani zed
comunities in the wunorganized borough receive capital-
matching grants. If a borough were fornmed to incorporated
surrounding small [unorgani zed] communities they would give
up their capital matching grants. The borough woul d receive
a small grant, but it would not be as nuch as they currently
receive as small comunities. The anmendnent would renove a
di sincentive for communities to organi zed. The sane capital
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matching noney would be provided to small communities
whet her or not they are in a borough. The anmendnent woul d be
an incentive to incorporation. Currently, if there were 10
smal |l villages that wanted to form a borough they woul d have
to give up their capital-matching grants of $25 thousand
dol l ars each when they becane part of a borough. The borough
woul d receive a grant but it would be nuch smaller than the
conbi ned anount of the separate grants.

Representative Croft concluded that the anendnent would
conplinent Amendnent 2 (adopted by the commttee on 3/20/02)
and woul d encour age i ncorporation.

Vice-Chair Bunde agreed that the anendnent would provide
encour agenent for incorporation. He observed that he would
support the anendnent with the expectation that it would
lead to the creation of I|ocal revenue stream that would
allow communities to remain incorporated. He suggested that
future legislatures would need to address the issue if it
does not lead local communities toward self-sustaining
revenues.

M. Rtchie explained that each wunorganized comunity
receives between $3 - $4 thousand dollars in revenue
sharing. There would be between 20 — 30 communities affected
by the | egislation. They would have to provide three or nore
of the follow ng services:

fire protection;

ener gency nedi cal

wat er and sewer;

solid waste nanagenent;

public road or ice road nai ntenance;
public health;

search and rescue.

AUNNNANANAN AN
~NO U WNE
N N N N N N

If there were 20 or 30 communities the total cost of revenue
sharing would be approxinmately $100 thousand dollars. M.
Ritchie observed that each of these 20 - 30 communities
woul d receive $25 thousand dollars fromthe capital matching
grant program The capital-mtching grant conbines the
muni ci pal and unincorporated portions. The anendnment would
add 20 -30 communities to the unincorporated portion, which
woul d prorate the anmount down.

There bei ng NO OBJECTI ON, Amendnent 8 was adopt ed.
Representative Foster MOVED to report CSHB 20 (FIN) out of
Commttee wth the acconpanying fiscal note. There being NO
OBJECTIQON, it was so ordered.

CSHB 20 (FIN) was REPORTED out of Committee with a "do pass”

recommendation and with four new fiscal inpact notes: (3)
CED and COR.

House Fi nance Committee 4 03/ 22/ 02 9:20 AM



#hb304
HOUSE BILL NO 304

"An Act relating to disposition of inconme of the
permanent fund; and providing for an effective date.”

Co-Chair WIllians observed that a proposed commttee
substitute, work draft 22-LS1207\L, 3/21/02 changed the
split ratio to 40/ 40/ 20.

PETER ECKLUND, STAFF, CO CHAIR W LLIAM5S expl ained that the
proposed commttee substitute uses the endowrent principle
and percent of market val ue paynent nethod for the Pernmanent
Fund. He explained that 7 percent of the value of the
Per manent Fund would be taken in FY03, 6 percent in FYO04,
and 5 percent thereafter. An education fund of 40 percent
would be created in the GCeneral Fund. An infrastructure
account would be created and receive 20 percent of the
funds. Dyvidends would be paid from the remaining 40
percent. He enphasized that deferred nmaintenance needs of
the state of Al aska are over one billion dollars.

Represent ati ve Hudson acknow edged the work of the chairman.
He agreed wth nost aspects of the proposed conmttee
substitute, wth one exception. The 5 percent of market
value principal originated with the Al aska Permanent Fund
Corporation. The five percent payout would automatically
inflation proof the fund. He observed that CGovernor Hammond
referred to a 30/30/30 payout: inflation proofing/
di vi dend/ general governnent. |If you take 5 percent after
inflation proofing and divide it on a 50/50 basis, the
result would be 35 percent to general governnment and 35
percent to the dividend. He explained that the five-year
average shows a reducing dividend. He spoke in support of a
50/ 50 dividend/state split, which would keep dividends at
approxi mately the sane | evel. The FY04 dividend anmount woul d
only be $35 dollars less than the current anount under
Representative Hudson's proposal. He asked the Commttee to
consi der changing the dividend anobunt to 50 percent on page
2, line 17. The infrastructure percentage on page 3, line 3
could be 10 to 15 percent and the education account could be
40 - 35 percent. He pointed out that the 50/50 provision has
been well addressed. A 40 percent division would reduce
di vi dends by $300 per person.

Represent ati ve Wit aker observed that the proposed conmttee
substitute no | onger resenbles the original |egislation, but
indicated that he would support the proposed commttee
substitute. He noted that the legislation has becone a
refornmulation of the Permanent Fund. He recognized the
chal l enges before the legislation, but stressed that action
must be taken.
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Representative John Davies spoke in support of the
| egi sl ation. He pointed out that the provisions of the bill
have been wel | discussed. There was di scussion by the Al aska
Per manent Fund Corporation and the fiscal policy group. He
felt that the changes recomended by Representative Hudson
woul d assi st passage of the bill

Representative Croft spoke in support of a 50/50 split. He
noted that Alaska is the only state that has a comon
ownership of its resources. The public mght not accept
anything |less than 50/50. He nmintained that a 50/50 split
woul d be fair.

Representative Lancaster stressed that the plan would
protect the dividend into the future and expressed support
for the 50/50 provision.

Vi ce-Chair Bunde summarized that "100 percent of nothing is
still nothing" and pointed out that the dividend is in
danger if no action is taken.

Co- Chai r Mul der MOVED to ADOPT proposed conmttee
substitute, work draft, 22-LS1207\L, Cook 3/21/02.

RECESSED:
The Commttee recessed at 10:05 a.m

RECONVENED

The Comm ttee reconvened at 2:40 p. m

Representative Hudson provided nenbers wth Anendnent 1
(copy on file). He explained that the anmendnent woul d pay 45
percent to dividends, 35 percent to education and 20 percent
to the infrastructure or econom c devel opnent account. The
FYO3 dividend woul d not change. He observed that, under the
amendnent, dividends would be $100 dollars less in FYO04.
D vidends would still grow, at approxinmately $100 | ess than
under the status quo. In FY03, $965 million dollars would be
available for to the General Fund. Approximtely $839
mllion dollars would be available in FY0O4. By FY10 there
woul d be approximately $948 nillion dollars to offset the
deficit. Inflation proofing would continue at 7 percent in
FYO03, 6 percent in FY04, and 5 percent in FYO5 and out.

Representati ve Hudson MOVED to ADOPT Amendnent 1: 45 percent
to di vidends, 35 percent to an education fund and 20 percent
to the infrastructure/ econom c devel opnent account.

Representative John Davies questioned why 5 percent was
taken  out of education instead of infrastructure.
Representative Hudson responded that the anmendnent woul d be
a statutory allocation and pointed out that the |egislature
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could chose to change the ratio. He stated that he was
responding to the need for deferred mai ntenance. He observed
that there is a one billion dollar need and reiterated that
it could be changed in the future. He explained that by FY10
t he education fund would be nore than $600 nillion dollars.
The intent is to find a mddle ground while protecting the
Per manent Fund and di vi dends.

Representative Croft observed that the spreadsheet’s
projected rate of return is 8.25 percent. He thought that
the Al aska Permanent Fund Corporation’s projected rate of
return was 7.95 percent. He expressed support for a 50
percent payout to dividends. He stated that he would not
object to the anmendnent because it noved the I|egislation
closer to the 50 percent target.

There bei ng NO OBJECTI ON, Amendnent 1 was adopt ed.

Representative Croft MOVED to ADOPT Amendnent 2: 35 percent
to education, 50 percent to dividends, and 15 percent to
infrastructure. Co-Chair WIIianms OBJECTED.

TAPE HFC 02 - 62, Side B

Representative Wi taker referred to the Constitution of the
state of Alaska, Article 9, section 16. He naintained that
the amendnent has been ignored since it was put in place.
The constitutional anendnment woul d dedi cate one-third of the
expenditures of the state of Alaska to be spent on capita
projects. He noted that the issues are whether an additi onal
$100 dollars would go to dividends or be used to build the
state.

Representative John Davies interpreted Article 9, section 16
to mean not nore than one-third of the state’s budget would
go to infrastructure. He observed that the 1999 ball ot
initiative indicated that the public wants to protect
di vidends. He enphasized that it is easy for the public to
understand a 50/50 split.

Represent ati ve Wit aker spoke agai nst the anmendnent.

Aroll call vote was taken on the notion.

IN FAVOR: Croft, Davies, Foster, Mses

OPPCSED:  Bunde, Harris, Hudson, Lancaster, Wi t aker,
Wl lianms, Ml der

The MOTI ON FAILED (4-7).

Representative Foster MOVED to report CSHB 304 (FIN) out of

Commttee with the acconpanying fiscal note. Representative

John Davi es OBJECTED for the purpose of discussion. He noted
that he still supports a 50/50 split.
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Representative Foster W THDREW his notion to nove CSHB 304
(FIN

Co- Chair Mul der MOVED to ADOPT Anmendnent 3: “The | egislation
may appropriate to the dividend fund the additional anount
needed so that the total anount of the 2002 dividend is
$1,540. He explained that the intention is to keep the FY02
dividend at it's current level. There being NO OBJECTIQN, it
was so ordered.

Co-Chair Miulder MOWED to report CSHB 304 (FIN) out of
Commttee with the acconpanying fiscal note. Representative
John Davies and Representative Croft OBJECTED.

Representative Croft stressed that there are structural
problenms with the manner that the dividend and earnings are
cal cul ated. He maintained that dividend creep has to stop.
He did not think that the proposal would be successful
W t hout substantial sideboards, new revenues and a nore
clear and fair distribution.

Representative Hudson spoke in support of the anended
| egislation. He maintained that the Permanent Fund was
intended to neet the demand for state support when oi
revenues declined. He stressed that the plan was bal anced.

Represent ati ve Wi taker spoke in support of the |egislation,
but enphasized that it cannot stand-alone. He pointed out
that [the 1999 ballot initiative to use a portion of the
Per manent Fund] was not supported.

Representative John Davies pointed out that the anount
avai lable for the education fund would be dimnished in FY
05, but would start to grow again. He stressed that there
woul d need to be an $80 million dollar increase in genera

funds to maintain full funding for education when the fund
di ps.

Co-Chair WIllians stressed that the legislation is a tool
and that the intent is to fully fund educati on.

Vi ce-Chair Bunde nmmintained that education has never been
reduced, although he acknow edged that it had not been
i ncreased.

A roll call vote was taken on the nmotion to nove the bill
from Comm ttee.

I N FAVOR: Bunde, Fost er, Harri s, Hudson, Lancast er,
VWhi taker, WIIlians, Ml der
OPPCSED: Croft, Davies, Mses

The MOTI ON PASSED (8- 3).
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CSHB 304 (FIN) was REPORTED out of Committee with a "do
pass" recommendation and with previously published fiscal
note: REV #1.

#hb229

HOUSE BILL NO 229

"An Act inposing a tax on enploynent; and providing for
an effective date.™

Co-Chair Milder stated that it would be appropriate for
Representative Croft to add his name to the |egislation and
allow Representative Stevens to wthdraw his name.
Representative Croft agreed.

Representative Croft provided nenbers wth proposed
commttee substitute, work draft 22-LS0842\L, 2/22/02 (copy
on file). He explained that the commttee substitute would
provide the inconme tax recommended by the fiscal policy
caucus, an al cohol tax at 10-cents a drink, a cruise ship
head tax and a notor fuel tax.

Representative Croft MOVED to AMENDED the proposed conmttee
substitute by renoving the cruise head tax portion of the
bill. There being NO OBJECTION, it was so ordered.

Co-Chair Milder indicated that the original sponsor would
like to renove their nanme from the legislation as anended.
Representative Croft stated that he would takeover the
sponsorship of the legislation in whatever manner was deened
appropri ate.

Representative Croft spoke in support of the |legislation. He
expl ained that the |egislation as anended would provide a 4
percent of taxable incone tax. The proposal is a conprom se
between a flat tax and a nore progressive tax based on a
portion of tax liability. A taxable inconme tax would allow
deductions. The notor fuel tax portion of the bill would
al l ow a nechanismto fund deferred mai nt enance.

Representative Hudson requested that a spreadsheet be
created to show the approxi nate anounts to be earned by the
different elenents. Representative Whitaker pointed out that
a new fiscal note would be appropriate.

Co-Chair Mul der explained that the intent would be to take
action on the |egislation on Monday after review

Representative Harris MOVED to AMEND on page 12, line 11:
i ncrease existing taxes on al cohol by 50 percent.

Representative Croft OBJECTED. He observed that under the

commttee substitute the alcohol tax increase would be
approximately .10 cents a drink. A fifty percent increase
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would only increase the tax by about a cent and a half per
drink. He noted that the tax has not been increased for a
long time and would not cone close to addressing the needs
of the state.

Co-Chair Miulder clarified that there would be 50 percent
i ncrease over the current taxation in all three categories.

Representative John Davies reiterated that the increase
woul d be I ess than .02 cents a drink.

Representative Croft stressed that nost itens have increased
beyond 50 percent since 1960. The increase beginning in 2002
woul d not cone near to the pre inflation cost.

Representative Harris WTHDREW his notion to anend the
al cohol tax to 50 percent.

HB 229 was heard and HELD in Committee for further
consi derati on.

#hb303

HOUSE BI LL NO. 303

"An Act relating to the levy and collection of a sales
tax; and providing for an effective date."

Co- Chair Miul der MOVED to ADOPT proposed committee substitute
work draft, 22LS1206\T, Kurtz, 3/22/02 (copy on file). There
bei ng NO OBJECTIQN, it was so ordered.

DENNY DEW TT, STAFF, REPRESENTATIVE ELDON MJULDER revi ewed
the commttee substitute. He noted that the |egislation
would bring a sales tax before the Commttee. He reviewed
the primary issues discussed by the subcommttee. The first
i ssue was preenption. The legislation would preenpt | ocal
governnent from charging a different sales tax from the
state. Local governnments could add a local tax using the
guidelines of the bill, which would be collected by the
state at no charge to the nunicipality. There would one type
of sales tax, one set of exenptions, and |ocal governnents
could decide if they wanted to add a percentage to the state
tax. Businesses that collect the tax and remt it to the
state appropriately, within the appropriate tinmeframe, would
keep one percent of the anount collected as a fee for the
col | ection process.

Representative Davies summarized that the |egislation would
require any local entity to use the exenption structure
contained in the bill

M. DeWtt noted that l|ocal options for special taxes in
Title 29 would not be affected: including bed taxes.

House Fi nance Committee 10 03/ 22/ 02 9:20 AM



M. DeWtt reviewed the l|legislation by section. Section 1
assi sts boroughs with their taxes. Establishes the initial
sales tax and elimnates the collection portion, which would
shift to the state. Sections 2 and 3 confirm privacy at the
state level. Section 4 is the assessnent and collection of
taxation. Section 5 allows a borough to |l evy a general sales
tax on goods and services consistent with the state. Section
6 allows cities the sane opportunity. Section 7 begins the
collection of the sales tax and authorizes the state to
coll ect on behalf of the nmunicipality. Section 8 begins the
sales and use tax. This provision is needed in order to
access the use tax through Internet sales. The use tax
follows the sales tax and is consistent. There are severa
areas that woul d need technical anmendnents to be reconmmended
by the Departnent of Revenue.

M. DeWtt reviewed technical anmendnents. On page 3, line 3:
delete “in the state.” He noted the state already has the
ability to levy the tax. Subsections (b) and (c) are
rewwitten to replace "tangible personal property" wth
“goods or use of real property". He explained that |anguage
woul d provi de consi stency.

M. DeWtt noted that subsection (2) on page 3, line 26 - 27
woul d be anmended: "real property" and "and transportation”
woul d be renoved. "Property"” on line 27 would be changed to
"goods".

LORI BACKES, STAFF, REPRESENTATIVE WH TAKER, expl ained that
the intent is to allow an exenption for services that are
performed in the act of creating a conponent of a product
for resale.

TAPE HFC 02 - 63, Side A

Representative Lancaster clarified that plunbing installed
in a house being built would not be taxed because the house
woul d be taxed when sold. Representative Hudson questioned
if house conmponents would be subject to the sales tax. Co-
Chair Ml der explained that only the finished product would
be taxed. M. DeWtt noted that there is a specific section
regardi ng construction.

M. DeWtt reviewed exenptions under section 43.44.020 and
observed that they attenpted to include all educationa
institutions were included.

(1) goods sold, real property sold, rents, or services
performed that are

(A explicitly exenpted from taxation under
anot her provision of state |aw, or
(B) exenpt from taxation under federal |aw,

including sales to the federal governnment, and
purchases nade with
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food coupons, food stanps, or other
es of certificates issued under 7 U S. C
1 - 2036 (Food Stanp Act); and
) food instrunents, food vouchers, or
er types of certificates issued under 42
US C 1786 (special supplenental nutrition
program for wonen, infants, and children);

(2) sales of goods, real property, or services for

resale, including the sale and transportation of
property that are wused in connection with or wll
beconme an ingredient or conponent part of goods

manuf act ured, processed, or fabricated for resale;

(3) electricity, natural gas, water and sewer utility
servi ces, and fuel for heating or el ectrical
generati on;

(4) funeral, <cenetery, and crematory goods and
servi ces;

(5) health care services provided by a person |licensed
or certified to provide those services under AS 08, by
a public honme care provider as that termis defined in
AS 47.05.017(c), by a health care facility operating
under a certificate of need issued under AS 18.07, by a
hospital I|icensed under AS 18.20, or by an assisted
living hone |icensed under AS 47.33;

(6) prescription drugs, devi ces, and supplies
prescribed by a person licensed to prescribe those
goods under AS 08;

(7) interest earned or paid by banks. savings and | oan
associ ations, credit unions, and investnent banks, and
the followng sales and services provided by banks,
brokerage firns, savings and | oan associations, credit
uni ons, and investnent banks:
(A services associated wth any deposit
accounts, including service fees, insufficient
funds fees, and attachnent fees;
(B) fees for the purchase of bank checks, noney
orders, traveler's checks, and simlar products
for paynent;

(O | oan fees and points associated with |oan
transacti ons;
(D) pass-through charges on |oan transactions

that include sal es tax;

(E) services associated with the sal e, exchange,
or transfer of currency, stocks, bonds, and ot her
securities;

(8) sales by federal, state, or |ocal governnent
entities;
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(9) wages, salaries, comissions, and any other form of
remuneration paid to enpl oyees for personal services;

(10) educational services provided by a non-exenpt or
exenpt religious or other private school reporting to
the comm ssioner of education and early devel opnent
under AS 14.45.030 or 14. 45. 110( b) or by a
post secondary educational institution authorized to
operate under AS 14.48;

(11) refined petroleum products taxed under AS 43.40;

(12) real estate rentals of 30 consecutive days or
nor e;

(13) construction services;
(14) adm ssion to nuseuns and historic sites;

(15) sales made to an entity described in 26 U S C
501(c)(3) (Internal Revenue Code) and exenpt from
federal inconme tax under 26 U S.C. 501(a);

(16) sales made by an entity described in 26 U S. C

501(c)(3) (Internal Revenue Code) and exenpt from
federal income tax under 26 U . S.C. 501(a) if the incone
fromthe sale is exenpt fromfederal incone taxation

(17) casual and isolated sales or rentals by a seller
who does not regularly engage in the business of
selling goods or services, or making rentals, but only
if (A the total sales do not exceed $1,000 a year and
the sales of goods do not occur for nore than 14 days
in a cal endar year; or (B) the sales of goods are nade
by a licensed business to sell business equi pnent used
in the business and not held as inventory;

(18) sales of insurance and bonds of guaranty and
fidelity, and conmm ssions on those sal es.

M. Dewitt recomended that brokerage firns be added to the
subsecti on 7 exenptions. He also recomended that
subsections (A) - (E) include a subsection (F): interest
earned and paid. It was the intent of the subcommttee that
subsection (8) refer to sales and purchases. In subsection
(10) definitions were used to recognize all schools that
could generally be brought under the rubric, in terns of K-
12. Postsecondary schools operate under AS 14.48. Refined
petrol eum products that are currently taxed would not be
subject to the sales tax, such as aviation and marine fue

taxes. Short-term hotel rentals would be exenpted. They
woul d be available to be taxed on a bed tax basis with |ocal
gover nment s.
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Representative John Davies questioned how the provision
woul d affect contracts with tour groups, which block off
hotel roons for a season. M. Dewitt thought that they would
be under the less than 30-day provision, since they are
eventual |y rented to i ndi vi dual s. Co- Chai r Mul der
acknowl edged that it is the intent of the subcomrmttee to
i ncl ude bl ocks of roonms under the 30-day provision.

M. Dewitt observed that subsection (15) applies to sales
made to a non-profit entity. Subsection (16) applies to
sales made by the non-profit entity, which would apply to
the sale of Grl Scout cookies and other fund raising
activities. The purchase and sale of Grl Scout cookies and
other fund raising itens by churches and other non-profits
woul d be exenpt ed.

M. Dewitt noted that garage sales would be exenpted under
subsection (17), wunless the gross would exceed $1,000
dollars a year. Representative Hudson questioned if arts and
craft shows at malls would be included in the exenption. Co-
Chair Ml der responded that if they are a weekly event it
woul d not be a causal sale and they would be subject to the
sales tax. The provision is for causal sales: the occasional
sale. Non-profits woul d be excl uded.

Representative Lancaster questioned if a certificate would
be needed to collect the tax. M. Backes stated that a
certificate would not be required to collect the tax, but a
certificate would be required for exenpt groups.

M. Dewitt noted that Sec. 43.44.030 (a) limts the sales
and use taxes |evied under AS 43.44.010 to the first $2,000
dol l ars of each separate sale, rent, or service transaction

or a maxi mumtax of $60 doll ars.

M. Dewitt continued his review of the legislation

Subsection (b) discusses taxation of |long-term personal
property |eases. Subsection (c) deals wth transactions
i nvolving paynent of services rendered or delivered over
time, such as an accountant billed on a nonthly basis.
Subsection (d) addresses services on account or billed on a
nonthly purchase. The nost recently billed or nonthly
process would be used. Subsection (e) provides that each
night's rental would be a separate transaction. Subsection
(f) addresses long-term property |eases, such as autonobile
| eases.

M. Dewitt explained that the seller would collect the tax
and remt it to the departnent. The seller would be allowed
to keep one percent of the collections as long as they remt
in a tinely fashion with conpleted forns. Exenptions are
given for coin operated devises, food and beverage at
concession stands, bars, novable vendor carts, netered
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sales. He observed that the intent is to add taxis that use
a netering devise to the list. Taxis that charge by zone
coul d include the tax.

Vi ce- Chair Bunde questioned why the total price could not
include the tax. M. Dewtt agreed that the ticket price
woul d include the tax.

In response to a question by Vice-Chair Bunde, M. Backes
expl ai ned that people want to see how nuch the tax is and if
it is included in the sales price it wouldn't show up as a
separate itemon the invoice or receipts.

LARRY PERSILY, DEPUTY COW SSI ONER, DEPARTMENT OF REVENUE
expl ained that the departnent thinks that consuners shoul d
know how the price breaks down. Most states require that the
sales tax be shown, so that businesses cannot use it as an
unfair advant age.

M. Dewitt reviewed the use tax provision. The use tax for
itens brought into the state would be the sanme as if the
itemwas purchased in the state.

Proceeds would be deposited into the General Fund and a
certificate of exenption would be issued to those that are
exenpt from the sales tax. Nexus |anguage allows the state
to tax conpanies using Internet or mail order sales that
have a presence in the state.

M. Dewitt noted that "or use" needed to be added to page 7,
line 12. He added that |anguage in subsection (b) would be
anended in order to tighten it up. The effective date is
January 1, 2003.

Represent ative Lancaster questioned how Sec. 43.44.070 woul d
be inplemented. M. Persily explained that a contractor
would have to show a resale certificate to the building
supply store when buying lunber. Representative Lancaster
questioned how persons would know that the seller has the
authority to collect the tax. Representative Witaker
clarified that the business |icense would give them the
authority to collect the tax.

Representative Hudson asked if the state of Al aska has an
agreenent with Seattle regarding collection of tax from
Al askan residents. M. Persily explained that Seattle put
the exenption in their tax code to pronote business. There
IS no nexus. Soneone from Seattle would have to pay the tax
if it were inplenented in Al aska.

Representati ve Hudson observed that there are a variety of
muni ci pal sal es tax exenptions such as for senior citizens.
He questioned if |ocal exenptions would be permtted on the
city sales tax assessnents. M. Dewitt responded that they
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would not. The senior citizen property tax would not be
covered in the statute. The city of Juneau could issue
checks to seniors that would cover the cost of their
property tax. OQther conmunities such as Wangle utilize this
provi sion. Representative Hudson observed that there is
concern with the uniformty of state |aw

Representative Witaker spoke in support of state prinmacy
mani f ested through preenption. It would allow continuity of
busi ness throughout the state of Al aska and nation. M.
Backes added that the legislation requires the state to
collect the sales tax for the municipalities, so there may
be savings to the nunicipalities on the collection. Co-Chair
Mul der clarified that business would retain 1% of the tax
col | ect ed.

Representative Hudson discussed the |ocal taxation process
and questioned if the municipal tax amount would be Iimted.
M. Persily clarified that the state would collect the
anount indicated by the municipality. There is no
restriction on seasonal anounts. He assunmed that nunicipa
paynments woul d be nmade nonthly.

Co-Chair Ml der observed that it does not make sense for
small vendors to send their checks in every nonth. M.
Persily observed that taxpayers that nake a certain anount
could be required to pay quarterly and those naking nore
than the threshold could pay nonthly. He recommended t hat
the legislature set a threshold at $500 - $1, 000 dollars. He
cautioned that businesses in trouble mght be tenpted to
utilize the tax sales. Penalties are already included in the
t ax code.

Representative Lancaster questioned how exenptions or
speci al collections wuld be negotiated wthin the
municipality or borough. M. Persily replied that it is the
intent that nunicipalities wth bed, fuel, alcohol, fish or
other taxes, would collect, enforce and deal wth those
taxes on their own. The legislation applies only to general
retail sales and use tax.

In response to a question by Representative Lancaster,
Representative Witaker discussed the anpunt of tax that
woul d be collected. He explained that there are different
nodel s. The Departnent of Revenue uses a 1997 nodel, which
is not as sophisticated as desired. The Departnent of
Revenue nodel estimates between $250 and $400 mllion
dollars. The Legislative Finance Division's nodel estinmates
$198 nmillion (consumer) dollars. He concluded that the tax
woul d derive between $250 and $400 mllion dollars. M.
Persily anended the Departnent of Revenue's estinate to $240
- $300 nmillion dollars.
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Representative Lancaster asked about the set-up costs. M.
Persily estinmated operating costs, after the initial set up,
at $4.9 nmillion dollars. He stated that a fiscal note would
be provi ded.

Representative John Davies asked the capital costs. M.
Persily explained that the capital cost would be $1.75 - $2
mllion dollars. Mich of the cost would be for conputer
programming. The goal would be to set sonething up for
el ectronic filing.

Represent ati ve Hudson asked for product values of 1-2-3%tax
ranges. Co-Chair Ml der thought that a 1% tax woul d generate
between $70 and $125 mllion dollars. Each additional
percent woul d generate about $100 million dollars.

Representative Lancaster asked about bed and rent tax. M.
Persily replied that no community would be able to collect
sales tax on rent.

Representative Lancaster questioned if a special tax could
be applied on a local level. M. Backes agreed that the
intent of the legislation is to allow |ocal taxation.

Represent ati ve Hudson observed that rent is anything over 30
days.

Representative Lancaster asked if the point of service
delivery was addressed. M. Backes clarified that tour
operators woul d not be tax-exenpt.

Representative Carl Mses voiced concern with not including
the sales tax in the price structure. Co-Chair Milder
observed that the “unfair conpetition clause" could apply if
sonme businesses included the sales tax and others did not.
Representative Carl Mbses responded that if the tax were
i ncl uded, the person would be at a disadvant age.
Representative Lancaster stressed that disclosure would be
t he issue.

Di scussion ensued regarding inclusion of the tax [in the
price structure]. Representative Wiitaker reiterated that
the limtation would be up to $2,000 dollars. He enphasized
that the legislation needs to be consistent. Co-Chair Ml der
agreed. M. Persily added that a problem would occur if the
separation of tax were not disclosed. The sales tax needs to
be disclosed, which nmay not be practical. Representative
Lancaster recommended issuing a certification with the rules
and regulations. Vice-Chair Bunde asked the enforcenent
mechanism M. Persily commented that the departnment would
be wusing business I|icenses. He enphasized the need for
sufficient budget support for audit work. Representative
Lancaster noted that the fiscal note could be increased if
the Commttee wants nore enforcenent. Representative Carl
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Moses observed that if the tax and sales price is included,
it could be backed into the worksheet.

Representative John Davies asked if there were any reason
that a price, which included the sales tax could not be
reported separately in the receipt. M. Persily pointed out
that the tax would have to be backed out for tax-exenpt
pur chases.

TAPE HFC 02 - 63, Side B

Representative Carl Mses maintained that nerchants need to
have records of tax-exenpt products sold. Vice-Chair Bunde
spoke in support of allowing inclusion of the tax within a
sal es price.

Representative John Davies requested a spreadsheet to
i ndi cate the expected revenue by the Division of Legislative
Fi nance. Co-Chair Ml der responded that there would be a
fiscal note.

HB 303 was heard and HELD in Committee for further
consi der ati on.

#

ADJ QURNIVENT

The neeting was adjourned at 4:58 PM
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