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Nunmber 0022

CHAIR JOHN COGHILL called the House State Affairs Standing
Commttee neeting to order at 8:05 a.m Represent ati ves
Coghil I, Janes, Fate, Stevens, WIlson, Crawford, and Hayes were

present at the call to order.

HB 303- STATEW DE SALES TAX
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CHAI R COGHI LL announced that the commttee would hear HOUSE BI LL
NO. 303, "An Act relating to the levy and collection of a sales
tax; and providing for an effective date."

Number 0167

REPRESENTATI VE JIM VWH TAKER, Al aska State Legislature, sponsor
of HB 303, offered a PowerPoint presentation in order to provide
a context for the bill. He referred to the concept of m xing
two unm xabl e substances, in this case, econonmcs and politics.
He said although there are inherent challenges, know edge
available to legislators allows them to look into the future
sonmewhat . This "crystal ball" reveals that there is a $2.3
billion budget deficit over the next two fiscal years; that the
Constitutional Budget Reserve (CBR) no longer can sufficiently
deal with budget deficits of this magnitude; and that cutting
the full anpbunt isn't realistic.

REPRESENTATI VE WHI TAKER renmarked that several years of cutting
have shown how tough it is. Every dollar cut has a life
attached to it, he said, if not in a life-threatening respect,
then with regard to lifestyle. He rem nded nenbers that the
| egi sl ature has the responsibility of bal ancing the budget.

Number 0315

REPRESENTATI VE VWH TAKER addressed two options: do nothing or
take a "planned approach.™ Both have economc and political
consequences, he said, but a planned approach is "amazingly
straightforward and sonmewhat comonsensical."” He highlighted
four conponents: cost control, a broad-based tax, sone usage of
the earnings of the pernmanent fund, and economc growh.
Regarding the first, he said it is inperative that the
| egislature, in striving for a long-term budget plan, provide
for a cost-control function. Second, he indicated a broad-based
tax is specifically what HB 303 addresses, but he stressed the
need to understand how it fits into a |long-term plan.

REPRESENTATI VE WHI TAKER di scussed the third conponent, the need
to use the earnings of the permanent fund in sone regard; he
said the legislative record |leaves no room for doubt that "the
intent of the permanent fund was to deal with the situation that

we have today." As for the fourth conponent, he enphasized that
the basis for any long-term plan is economc growh. "It
doesn't matter how nmuch we tax," he explained. "If our econony

cannot w thstand the inpact of tax, we've done ourselves and the
peopl e we serve no favors.™
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Number 0433

REPRESENTATI VE WH TAKER addressed the "do nothing" approach,
including the economics and politics surrounding it. Thi s
approach, in effect, uses the state's savings accounts: t he
CBR, the Earnings Reserve Account (ERA), and the permanent fund.
He enphasized his belief that in the public mnd, there is no
differentiation between the ERA and the permanent fund itself,
and that using the first appears, to the public, to be using the
second as well [because it affects the size of the permanent
fund dividend (PFD)].

REPRESENTATI VE WHI TAKER br ought attention to the CBR and pointed
out that in FY 03 [fiscal year 2003], which is this year's
budget cycle, there is a budget deficit of $1.2 billion; it is
projected that next year, at a mninum the budget deficit wll
be $1.1 billion. He noted that at the end of FY 04, going into
FY 05, there wll be approximately $280 nmillion available
t hrough the CBR - not enough to bal ance the budget, particularly
given a billion-dollar deficit.

REPRESENTATI VE VWH TAKER explained that at that point, the ERA
[woul d be targeted] next. He enphasized that if the plan is to
do nothing this legislative session, a significant portion of
the funds in the ERA will be utilized in FY 05. He said, "The
perception is unavoi dabl e. At that point, we are spending the
per mnent fund."

Nunmber 0585

REPRESENTATI VE WH TAKER returned to the subject of mxing
politics and economics, saying there is a choice: face reality
now, with sonme political and econom c disconfort, or later, with
significant political and economc disconfort. "And so we
nove, " he told menbers.

REPRESENTATI VE WHI TAKER referred to the "economc reality of FY
03," the <current budget cycle, and stressed its effect on
el ection year 2004. He drew attention to the comng elections
in 2002 and told listeners:

If we do nothing, we can say to the public, "W've

given you no taxes. W did not touch the permanent
fund. W spent $1.2 [billion] from the CBR which it
was designed to be utilized as. We held governnent
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spending in check. The result is that we've
essentially maintained the status quo.™

However, that political discussion wll <carry over
into the economic reality of the First Session of the
Twenty-Third [Alaska State] Legislature. And t hat
economc reality is this: a budget deficit of $1.1
billion wll still be there. The CBR bal ance w |
have been reduced to $1.2 billion. And so, on the
table, of course, will be taxes and the pernmanent fund
ear ni ngs.

And that |egislative session will have a choice: they
can deal with it then or they can put it off to the
next year. If they so choose, the Second Session of

the Twenty-Third [Al aska State] Legislature will have
to deal with this economc reality: a budget deficit
in excess of a billion dollars, a CBR bal ance now at
$280 mllion, and still on the table, taxes and the
per manent fund earni ngs.

It's inportant to note: it's too |late, because the
action or inaction that we take this legislative
session wll have determned whether or not the

earnings reserve is utilized.

Nunber 0723

REPRESENTATI VE WHI TAKER turned attention to election year 2004.
If nothing has been done, he said, there will be a billion-
dollar deficit, no CBR and the permanent fund wll Dbe
"degrading at a relatively accelerated rate.” The question w ||

be asked, "Were does the noney cone fron?" He remarked:

Political reality and economic reality becone manifest

in the election of 2004. "John | ncunbent” can tell
the voters, "I spent the CBR | raided the pernmanent
fund; |1 did not develop a plan when | had the
opportunity.” And Jane Candidate can say, "I told you
so." And the voters should say, "Throw the rascals
out."

Nunber 0799

REPRESENTATI VE WHI TAKER concl uded by saying the know edge that
the "crystal ball" has provided is that politics and econom cs
don't mx. Therefore, the choice legislators face now is to do
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the right thing or to do nothing - which is tantanobunt to the
wrong thing. He stated:

Qur choice is to inplenent a fiscal policy as part of
a conprehensive plan to balance the budget, while
m nimzing the negative inpact on the state's savings
accounts, or to not deal with the problem and accept
t he consequences of breaking the public trust, having
not fulfilled our responsibilities.

Number 0825

REPRESENTATI VE WHI TAKER infornmed nenbers that in the foregoing
cont ext HB 303 represents a statewide sales tax for
consideration, as a part of a long-term sustainable budget
pl an. He asked that the commttee begin the discussion and
"honestly and publicly deal with ... this | oom ng problem now. "
Nunmber 0867

REPRESENTATI VE VWH TAKER advised the conmttee that he' d
originally proposed a 6 percent seasonal tax for five nonths a
year. As nodels were refined and nore informati on was obtai ned,
however, it becanme clear that it may neither do what was
i ntended nor be "politically palatable.”

REPRESENTATI VE VWH TAKER announced that he wouldn't oppose a 2
percent year-round tax, with a 4 percent seasonal tax, which
woul d give an effective return equal to a 3 percent year-round

t ax. Assuming a $10 billion base, which he said is a very
conservative assunption, it wll generate between $250 nillion
and $350 million a year. The cost to do that, as shown in the
fiscal note, is approximately $4 mllion.

Nunmber 0946

REPRESENTATI VE WHI TAKER said the intention behind a sales tax is
to provide a tax that everybody pays. If sonebody pays, he
said, everybody pays. Acknow edging that some call it
regressive [when people with lower inconmes pay nore tax in
proportion to their incones], he said, "l suppose any tax is

regressive, and as we search for the perfect tax, it's probably
the one we have right now - that's the one we don't pay."

Nunber 0974
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REPRESENTATI VE STEVENS sought clarification about how this would
work and how it would be coll ected. He expressed concern about
comunities that already have a sal es tax.

REPRESENTATI VE WHI TAKER answer ed:

My thoughts are sonmewhat limted on that subject. I
think that it's fair to say that that is a chall enge
that's inherent to a sales tax, and |I'm confident that
if we work our way through the commttee process,
we'll find a solution that is am cable. | do not have
one.

Again, to those who have a concern wth this
particular type of tax, if it's not the perfect tax -
which we know it's not, that being the tax that none
of us pay - then we can nake it better, and the
adm ni stration associated with it can be nade better.

And so |I'm looking for ideas. Rather than ... ne
attenpt to inpose a solution on ... sonething that |
know is a challenge and a problem | think it's nore

appropriate that those who would have to deal with it
woul d conme back to us and suggest manners in which we
do deal with it.

CHAIR COGHI LL suggested the House State Affairs Standing
Commttee is a good place to have that discussion.

Nunmber 1046

REPRESENTATI VE W LSON agreed that sonme areas of the state would
be in big trouble because of |ocal sales tax. For exanple, in
her community [Wangell] the sales tax is 7 percent and property
taxes are high. She strongly suggested, therefore, that
| egislators realize how devastating this [state sales tax] would
be to areas that already are in trouble or where taxes have been
instituted already in order to provide services. She cauti oned
menbers to ensure there are sonme exenptions for such areas.

REPRESENTATI VE WHI TAKER r esponded:

In search of that very difficult goal, the perfect
tax, there isn't one. And | recognize the challenges
that communities who have existing property taxes wl|
face. The sidebar that | give to that concern is
this: comunities that currently have a property tax
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wll pay relatively to the rest of the state no nore
than they currently do.

By way of exanple, your comunity, at 7 percent,
obviously pays 7 percent nore for goods that are
applicable to the ... sales tax than do other areas

Gven the inposition of a statewide sales tax, that
rel ative nunmber would not change. They would still
pay 7 percent nore than other areas. And while |
understand that that is not the perfect answer, we
won't find the perfect answer, because there is no
perfect tax.

Number 1150

REPRESENTATI VE JAMES conmended Representative Wiitaker for the
excel | ent Power Poi nt presentation. She then noted that for the

past ten years, she has been telling people that there will have
to be a broad-based tax, that sonme of the earnings of the
[ permanent] fund will have to be used, and that "we wll also
have to continue to find efficiencies in government." She

added, "Those sound good when you put them out there, but
defining them it's difficult."”

REPRESENTATI VE JAMES offered that personally, she is totally

opposed to a sales tax, for lots of reasons. She said her
background with accounting and preparing taxes has given her a
perspective different from that of other people. She added,
however, "I will admt that when you ask the people in the state
what we should do, they all prefer a sales tax." She offered
her belief that there is a perception wwth a sales tax that "the
ot her guy pays." Furthernore, it is paid only a few cents at a
time, is easy to pay, and doesn't require filing a return. On
the other hand, [a sales tax] 1is mnmore difficult for a

busi nessper son.

REPRESENTATI VE JAMES said her first concern is that a person
paying a tax should be responsible for paying it, rather than
havi ng soneone else collect it. She clarified that she doesn't
di sagree, however, with withholding tax for income tax purposes,
because it is an expedient way for people to pay before the
anount becones too | arge.

REPRESENTATI VE JAMES said if she were to support a sales tax at
all, there nust be no exenptions; she believes exenptions would
j eopardi ze businesspeople in an audit situation, for exanple,
because of the need to maintain records properly and provide
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docunent ation regarding sales that weren't subject to tax. Wen
there was a sales tax in Fairbanks, she recalled, "lots of
people paid lots of noney for penalties and interest because of
making errors - not intentionally, but accidentally - because of
the things that were exenpt."”

REPRESENTATI VE JAMES al so conveyed her preference, if there is a
[sales] tax, of having it be the same all year, rather than

bei ng seasonal . The latter appears to be a direct attenpt to
collect sales tax from visitors to the state, she explained.
She suggested visitors would be willing to pay what residents

pay, but wouldn't want it raised while they are visiting.
Furthernore, [a seasonal sales tax] mght forestall sales of
larger itenms during that time period, creating an inbalance
during the year for businesspeople because suddenly, when the
tax is lowered or elimnated, "everybody comes in to buy.” She
expressed concern about [problens w th] managenent of inventory
and accounting functions, which she suggested would be
detrinmental to the state.

Nunber 1325

REPRESENTATI VE JAMES, noting that people in some communities
al ready pay a heavy percentage of tax, stated, "There's no way
that | believe we could fairly give them an exenption of any
kind for the tax they collect. And so that makes it pretty
heavy for them™

REPRESENTATI VE JAMES said she is always open to discussion,
however, regarding trying to nmake it work in order to avoid
t hese kinds of consequences. She then suggested that a snall
percentage of sales tax all year long, with no exenptions, would
be easy to nanage. She expressed concern about the difficulty
of forcing communities to change their laws so exenptions would
be the sane statew de.

REPRESENTATI VE JAMES indicated she agreed with Representative
Whi t aker's Power Poi nt presentation. She cautioned about the
need to have "backbone" regarding this issue, and to address the
right course for Alaska, rather than worrying about the next
el ection. She expressed appreciation that Representative
Wit aker had cone forward with this issue and enphasized the
need to discuss various options, regardless of whether they are
included in the final action taken by the |egislature.

REPRESENTATI VE JAMES concluded by saying that when a sales tax
is added to the cost of things people buy, it imed ately adds
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to the cost of living in the state. If one were added now, it
certainly would be included in the Consumer Price Index (CPl),
which is [used as a basis] for wages and benefits; she offered

her belief that it would be a "huge rise in the cost ... of
doing business in the state.” She added, "Even though we
supposedly get the nobney to cover that cost, we're not covering
the hole that we're currently in, | don't believe."

Nunber 1469

CHAIR COGHILL indicated it wasn't his intention to nove the bil
fromcommttee that day, but if there were suggested anendnents,
there could be a proposed conmittee substitute (CS)

Nunber 1513

REPRESENTATI VE  CRAWORD told Representati ve Wi t aker he
appl auded his courage for bringing the bill forward. He
referred to nention of "nonstore retailers” and said el ectronic-
shopping and mail -order businesses, to his understandi ng, would
be exenpt under HB 303. He suggested it would tend to change
mar ket s. For exanple, soneone nay not tend to buy a notorcycle
or snow machine from an Al askan dealer, but may buy it over the
I nt er net . He asked Representative Whitaker what m ght be done
to aneliorate that.

CHAIR COGHI LL requested that Representative Witaker explain
sone of the conclusions he'd drawn in fornmulating the list of
exceptions.

Nunmber 1560

REPRESENTATI VE  VWH TAKER  first responded to Representative
Crawford's concern, offering his understanding that because it
i nvol ves interstate comerce, taxing Internet conmerce is beyond
the [state legislature's] purview, it is a subject for Congress
and is being discussed currently.

REPRESENTATI VE WHI TAKER noted that he'd had nany discussions
with Representative Janmes on this issue; he said he agrees with
much of what she has said. He stated that if there is a better
solution than he has presented, he would be an avid supporter of
it. He remarked that no legislator would take pride in
sponsoring a tax bill

Nunmber 1605
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REPRESENTATI VE WHI TAKER turned attention to exenptions in HB
303. Regarding accommpdati ons and food services, he said al nost
every Alaskan comrunity has a so-called bed tax; he believes it
is difficult to put a tax on sonething that already has been
t axed. Regarding utilities, he explained, the concern is that
utilities are a conponent of the basic cost of Iliving; taxing
them as Representative Janes had nentioned, would increase the
basic cost of living. Regarding funeral and crematory services,
he sinply said he didn't want a tax on those.

REPRESENTATI VE VWH TAKER conti nued expl ai ni ng exenpti ons.
Regarding the retail trade, he said only beer, wne, and |iquor
sales are exenpt; noting that there was a liquor tax [bill]
before the House, he said he didn't believe it was appropriate,
while that was under discussion, to deal with it again here.
Regarding electronic shopping, highlighted by Representative
Crawford, he said, "There's a problem with it, but it's beyond
our ability to deal with." Regarding vendi ng- machi ne operators,
he expressed concern that every vending machine in the state
woul d have to be retooled or replaced in order to get a sales
tax on a 75-cent sale; the utility of doing that, as opposed to
the revenue fromit, is probably out of balance, he suggested.

Nunber 1745

REPRESENTATI VE VWH TAKER continued wth exenptions, turning
attention to health care and social services. He said, "Look,
we're all human. And as humans, it's pretty tough to tell

soneone, 'You're sick, and we're going to tax you for that.'"
Regardi ng education, he pointed out the difficulty of telling
people who struggle to educate thenselves or their children,
"Well, that's wonderful, and we encourage you to do that by
taxing you on it." He added, "Can't do it."

REPRESENTATI VE WHI TAKER noted that the only exenption regarding
arts and entertainment is for museuns, historical sites, and
simlar institutions. Art galleries aren't included, he pointed

out; as a retailer, he hinself wouldn't be exenpt. He
enphasi zed the inportance of maintaining sone cultural anenities
that aren't taxed. "Again, that old rapscallion, humanity, gets
in the way of progress,” he added. Regardi ng construction, he

said he doesn't want every construction contract in the state to
be taxed; he expressed concern about slowing the econony and
concl uded, "Basic stepping-stones to economc growmh, | have a
very difficult tinme suggesting that we tax."
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REPRESENTATI VE WH TAKER continued wth exenptions, noting that
there isn't a significant manufacturing base in Al aska.
Therefore, those things that are nanufactured to sell on a
whol esal e basis need to maintain viability in the marketplace

He said it is inmportant to recognize the "delicate price
sensitivity,” and a tax on that particular grouping of
i ndustries could be detrinental to the econony.

CHAIR  COGHI LL request ed confirmation t hat [ manuf act ur ed
products] at the retail |evel would be [taxable].

REPRESENTATI VE WH TAKER affirned that. He clarified that
"nearly the entire category of wholesale is exenpted.” He
cautioned, "W need to grow our econony, and if we're taxing at
the wholesale level and then taxing at the retail level, we're
not inposing a 3 percent or a 4 percent tax; we're inmposing a 6
percent or an 8 percent tax."

Number 1880
REPRESENTATI VE WH TAKER continued wth exenptions. Regar di ng

"l essors of real estate,” he said those are people who pay rent.
"I have a very difficult tinme suggesting that we charge a tax on

folks who struggle to nake the nonthly rental paynent,” he
expl ained. Regarding mning, he said it's the sanme situation as
for manufacturing and whol esal e. "Basic industries, if we tax

it, we begin to do damage to our econony,"” he said.
REPRESENTATI VE WH TAKER addressed whether naking exenptions
opens up the possibility of being accused of protecting a
special interest. He said:

| f someone wants to make that accusation, bring it on.

My only intention is that we not inhibit economc
gromh, and that we not ... be particularly burdensone
on individuals as they try to inprove thenselves or as
they try to educate thenselves, as they try to pay
rent, as they try to live a basic life.

Nunmber 1935

REPRESENTATI VE FATE conmmended Representative \Whitaker and
suggested the PowerPoint presentation should be shown to the
publi c. He surmsed that if it were shown enough tines, people
would realize it is the Earnings Reserve Account, rather than
the [corpus of the] permanent fund, that woul d be used.
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REPRESENTATI VE FATE enphasized that this bill is set in the
context of other policy discussions that the comittee wll
have, such as inconme taxes or use of the permanent fund; the
commttee will need to conpare proposals afterwards. Voi ci ng
the hope that the result will be "the nost fair tax that we can
|l evy on the people of the state of Al aska,"” he remarked that he
believes a sales tax could be a fair tax.

REPRESENTATI VE FATE said it is a policy issue - not taxing to do
"social engineering," but solely to fill the fiscal gap. | f
future fiscal gaps "literally crash the econony in this state,”
there would be no PFD, which in itself stinulates Al aska's
econony; when that PFD disappears, he surmsed, so mght the
econony. He suggested |ooking at what these taxes will do to
the econony in the future. He added that any tax nust have a
counterpoint, which is that the government nust be responsible
and stop sonme of the spending. He said he applauds
Representative Wi taker for bringing these issues to |ight.

Nunber 2084

CHAIR COGHI LL called an at-ease at 8:45 a.m He called the
neeting back to order at 8:46 a.m

Nunmber 2096

REPRESENTATI VE HAYES conmended Representative Wiitaker for his
presentation as well. Mentioni ng out-of-state workers who work
in Alaska and then |eave, he asked how Representative Witaker
envisions "capturing dollars from those folks." He cited
wor kers on the North Sl ope as an exanpl e.

REPRESENTATI VE WHI TAKER answered that it would be through a
sal es-tax vehicle. He added:

The only manner in which revenue can be captured from
so-called out-of-state workers is through the process
of them buying a good or a service that is taxable

If they choose not to purchase anything, then once
again they have avoided paying taxes in the state of
Al aska and have reaped the benefits of being enployed

here. Again, |I'm searching for that perfect tax wth
all the answers and doing no harm - haven't found it
ye. I'mstill |ooking, and | ooking for ideas.

Nunber 2146

HOUSE STA COW TTEE -13- February 12, 2002



REPRESENTATI VE JAMES responded to Representati ve Hayes' s
guesti on:

When |'ve listened to the people all over the state,

what | hear them saying is they want nore things,
but they want to pay for nothing. And if anyone pays,
they want soneone else to pay. And so, they would ask
us to design it so just those people who cone here and
work and don't spend any noney here and go hone pay,
and you know we can't do that. And, of course, that
underlines the reason that | prefer an incone tax over
a sal es tax.

| don't know how many of you know here that four years
ago | filed an incone-tax [bill], and | didn't get it
out of [the House State Affairs Standing Commttee].
So ... I've been there on this issue of filling this
gap for a long tinme, and |I'm kind of getting "slapped
around the face" now for "now, suddenly, supporting a
tax of any kind."

REPRESENTATI VE JAMES then addressed Representative Witaker's
exenpti ons. She suggested that sales tax could be put on
vendi ng machi nes, which is done el sewhere. Instead of paying 75
cents, the buyer would pay 80 cents, for exanple. She conveyed
her personal preference, if there were to be a sales tax, of
t axi ng vendi ng- machi ne sales as well.

REPRESENTATI VE JAMES turned attention to sales of alcohol. She
said there is a big difference between a wholesale tax and a
retail tax. O the two, she stated her preference for a retai
tax, in order to benefit the businessperson. "W do have retai
taxes on alcohol in very nmany communities,” she added, citing
Fai rbanks as an exanple. She said w thout businesspeople in the
state, there would be no econony; taxing at the whol esale |evel,
to her belief, would have a negative effect. In the particular
case of alcohol, she said, that is a wholesale tax that
increases the cost of the inventory for people who are in
busi ness.

REPRESENTATI VE JAMES brought attention to an issue not covered
in the presentation: the role of state governnment in economc
grow h in Alaska. She expl ai ned:

In this state, ... the state owns everything. And if

people want to do resource developnent or other
things, you have to get a permt and you have to have
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oversight by the state governnent to nake sure that
they're following all the rules and regulations and
all of the protections for the environnent and
protections of the people and so forth.

And so we need to be sure that we have enough people
working for the state to do that in a pronpt and
tinmely manner. | don't think we do, currently, and I
think that mght be contributing sonewhat to the
reason that we're not having any additional offers
comng to town, bringing their noney and investing
into businesses and resource devel opnent in our state.

Vell, that's ... one of the issues. To say that we
can create economic growth without sone state
spending, | think, is ... not totally correct.

REPRESENTATI VE JAMES turned attention to page 1, line 6, of HB
303, which read in part, "Levy of sales tax; tax rate.” She
noted that [subsection (a)] goes on to say "a sales tax is
| evied on the sale or other transfer for consideration of goods,
on rents, and on services performed for consideration in the

state.” She inquired about saying, instead, "a retail sales
tax", which would already, t hen, exenpt any whol esal e
transacti ons. She nentioned her own experience of standing in

line where people are buying expensive itens such as building
materials, for exanple, and seeing those people wuse their
exenptions as whol esal e purchasers to buy personal itens. She
remar ked:

| don't know how we manage that, and |I'm sure we can't
keep anyone from cheati ng. But ... we don't want to
present a particular type of | egi sl ation that
encourages cheating, because then ... we have this
friction out in the public. And so, what we need to
do, | believe, in any kind of a broad-based tax, is
make it as fair and equitable as we can, to the
i ndividuals, not necessarily to the state as a whol e.

REPRESENTATI VE JAMES offered final comments:

You know that if we want to be fair and equitable, the
best thing to do is tax the people who nake noney.
And that's an inconme tax. | can't find any other nore
fair tax than to tax the people who nmake noney, rather
than the people who don't nake noney or are buying
things that they really need, that are taxable, wth
the limted funds they have from sone ot her source.
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Nunmber 2358
REPRESENTATI VE WHI TAKER r esponded:

Wth the exception of your last statenent, | don't
disagree with anything you ve said. And | | ook
forward to a friendly anmendnent and/or conmttee
substitute reflecting your concerns and that we can,
again, take an idea from its beginning to a better
pl ace. And | certainly have no objection to that
what soever.

TAPE 02-8, SIDE B

REPRESENTATI VE WHI TAKER reiterated his belief that the nost fair
and equitable tax is a sales tax, "essentially, a consunption

tax. " He added, "Qobviously, those who consune nore wll pay
nore, but everybody will pay. And in a society and a culture -
this Alaskan culture - where we all use, we should all pay. And
this is the only nmethod that |'ve been able to determ ne that
will, indeed, achieve that end."

CHAIR COGHILL said that is probably what the conmttee will have
to discuss.

Number 2337

REPRESENTATI VE STEVENS remarked that as a forner city nmayor and
borough mayor, he knows how comunities have depended on sales
t ax. He added, "W've sort of left that alone in the past, as
an area where cities can find a way of taxation to pay for the

services they provide. So this is not ny favorite tax." He
offered, however, that all proposals should be |ooked at
t oget her.

REPRESENTATI VE STEVENS called attention to the exenption on page
2, paragraph (9), which read, "that part of the selling price of
a single itemor the periodic selling price of a single service
t hat exceeds $2, 000". He surmised that it applies to |arge-
ticket itens; for exanple, with the tax at 6 percent, the nost
t hat soneone who buys a new car would pay is $120. He pointed
out that his own city [Kodiak] has a 6 percent |ocal sales tax;

it would cost an additional $240 for a newcar purchase. He
expressed concern that the inpact of a seasonal sales tax would
be that people would wait wuntil Novenber, when the tax goes

away, to meke purchases.

HOUSE STA COW TTEE -16- February 12, 2002



REPRESENTATI VE STEVENS commented that he has never heard of a
sales tax attached to a new house. He asked whet her hones are
exenpt fromthis process.

Nunber 2275

REPRESENTATI VE VWH TAKER answered no; they would be subject to
the sanme $2,000 cap. Wth regard to the other comments by
Representative Stevens, he said he has the sane concerns, but is
searching for that "perfect tax."

Number 2260

REPRESENTATI VE COGHI LL asked Representative Witaker whether
there had been discussion, in crafting the bill, about providing
exenptions for sone of the local nunicipalities that already
have chosen to tax; he recalled that perhaps 97 in Al aska have
chosen to do that.

REPRESENTATI VE WH TAKER answer ed, "OF cour se. It is a
significant concern, and the conmunities that have a sales tax
have expressed that concern. | agree with them" He said that

after a significant anmount of thought, however, he believes if
"a community inposes a sales tax today that is higher than other
parts of the state, it wll, relatively speaking, be no higher
after a statewide tax." He reiterated that there is no perfect
tax, but that there are consequences if no action ensues.

Number 2200

CHAIR COGH LL noted that sone Alaskan retailers would report
sales tax to both the local municipality and the state. From a
bookkeeping standpoint and as a business owner, he asked
Represent ati ve Wi taker whether he feels that would be nuch nore

bur densone. He said he was trying to envision it at the
practical level, "as far as being a tax collector for the
state.”

REPRESENTATI VE VWH TAKER responded that this |egislation doesn't
attenpt to find answers to all adm nistrative chall enges. He
said he didn't have those answers, and acknow edged that
certainly it would be nore burdensone than currently. However ,
he said, the aimis to deal with a larger fiscal problem and
there isn't an easy way to go.
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CHAIR COGHI LL said he appreciated that and then comented, "W

will be asking nany nore people to do what we would, l|ater on,
pay in admnistration to do if we did an incone tax, for
exanple." He suggested those are sone aspects |egislators need

to conpare. He noted that Larry Persily [Deputy Comr ssioner
Department of Revenue] was present to answer questions regarding
how this scenario could work on the adm nistrative side and what
sort of state revenue it could produce.

CHAI R COGHI LL asked whether anyone else in the room w shed to
testify; there was no response. He indicated the Al aska
Muni ci pal League (AM.) had provided witten comrents.

Number 2112

REPRESENTATI VE W LSON asked whether there would be a tinme for
the conmttee to discuss various options regarding the state
budget and whether it warrants adding taxes or |ooking at state
noney given to private business, for exanple. She asked whet her
this was the right tinme to discuss it.

CHAIR COGHI LL answered in the affirmative, saying it wll be
part of the whole discussion. Although the House State Affairs
Standing Committee is not a "budget conmttee"” in that regard,
menbers nust deal with all of those ram fications. Referring to
constitutional provisions regarding "what can go to ... private
i ndividuals with state noney," he said:

It's a little nore restrictive sonetinmes than we
really think. W have gotten to grants and subsidies
to a larger degree than ... | personally think we

should, and I'm hoping to bring sone of that balance
to the discussion.

It's <certainly not ny position, as a conmttee
chairman, to try to introduce conpeting |egislation or
anything like that. But | think we do have to ask the
guestion - "What cones first? O is ... this "and ?"
- or those types of questions. | think those are
| egitimate questions.

CHAIR COGHILL said at this point, he was interested in conparing
the different revenues with the different styles of taxes, as
well as the inplenmentation and ramfications. Fol | owi ng that,
specific |anguage could be addressed. He noted that questions
include at what point taxes should be inplenented, the reasons
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for a tax, "and what are we going to do with this governnent
before we tax."

CHAIR COGH LL referred to a sales tax as a broad-based,
consunpti on-based tax and sai d:

In reviewwnng sonme of the e-mails that |'ve gotten, a
| ot of people feel very strongly that this is the way
to do it. Once again, it taxes what you consune, and
it has kind of a limting factor in excessive
spending, if you will. It actually increases the very
thing that we want, and that is frugality, and stil
allows for the free novenent of conmerce.

On the other hand, when we get to an inconme tax, it
actually taxes a thing that we want to increase, and
puts downward pressure, and that is the ability to
produce. ... Those are the two principles of operation
that we have to deal wth.

Nunber 1975

LARRY PERSILY, Deputy Comm ssioner, Ofice of the Comm ssioner
Depart ment of Revenue, cane forward to testify. He conplinented
Representative \Witaker on his presentation and thorough
under st andi ng of the issues and facts.

MR. PERSILY offered background i nfornmation. The only states
W thout a statew de sales tax are Al aska, Del aware, Montana, New
Hanpshire, and Oregon, he told nenbers. Taxes range from a |ow
of 2.9 percent, in Colorado, to 7 percent, in Mssissippi and
Rhode I sl and. The cities, counties, transit districts, and
other taxing authorities in all of the states add their sales
tax onto the state tax rate; the state then handles collection
enforcenent, audits, and distribution back to the nmunicipalities
of their shares. He said:

W have found very few locations where the
municipalities have their own sales tax collections
and sales tax |laws separate from the state; obviously,
it'"s a nore cunbersone process. It doesn't nean it
can't be done, but we've found only a few - a couple
in Louisiana where cities have their own, separate
[ process].

MR. PERSILY reported that when state and nunicipal/county tax
rates are conbined, the highest he'd found was a district in
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Okl ahoma, at 9.78 percent; in addition, a couple in Louisiana
were at 9.5 percent.

MR. PERSILY noted that 27 out of the 45 states with a sales tax
exenpt some or all food purchases. Regardi ng collection of
t axes, he reported:

27 of 45 states allow the businesses to retain a
portion of their collections as reinbursenent for the
adm ni strative costs, because, as Representative Janes
points out, we are asking businesses to function as
our tax collector if they have to keep the books, run
the risk of enforcement or audit issues, remt the
noney. ... That ranges from .5 percent to as nuch as 5
percent on snall businesses or snall tax collections.
Generally, it's a sliding scale.

REPRESENTATI VE CRAWORD asked, "When you say .5 percent or 5
percent, are you talking about the total amunt ... of tax
rai sed?"

MR. PERSILY responded that if a business were sending in a
$10,000 tax paynent to the state, and if it were allowed a 2
percent comm ssion, the business would keep 2 percent of that
$10, 000 - 2 percent of the tax coll ected.

Nunmber 1862

REPRESENTATI VE CRAWFORD offered his understanding that under HB
303, the retailer can keep 1 percent of the anount raised. He
asked, "Are you tal king about actually 20 percent of the tax, or
are you tal king about 1 percent of the total ?"

MR. PERSILY replied, "I would believe it's 1 percent of the tax,
not 20 percent. So it's not the 1 percent on a dollar purchase,
but 1 percent of the tax that was collected, and that would fit
in wth, generally, the rule of thunb on that."

Nunber 1811
REPRESENTATI VE STEVENS asked whether, in other states, there is
a charge for the effort that has gone into collecting a |ocal

sales tax that is passed along to |ocal municipalities.

MR PERSI LY answer ed:
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It's a little different because in Al aska, for years,

the state has allowed nunicipalities to treat
sales tax as their own, and they have set up sal es tax
oper ati ons. | think, historically, in other states,
it started as a state function. So certainly it would
be a question.

Here, if you had a sales tax, and if you wanted to
standardize it wth one set of rules for the entire
state - which is what we'd recomend - and then if you
coll ected the nunicipal share so businesses only have
to do one tax return and remtted that nunicipal share
back to the nunicipality, if the municipalities no
| onger needed a sales tax office and thus were saving
noney, it would seem reasonable for the state to take

a cut, just like businesses take a cut of what they
send in for the collection fee. But, of course,
that's a policy call. ... But if the cities are saving

noney by not having to collect it, then you could
argue that they should share sone of that expense with
the state.

CHAIR COGH LL nentioned |looking at "how could we do an
alignnment,” and suggested in that regard, there would need to be
a study regarding the "97 different taxes."

Number 1739

REPRESENTATI VE STEVENS surm sed that other states charge |oca
comunities for collecting their portions of the sales tax.

MR. PERSI LY responded:

I"'m not sure there's anything simlar to Al aska,
because the local municipalities did not have a sales
tax office already set up. They just piggybacked on
the state tax. So, they didn't have any ongoing
expenses.

CHAIR COGHI LL remarked, "So, the principle of operation would
be, 'What do we have to do to find commonality and alignnment."'"

Number 1718
REPRESENTATIVE WLSON asked M. Persily whether there is a

possibility, because nunicipalities already have sonething in
pl ace, that they may choose to retain what they receive now,
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send the extra anount to the state, and keep that percentage for
t hensel ves, rather than have the state collect it all and give
[the munici pal portion] back.

MR. PERSI| LY answer ed:

You could do that, but I think then you get back to
what's easiest for the business. If you have a
st atewi de busi ness and sone of [the] tax returns go to
cities, sonme of the tax returns go to the state, |
think you would find businesspeople sitting here
saying, "Cee, don't make |ife hard on us; it's hard
enough. "

CHAIR COGHI LL said that is a good point.

MR. PERSILY continued:
Certainly, wevery state but Al aska has broad-based
t axes. On average, [of] the states that have a sales
tax, about 32 percent of their overall general fund

revenues cone from sal es tax.

In other states, this historically has been a |arge

source of income, and that's why ... in the 1990s,
when the nation's econony was doing very well, [many]
states did very well; they had surpluses, and they

were raising spending, because they were sharing in
that economc boom or increase, depending on your
state, because of the broad-based tax, the sales tax.

Getting back to Al aska, as has been pointed out, we've
got 97 cities and boroughs that already have a sales

t ax. In fiscal year 01, they collected about $125
mllion; that's about $600 per capita in those
comunities with a sales tax. Those 97 conmunities
have nore than 200,000 residents. It ranges from a
|l ow of 1 percent in Tenakee and Wite Muntain -- as
Representative WIson pointed out, Wangell 1is the

hi ghest in the state, at 7 percent; Kodi ak, Kotzebue,
Cordova, Petersburg are all at 6 [percent]; and then
you nove down to 5 [percent] after that.

MR. PERSILY reported that each Alaskan nunicipality has its own

list of exenptions, Ilimts, and rules. In Wangell, for
exanpl e, the cap on purchases $1,000; a consumer pays tax on the
first $1,000. I n Juneau, he said, the cap is $7,500; last tine
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he | ooked, Juneau had 38 exenptions, sone very broad and sone
very specific, including an exenption for |obbyists. He
cont i nued:

As has been pointed out, the Departnment of Revenue
also is concerned that if you put a state sales tax on
top of nmunicipal taxes that are 5, 6, or 7 percent,
you begin to do what you don't want to do, and that's
affect economc activity and econom c behavior in the
state; we share that concern.

Nunber 1581

MR. PERSILY discussed a state sales tax in relation to senior
citizens. Some comunities exenpt senior citizens from paying
sales tax, he noted, and there are different ways it can be
done. In Juneau, for exanple, a senior citizen signs up wth
the city and receives a card; he or she presents that card to a
merchant, who nust |ook at the card, keep a log, and turn the
log in to the city, if asked to show that these were exenpt
purchases. He remarked:

Qoviously, that's a problem for nerchants; it's very
cunbersone. And since |I'm not mayor of Juneau and |'m
not running for mayor of Juneau, | can say that there
have been <concerns in the past of sonme seniors

bendi ng the rul es, because once you have that card and
you go in to buy a washer or dryer, you don't have to
sign an affidavit saying it's for you or your

daught er. But at 5 percent, it's a significant
savi ngs.

Wangell does it a little differently. They have
conputed what an average senior citizen would spend on
t axabl e purchases, and in Wangell, seniors get $250
back. They pay sales tax, but they get a rebate back
from the city - at least | don't believe that's
changed. And so, that way the nerchants are not in

the position of enforcing the senior-sales-tax
exenption, if you want to go that way.

Number 1525

MR. PERSILY turned attention to what is paid by out-of-state
visitors and said:
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On a year-round sales tax, we would estinmate that
about 10 percent of the revenue would cone from
nonresi dents, either nonresident workers for their
time in Alaska or visitors. ... Qoviously, it would
be sonewhat hi gher during the sumrer

MR. PERSILY, regarding a seasonal sales tax, reported:

W' ve |ooked at a seasonal sales tax. ... W were a
little surprised. W used Juneau as an exanple, since
| can't think of a town in Alaska that is nore
dependent on [a] sumrer tourism econony, with 670, 000
cruise ship visitors and 100, 000 i ndependent visitors.
Interestingly, if you look at six nmonths in Juneau -

April through Septenber, those mddle two quarters
versus the other two quarters - it's pretty evenly
split. In ternms of taxable sales reported to the

city, it's about 50-50.

And as we thought about it sone nore and talk to tax
authorities, you realize that the permanent fund
di vidend and Christmas sales are a significant anount.
That isn't to say that if you do a seasonal sales tax
in those mddle six nonths, probably the nonresident
purchases are higher than the year-round average of 10
percent .

Number 1473

CHAI R COGHI LL brought up the idea of having a year-round sales
tax but having a "bunp-up" during the summerti ne. He asked M.
Persily whether he'd pondered that.

MR. PERSILY replied:

Ponder it - | guess, sitting around the office,
talking wth econom sts and others. And the concern
we have with any differential is, you affect spending
deci si ons. Certainly, if you're nmaking a big-ticket

purchase and the sales tax goes up, you mght, as
ot her people have said, put off your purchase until
Oct ober, when the tax goes off. Dependi ng how much
you need that item depending how nmuch you want to buy
it at that nonment, you mght just decide to shop out
of state, which is what we don't want.
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And there's no way of knowng for sure how nuch
busi ness woul d be postponed, which poses problens wth
inventory and staffing and managenent for your |ocal
mer chant s. W don't know how nuch business would be
post poned versus how nuch business you would |ose
during that period. VWhat is the threshold at which
peopl e change spendi ng deci si ons?

For exanple, again, to take Wangell at 7 percent, |
would maintain that if you put a 3 percent tax on top
of that - so if you told people in Wangell you had 10

percent - that would significantly affect spending
decisions, that a great deal of that town's econony
woul d go out of state, because "at 10 percent, | can
afford the freight to ship it in." So where is that
pain threshold on a seasonal tax - 1 percent?

Probably not. But it's hard to know where it is.

MVR. PERSILY agreed wth Representative Janes that t he
| egi sl ature doesn't want to construct anything that would be a
di sincentive to businesses to locate in Al aska. He noted the
effort underway anong states, the streamined sal es-tax-and-use
agreenent, to standardi ze sal es tax. He remarked that as there
are nore Internet, mil-order, and 800-nunber [purchases],
busi nesses are asking, "Please, nake it easier on us; have one
set of rules.” He continued:

And that's why, if you went to a statew de sales tax
in Alaska, we would recommend you change Title 29 and
take over control of the sales tax, so you' d have one
set of rules for businesses to follow, to nake it as
easy as possible for themto follow the law and remt
the correct amount, [and to] nmake it as easy as
possible for them to do business in your state,
because you want themto cone to your state and set up
a shop.

On one other point, in terns of Internet, phone, [and]
mai | -order sales, if Alaska had a sales tax, we would
collect it, for exanple, on Eddie Bauer, because they
have a physical presence in the state. Under federa
law, if the nerchant has a physical presence in your
state, even if the order is placed over the Internet
or by phone to an out-of-state |location, you can
collect the sales tax. So if Alaska had a sales tax,
we would collect it on Eddie Bauer Internet sales. W
would not collect it on Lands' End Internet sales,
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because they don't have a physical presence, but
you're going to want them to set up business shops in
their state. You woul d probably want to subscribe to
the streanlined sal es-tax-and-use agreenent that other
states are signing up to.

Nunber 1320

REPRESENTATI VE JAMES recounted that when she |ived in Washi ngton
State years ago, there was a sal es-and-use tax. If a person
bought a vehicle in Oegon [where there was no sales tax],
before licensing it the person had to pay the [Wshington] sales
tax, and there was no exenpti on.

REPRESENTATI VE JAMES further recalled that the owner of a farm
equi pnent dealership in Washington had put the sales tax in a
di fferent account whenever she received a paynent in order to be
able to pay the thousands of dol l ars owed nmont hl y.
Representative Janes said although |arge businesses wouldn't
have a real problem with that, the numerous snaller businesses

in Alaska are a concern of hers "because it's like an
entrapnment, | think."
Nunmber 1236

MR. PERSI LY responded:

Both good points. ... There are obviously parts in
this bill that we really do like and are ... good.
Addressing that, this legislation calls for paynents
to be made every nonth. There are sone cities where
the paynments are due from the nerchants quarterly, and

you're right: that poses a problem If you're a
smal |, mar gi nal busi ness, t hat noney's in your
checking account; it's not due to the city for 60

days, but your rent is due, you pay the rent, and you
hope to find sonme nore cash 60 days out for the city
tax bill. You don't find it and you're in trouble.

MR. PERSILY reported that in nost states with a sales tax, it is
called a sal es-and-use tax. Technically, if a person who |ives
in a state with a sales-and-use tax buys sonething in another
state and brings it honme for use, that person owes the sales tax
because of using or consuming it in the state of domcile. He
conti nued:
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O her than vehicles, which you enforce when you go to

register it and the state wll say, "Wll, if you
don't pay sales tax, you' ve got to pay it now or we
won't register the car," ... use tax is very difficult

to enforce.

There are sone states that have a voluntary-paynent
line on their income tax return, and it basically

says, "How much did you spend in other states on
goods? ... Add it up, multiply it by the state sales
tax, and send us the nobney." As you can inmagine, the

conpliance with the voluntary use tax is somewhat slim
- ot her than vehicles.

REPRESENTATI VE JAMES remarked that in Wshington there was a

"pretty good 'gotcha' program on that." She noted that it
included boats and other high-ticket itenms, sonme of which
weren't necessarily licensed. "People were afraid not to, the

penalty was so steep,"” she added.
Nunber 1148

REPRESENTATIVE WLSON said she hadn't thought about a few
aspects, including the difference between Eddi e Bauer and Lands

End. Many people mght switch from one to another just because
there wouldn't be a sales tax. She suggested the need to really
consi der negative effects for businesses, such as the fact that
a business |ike Eddie Bauer, which has a physical presence in
Al aska, could be encouraged to leave Alaska [if a tax made it
cheaper to buy fromout-of-state conpetition].

REPRESENTATI VE WLSON inquired about the change to Title 29
mentioned by M. Persily.

MR. PERSILY explained that Title 29 is the statute that gives
municipalities their taxing powers.

Number 1081

REPRESENTATI VE STEVENS noted that [an Al askan] in Wshington
State doesn't have to pay sales tax on itens such as clothing
purchased there and brought to Al aska. He asked how it works in
Al aska, noting that many Russians cone through Anchorage, for
exanpl e, and Canadians may cone across the border in Southeast
Al aska. He asked whether it may be a disincentive to
nonr esi dent s. He then asked M. Persily whether he has found
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t hat

nost states allow a forgiveness or an exenption if soneone
i s taki ng "nonconsumabl es” back to his or her home conmunity.

MR PERSI LY answer ed:

Some states do, but | guess we're in a different
position than nany states. QO her states that have a
stable economic plan want the visitors because the
visitors spend noney in the businesses; the businesses
and the enployees pay corporate and individual incone
tax. There's a way for the state to recoup a share of
the econom c activity in Washi ngton.

In Al aska, because we're hurting for cash, we want the
visitors, but we don't want to exenpt them from sal es

or income tax; we want them to pay. So we could
exenpt - you know, "Show your Washington driver's
license and all the gifts you buy are exenpt" - but

that would seem to be contrary to what we need and
want to do. W want themto pay sonething.

| don't know if it would be a disincentive. ... |If
soneone spent a lot of noney comng here on a
vacation, would they buy fewer gifts to take back
because there's a sales tax? | don't think so, since
nost of them are used to paying a sales tax in their
own state.

Nunmber 0985

REPRESENTATI VE FATE asked how nany states have sal es tax.

MR. PERSILY said it is 45 states.

REPRESENTATI VE FATE referred to M. Persily's nention of
attenpt to standardize the sales tax. He asked what rate that
standardi zation is ai mng towards.

MR. PERSILY explained that it isn't aimng at a rate; rather

is aimng at a set of rules. He expanded on his answer:

A lot of it is being driven because states with sales
tax are losing a significant anmount of noney to the

Internet. And the states are concerned, so they want
the ability to tax sales on the Internet. And the
busi ness community is concerned that if that finally
goes through and they have to pay tax, ... they would

an

it

HOUSE STA COW TTEE - 28- February 12, 2002



prefer a standardi zed set of rules. The rates don't
bother them that's easy enough to change in the
conputer software. But they would like to deal with a
standardi zed set of rules, so you'd have one set of
rules per state, not a multitude for jurisdictions,
and that there's sone agreenent on how you would treat
I nt ernet sal es.

MR. PERSILY pointed out that the agreenent, which approxi mately
20 states have adopted, says "states to adm nister any and all
sal es-and-use taxes levied by local jurisdictions within the
state so that sellers ... collecting and remtting these taxes
will not have to register or file returns with, remt funds to,
or be subject to independent audits from |ocal t axi ng
jurisdictions.” He commented, "They want to deal with just the
state, and not 97 different |aws."

Nunmber 0833

REPRESENTATI VE FATE said he believes that is inportant to know.
He added:

If we're to have a sales tax in this state, | think
that we should have that very clear, because we're so
isolated from other states, you can't drive to your
next - door nei ghbor and buy goods. That will force a
|l ot of people into thinking that they will be using
either the Internet or other catalog-type services.
So |l think it is very inportant for the state.

CHAIR COGHI LL suggested that when Representative Witaker
returned to the witness table, the commttee should discuss how
to frane that.

Nunmber 0815
REPRESENTATI VE JAMES sai d:

In the conparison of the adm nistration of an incone
tax versus a sales tax, it's been ny perception that
maybe one of the nost difficult parts of anything -
and expensive parts - is the audit function, because |
certainly wouldn't want to be having a tax just laid
out there and it's not nonitored, to be sure that
peopl e are conplying and they're doing it properly.
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There is another tax that is just a tax of the
adjusted gross incone on the federal tax return
Could you give us any kind of an indication of what
the cost of admnistering, at the state level, would
be of a sales tax under our current situation and this
particular piece of legislation ... versus an incone
tax that would be sinply ... sonething based on the
federal tax return?

Number 0758
MR. PERSILY replied:

The fiscal note on this sales tax bill [HB 303] says
that after sone initial capital expenditures, you're
looking at a little bit nore than $4 nillion a year,
which is shy of 2 percent of what would be raised off
of it.

The fiscal note on the governor's incone tax bill -
which we just submitted yesterday - after sone initial
startup expenses, settles out at about $7 mllion a
year. So an income tax would be nore expensive to
collect than a sales tax - 7 versus 4 [percent].

REPRESENTATI VE JAMES inquired whether it would nmake any
difference if the percentage were applied to the adjusted gross
[income on the federal tax return]. She asked whether it would
be [l ess expensive to adm nister] and sinpler.

MR PERSI LY answered:

Probably not significantly. ... One of the biggest
expenses we see with an incone tax is just processing
400- and-sone thousand returns every year and, since
many people would be getting refunds, getting those
out quickly, and pulling aside a certain anount [of

returns] for audits. ... | guess, as | think about it,
the sinpler the tax, the sinpler the audit, so ... you
m ght see sone difference in your audit staff. But
the bulk of the staff for incone tax 1is just
processing the paper and paynents, and it probably
woul dn't matter one way or another ... on that.

CHAIR COGHI LL commented that he appreciated the fiscal note
provided by M. Persily, "recognizing that we're wandering into
a very dynam c process here."
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MR. PERSILY, in response to a question by Representative
St evens, said:

Wth the incone tax, ... with the governor's proposa
that would raise $350 mllion, it would be 2 percent.
But it would be $7 nmllion whether you raise 350
[mllion] or 200 [mIlion] froman inconme tax. You're
still going to have the same nunber of returns, the
sanme nunber of audits, the sanme nunber of enployer-
wi t hhol di ng statenents to deal with. So an incone tax
is nmore labor-intensive to collect than a sales tax;
you just have nore returns.

CHAIR COGHI LL responded, "I don't know that it's nore |abor-
intensive; it's just that we shift the |abor burden to the
enpl oyer and to the retailer.™

Number 0599

REPRESENTATI VE HAYES asked what Al aska's economc growh and
general fund spending have been over the last ten years,
conpared to other Western states.

MR. PERSILY said he didn't have those details, but conpared to
other states, Alaska's economc growmh has not been as robust
over the past decade. Most of it has been because of increased
federal spending and an increase in the PFD, rather than "what
we normally would think of as economc activity." He added:

The other states, as they were grow ng their econom es
in the '90s, the states shared in that because of the
br oad- based tax. ... A good exanple is, in the late
"90s, as individuals made a |lot of noney in the stock
mar ket on stock options and as the market was boom ng,
we nmade sonme noney with permanent fund dividends, but
that inconme is taxable. So states with a personal
income tax did very well off of it. And now, of
course, they're hurting because no one's naking noney
in the stock market and they're all witing off their
| osses.

CHAIR COGHI LL requested a copy of the docunent that M. Persily
had been reading from

Number 0516
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REPRESENTATI VE JAMES reported that a booklet she'd reviewed had
conpared high-tax and |lowtax states; Alaska was included as a
hi gh-tax state because of income from the oil tax [and
royalties]. She expressed surprise at that.

MR. PERSI LY responded:

|"ve had that discussion with many reporters in ny
current position over the years. And, right, those
tabl es just take our tax revenue divided by our nunber
of residents. And that's msleading. Wat you should
do is take our tax revenue [and] subtract out oil
taxes and royalties. If you want to say what
residents pay, you're left wth alcohol, tobacco,
[and] notor fuel tax, and we are a very |lowtax state.

Number 0400

CHAIR COGHILL said conpliance is one of the issues an
adm nistration nust deal wth regarding, for exanple, naking
sure enployers file in a tinely manner. He asked M. Persily to
provi de sone idea of how an administration mght see its role in
accountability.

MR. PERSI LY answer ed:

This is all new territory for us, in that we don't
have any broad-based taxes. W used to have an incone
and excise tax division, which we - three years ago -
nmerged into [the] oil and gas tax division. And we
have | ess than one full-time person doing al cohol, and
|l ess than one full-time doing notor fuel, and |ess
than one full-time doing tobacco tax. So it's pretty
much starting fromO to 60 for us.

One thing we were concerned about is being able to ...
deal wth businesses in a tinmely fashion. ... CQur
recommendati on would be not to short-staff the office.
As Representative Janmes pointed out, businesses can
get into trouble if they're behind in their taxes.
And if we're behind in our work and we don't catch it
until three nonths [later], and now they've got a
$10,000 tax bill that they can't get out from under
we haven't done anybody a good service.

This fiscal note proposes, if we're going to have an
incone tax, let's staff it a level that we can be
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responsive to businesses in a tinely fashion, so that
we help them rather than just blindside them [at]
sonme point later on in life and tell them they're in
trouble and we're going to start piling on fees and
penal ties.

MR. PERSILY explained that although Alaska has big retailers

such as Wal-Mart, "we don't expect we'll have any problem with
them they' re automated.” He estimated, however, that perhaps
tens of thousands of small, individual businesses in Alaska wll
have to file tax returns - "people who have side businesses

second businesses, small retail or handicraft businesses.” He
added, "I don't know if 'friendly' is the word, but we want to
provide a ... good |level of service to them so that we're not

maki ng it harder.

CHAI R COGHI LL said he agreed whol eheartedly, adding that he was
expecting to talk to the sponsor about that.

Number 0233

REPRESENTATI VE JAMES nentioned the possibility that managing
450, 000 tax returns, because of technol ogical advances, may not
be | abor-intensive except for the audit process.

MR. PERSILY replied:

We certainly | ooked at that. One problem we're having
is, because ... of the time crunch, ... we have to
assune that if there's an incone or sales tax, it

woul d take effect January 1. We'd have to have forns
[and] booklets out to nerchants or enployers by
Novenber if they're going to start wthholding, if
they're going to start setting up their conputers for

a sales tax. "' m assum ng, again, that an inconme tax
or a sales tax doesn't pass until the last week of
session. ... That doesn't give us a whole lot of tine.

Ideally, we would like to nake it as electronic as

possible, and that may nean that the fiscal note you
see today, next year changes, because we're able to

cone back and say, "W've tried this. W have found
t hat "X nunber of percentage we can handle
el ectronically. W don't need as nuch as we
t hought . " "

Number 0085
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REPRESENTATI VE JAMES said that is her point. She surm sed that
it is possible to institute a sales tax nmore quickly than an
i nconme tax, because an incone tax would have to start the first
of January. Therefore, the fiscal note would apply to the first
part of the budget process that the legislature is working on
right now - the six nonths before January 1 - in order to
prepare for it. She said she assunmes that with extra help [the
Departnent of Revenue] could do that. She added, "The nobney to
pay for that, it wll probably have sonme quarterly-return
opportunities, but otherwise, it's not going to cone in until
the follow ng year, cone April."

MR. PERSI LY responded:

W agree. ... A sales tax wuld be easier to
admi ni ster. But we do believe we could get an incone
tax in place for enployees to start wthhol ding
January 1st, remtting the wi thholding nonthly. But
either or both of those would be a large task, and
we've already started assigning people we have to it,
pulling them off ot her jobs, because if t he
| egi slature decides to pass one of those taxes, we
don't want to cone back to you next fall and say,
"CGCee, we sort of had sone problens. Could we have 30
days nore?" [Ends m d-speech because of tape change.]

TAPE 02-9, SIDE A
Number 0001

REPRESENTATI VE WLSON referred to M. Persily's nention of tens
of thousands of snall businesses and 97 cities or nunicipalities
across Al aska that have sone sort of tax now and that woul d need
to "shift gears and think things differently." She suggested
many of those business owners don't have a high Ilevel of
education; currently, they only need to keep sinple records, but
that would change, <creating a need for extensive education
regar di ng changes. She expressed concern, indicating she isn't
in favor of a sal es tax.

Number 0149

MR, PERSILY clarified that "tens of thousands" was just a guess.
For exanple, he hinself has a business license for consulting
wor K. He said he is guessing that with 630,000 [residents],
probably many small business operate out of people's hones, for
exanpl e, although itens for resale would be exenpt.
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Number 0175

CHAI R COGHI LL suggested that would add nore inportance to the
business license in this application. He expressed appreciation
to M. Persily and then invited Representative Whitaker to nake
final recommendations and suggestions on a proposed comittee
substitute (CS) or a sponsor substitute for the bill

CHAIR COGHI LL then said to Representative Witaker it seened it
woul d be better to have a flat, year-round sales tax rate. He
referred to Representative Janes's remarks about neking it a
retail sales tax and asked whether "usage"” is sonething that
shoul d be added to the bill

CHAIR COGH LL renmarked that although repeal of Title 29 is
possi ble, having sonme alignnment with what is already happening
in Alaska, as discussed by Representative Wlson [with regard to
comunities that collect sales tax] is inportant. He asked
Representative Witaker whether he could obtain or help the
commttee obtain a study that shows what is required to do that.

Nunber 0289
REPRESENTATI VE WHI TAKER replied that he'd be happy to do that.
He added that he would view any reasonable anmendnent and/or CS

to be a friendly anmendnent.

CHAI R COGHI LL proposed that the Title 29 issue is a good one to

begin wth. Referring to the 97 comunities with an existing
sales tax, he said there needs to be "an incentive in there, |
think, for that community to do that, and | think ... getting a

percentage of that community's sales is a good way to do it."
He suggested perhaps addressing it with an anmendnent.

CHAIR COGHILL referred to his own experience in retail sales and
suggested nonthly paynents would be good. Noting that daily,
weekly, and nonthly closeouts "were a matter of fact,” he
suggested a nonthly sales report isn't "that far out of line."

Nunmber 0376

REPRESENTATI VE JAMES proposed the following conditions if there
is to be a sales tax: a snall anobunt such as 2 percent; limted
exenptions; and the ability for nunicipalities to choose whether
to collect sales tax separately or to "piggyback”™ on the state's
ability to collect, and then eventually do away with their own
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| ocal collection agency. She said there was a fourth one, but
she wanted to think about how to phrase it.

Nunber 0480

REPRESENTATI VE FATE referred to the low tax rate, nentioned by
Representative Janes, of 2 percent. He suggested if 1 percent
were taken for admnistration, there still would be only a 1

percent tax.

REPRESENTATI VE JAMES replied in the negative, saying it is 1
percent of the tax, not 1 percent of the sales. She added,
"It's a very snmall amount, | know, because ... | get that on ny
bed tax | collect; it's just peanuts.”

REPRESENTATI VE FATE offered his estimation that a 4 percent
year-round sal es tax woul d provi de approxi mately $640, 000.

REPRESENTATI VE VWH TAKER responded that he didn't have a basis
for that assunption. He expl ained:

W wor ked under one set of assunptions as we began the

pr ocess. As we've tried to refine nunbers, | cannot
definitively agree ... with what you're saying. And
we need to be a Ilittle cautious about projecting
revenue. We have broad ranges, and the best nunbers
that | can come up with at this point are plus or
mnus $50 mllion, one way or another. And so, we

need to go into this recognizing that. The nunbers we
are dealing wth are based wupon 1997's revenue
nunbers, and we shoul d proceed cauti ously.

Number 0579

REPRESENTATI VE FATE enphasized the need to consider the tota
package, because the fiscal gap cannot be filled with a sales
tax or any other tax by itself.

REPRESENTATI VE WHI TAKER agr eed.

Nunber 0631

REPRESENTATI VE JAMES suggested there could be either nonthly or
quarterly returns, for exanple, based on the total sales of a
busi ness, so smaller businesses wouldn't file as often

However, she stressed the inportance of not having [a nonthly
report] due until the end of the following nonth, because of
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time lags relating to bank statenents and bookkeepi ng. She
added, "That has caused an awful lot of problens in the
collection of tax and the filing of the report. And it's a |ot
easier to file it right in the first place than it is to anend
it and/ or make the adjustnent on the follow ng report.”

Nunmber 0699

CHAI R COGHI LL again suggested |ooking at both what has already
happened in the 97 comunities wth a sales tax as well as

conformty regarding exceptions. He said it seenms the
conformty issue will have to be dealt with anyway because of
dealing with information technology (IT). In looking at Title

29 and this issue, he suggested perhaps putting sonmething in the
bill to address that. He added, "Certainly, one of the benefits

to doing this is there is an imediacy that | think that we
realize, that we won't in other tax issues.” He indicated he'd
like to see frugality as well, but said this is a good start.
Nunber 0799

REPRESENTATI VE JAMES renmarked that she'd have liked to have
asked M. Persily if there would be any synergies in the
Depart ment of Revenue, as far as costs, from having both a sales
tax and an incone tax. She requested that he get back with her
regardi ng that.

CHAIR COGHILL said it could be brought up Thursday [February 14]
as wel | .

REPRESENTATI VE JAMES proposed that in order to ensure fair and
equitable taxes, with everybody paying a little, perhaps there
shoul d be a reasonabl e amount of both [a sales tax and an incone

tax] . She added, "I'm open to that, as long as sonme of the
things that I ... fear with the inplenentation of a sales tax
[are] nodified ... so it is not nearly as cunbersone as | think
it mght be."

Nunber 0888

REPRESENTATI VE VWHI TAKER reiterated that he would |ook at any
reasonable CS as a friendly anendnent. He added, "I 1ook
forward to working with you both on conformng to a national
consi stency novenent, as well as Title 29 issues.™

CHAI R COGHI LL announced that he personally was going to pursue
| anguage to address sone of his own concerns, so that when there
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is discussion conparing other proposals, it can be included. He
i ndicated although there are simlar bills relating to incone
tax, [HB 303] is unique regarding a sales tax; therefore, the

commttee wll work with Representative Wiitaker in crafting
this sales tax |Ilegislation. He concluded by thanking
Representati ve Wi t aker for hi s excel | ent Power Poi nt

presentation. [HB 303 was held over.]

ADJ OQURNMENT

Nunber 0975

There being no further business before the commttee, the House

State Affairs Standing Conmittee neeting was adjourned at 9:56
a.m
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