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ACTI ON NARRATI VE

TAPE 03-20, SIDE A
Nunmber 0001

COCHAIR JIM WH TAKER cal |l ed the House Special Commttee on
Ways and Means neeting to or der at 7:08 a.m
Represent ati ves Hawker , Wi t aker, Hei nze, Kohri ng,
Weyhrauch, W I1son, and Mses were present at the call to
order. Representative Gruenberg arrived as the neeting was
in progress. Representatives Sanuel s, g, Seat on,
Crawford, and Wl f were al so present.

HB 293- STATE SALES AND USE TAX

CO CHAI R WHI TAKER announced that the only order of business
woul d be HOUSE BILL NO 293, "An Act levying and collecting
a state sales and use tax; and providing for an effective
date. ™

Number 0055
CO CHAI R HAWKER noved to adopt HB 293, Version 23-LS1064\D,
as the working docunent. There being no objection, Version

D was before the conmmttee.

Nunber 0122
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LARRY  PERSI LY, Deputy  Conm ssi oner, Ofice of t he
Comm ssi oner, Departnent of Revenue, testified on HB 293
and answered questions. He told the commttee that this
[bill] is a starting point for a sales and use tax, but it
does not include any of the exenptions that were discussed

in previous |egislative sessions. For exanple, he said,
sone of the exenptions that were discussed were for nedical
care, prescription drugs, food. Furthernmore, [sone of the

exenptions had] caps such that the tax would only apply to
a certain anount of the purchase. He enphasized that this
[legislation] is a starting point from which nenbers can
make policy decisions that wi | determne how the
| egi slature wants it inplenented, what will be taxed, and
if exenptions wll be offered. The sales and use tax
[bill] would [delineate] the admnistration, enforcenent,
and collection of taxes. He said [the adm nistration]
believes that if a sales tax is to work in the state of
Al aska, and work for businesses that are going to be
collecting the tax on the state's behalf, there needs to be
one set of laws and exenptions; one central point of
enforcenent and collection; and audits so [businesses and
municipalities] are dealing with just one taxing entity
rather than 98 different taxing entities between the
comunities, boroughs, and the state.

MR. PERSILY enphasized that the fiscal note is only an
estimte, not a science. He said that the Departnent of
Revenue (departnent) believes that if there is a sales and
use tax wthout significant exenptions, caps, or other
nmeasures that would detract fromthe gain of revenue, there
woul d be roughly $110 million dollars for every 1 percent
of a statew de year-round sal es tax. HB 293 proposes a 3
percent sales and use tax, so there would be about $330
mllion per year in revenue to the state. The first fiscal
year would take effect on January 1, 2004, and tax returns
woul d be due the next nonth so the state would get 5 nonths
worth of tax returns in FY 04 [which would anount to

approximately] $135 million in revenue and $330 [mllion in
the next year]. As the econony continues to grow, that
nunber would grow with it. M. Persily pointed out that

fiscal notes do not take into account growh or inflation
He directed attention to page 2 of the fiscal note where
sone of the exenpted itens are |isted. These are
exenptions that the [adm nistration] believes are essenti al
to making [the legislation] work and giving it the clarity
that is needed. For exanple, there are exenptions for
itens such as sale for resale, which nmeans the sales tax is
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[only] collected at the final end purchaser at the retai
point not at every step of the way. Some ot her comon
sense exenptions are ingredients or conponents wused in
manufacturing and mning, sales to or by governnent
agencies, and purchases wth food stanps, WC (Special
Suppl enent al Nutrition Program for Wnen, Infants and
Chi I dren) coupons, wages, dividends, and interest.

Nunber 0521

MR. PERSILY told the nenbers that the departnment strongly
recommends that if Alaska adopts a sales and use tax that
it conform to the Streamlined Sales Tax Pr oj ect
[Stream ined Sales Tax Agreenent Project]. He expl ai ned
that this is a nationwde effort to adopt a sinplified
approach for custoners and businesses. As nationw de trade
in Internet sales, phone, and nmail orders continue to grow,
states have realized that there are significant anounts of
noney |lost to those sales tax revenues. Part of the goal
is to come up with nationw de standards so that it would be
easier to wrk wth the business comunity, thereby
allowing the state to start collecting those sales tax
revenues.

Nunmber 0647

DAN DI CKINSON, Director, D vision of Taxes, Departnent of
Revenue, testified on HB 293 and answered questions. He
provi ded the follow ng testinony:

W admnister 19 different tax types, and 1’'d
like to take a couple of mnutes to talk about
one inportant aspect of a tax that Al aska doesn’t

have — and that is the Streamined Sales Tax
Proj ect. What is the Streanmlined Sales Tax
Project and what could it nmean for Al aska? It
W ll increase the likelihood that we can get out-
of -state businesses to collect sales taxes for us
on their sales into Al aska. It gives us a
precise framework for sinplicity, fairness,
uniformty, and certainty — all worthy goals of
any tax prograns. And it will make Al aska a

friendlier place to do business than if we
instituted a conplex maze for a sal es tax.

Consider for a nonment a business selling its
goods nationwide. First of all, it is confronted
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with 7,500 different taxing jurisdictions —
st at es, cities, and counti es, and speci al

jurisdictions such as transit districts, school

districts, or ny favorite, the Brewers Stadium
District in W sconsi n. Many of t hese
jurisdictions overlap. Each m ght have a
different sales tax, rules, and different rates.

Suppose the state taxes clothing, but the county
exenpts clothing but not athletic gear, but the
transit district taxes clothing but considers a
softball mtt to be clothing. The business would
have to figure out which transit district and
whi ch county the address was in, and then decide
whet her the purchase was taxable for each one
and, if so, what was the tax rate.

If our exanple were in Mssissippi, there could
be seven different tax rates depending on what
was sold, ranging from an 8 percent tax on drink
for human consunption through vending machines to
a 1 percent tax on services perfornmed by an
el ectrical power association. After w thhol ding
the tax, that sane business mght be subject to
three different audits, including the one that
said, "Ch, our rates changed two weeks ago. \What
do you nean you didn't know?"

And suppose the consuner bought an item and sent
the check to a business' corporate headquarters
in Mssouri, which then notified its distributor
in Oregon, who found that the closest warehouse
with the product was in North Carolina, who
called up a shipping firmin South Carolina to
deliver it back to the purchaser in Virginia. In
what state did the sale occur? Each state may
have its own sourcing rules and each state could
say, "That sale occurred in our state.”

Now consi der the phone call itself that was used
to place the order. Il will not flesh out the
full exanple, but if you think about it, it

should come as no surprise that AT&T is one of
t he biggest backers of the Streamined Sales Tax
Proj ect. AT&T nationwide files about 70,000
different sales tax returns a year.
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Back in 1967, the U S. Suprene Court | ooked at
all this and issued its fanous (or for sone of us
i nfamous) Bellas Hess ruling. I1linois had a
sales and use tax and asked that Bellas Hess, a
firm in Mssouri that sold goods by nmail to
purchasers in Illinois, be required to collect
sales tax and remt it to Mssouri. The Suprene
Court said it would be an intolerable burden on
interstate comerce to require an out-of-state
business to do all the work necessary to
accurately collect the tax. As such, no state
could ask that of businesses outside its |egal
jurisdiction.

Nunber 1026

Before we roll our eyes too much, let’'s |ook at
what a retailer |looking at Alaska sees. For
exanple, the Kenai Peninsula Borough has a 2
percent tax and, within the borough, the Cty of
Honmer has a 3 percent tax, but the Gty of
Kachemak has none. Anot her exanple, the Cty of
Ketchi kan and Ketchikan Gateway Borough have

separate sal es t axes. Newspaper s and
publications are taxable in the city, but not
under the borough tax. Residential rentals are

t axabl e by the borough taxes, but not the city.

Many attenpts to renedy this nmess fell short over
the 35 years since the court case, while the
anount of interstate comerce has grown and
gr own. Finally, as Internet sales hit, the
Streaml ined Sales Tax Project |ooks like it m ght
have created a good answer. VWhat is the answer?
It is a short statute that each participating
state nust adopt —the Uniform Sales and Use Tax
Adm ni stration. The legislative body for that
act says: "This state should enter into an
agreenent with one or nore states to sinplify and
noderni ze sales and use tax admnistration in
order to substantially reduce the burden of tax
conpliance for all sellers and for all types of
commer ce. "

The agreenent between the states sets forth the
framework that a state tax must conformto:
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Uniform Definitions — Any state that, for
exanple, that ... exenpts groceries, but taxes
restaurant food wll have to treat a ham and
cheese croissant from the Safeway deli the sane
way as a croissant sandwich in a restaurant.

Rate sinplification — Each state may have just
one tax rate covering all categories, except a
specialty allowance for food and drugs which may

have a |ower rate. Each city can have its own
rate, or other jurisdiction added to the state
tax rate.

It requires state adm nistration. The state is
responsible to track |ocal changes and provide a
central point of admnistration. There are al so
uniform sourcing rul es, audi t rul es, and

adm ni strati on of exenpt transactions.

Thirty-eight states have brought the project
together. It is their hope to ask Congress for a
law allowing that if a state is a participating
menber of this project, then every business would
be required to collect tax on itenms sold into
that state. Under the Streamlined Sales Tax
Proj ect, such col l ection woul d not be
unr easonabl e because it would no longer be an
unr easonabl e burden on interstate conmerce.

Number 1257

Before closing, let nme nention a couple of things
the Streamlined Sales Tax Project does not do.
It does not set the tax rate in any state or
city; that is wup to you and the nunicipa
assenbl i es. It does not set out what you can
decide to exenpt or not exenpt; it just requires
that if you exenpt sonething for which the
Streamlined Sales Tax Project has a definition,
that you use the definition. The project creates
a framework in which |egislatures can mnake the
critical policy decisions.

As you think about a sales tax, please think

about the Streamined Sales Tax Project. e
would be the first state to adopt a sales tax
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since it cane into being, and we have the chance
to learn fromother states' m stakes.

Thank you, and I1'll try to answer any questions
you may have, though | usually do  better
answering questions on taxes we have in place
rat her than taxes we don't.

Nunber 1405

MR. PERSILY pointed out that the menbers have the executive
summary of the Streamlined Sales Tax Project in their
packets.

CO CHAIR HAWKER asked M. Dickinson to reiterate what the
Stream i ned Sal es Tax Project does and what it does not do.

Nunber 1540

MR. DI CKINSON explained that it is not a prototype sales
tax act, and nerely passing the nodel |egislation would not
be the final step. This project addresses nany of the
troubling areas of sales taxes, especially the areas that
are troubl esone because each state has different rules
instead of a wuniform set of rules. In areas where
uniformty is not required, it allows the local
jurisdiction, states, or localities to nake the critical
decisions that are inportant to them He told the nenbers
that, for exanple, it's not that AT&T wants to avoi d taxes,
it is sinply nore expensive in sonme cases for them to do
the billing for a phone call, than to route the phone call

When the conpany has to figure out each jurisdiction, has
to keep up to date on all 7,500 possible changes i ncluding

ones that they were not aware of Dbefore, it becones
extrenely difficult. M. Dickinson said that it alnost
seens trivial, but if the difference between a transit and
school district does not line up with a zip code, it is
hard for the conmpany to send out a bill because they are
unsure if the addressee is in the right set of

jurisdictions. The natural reaction is that business wll
say that if they do not have a presence in the state, they
will not establish one. There are many businesses that
sell in Alaska that do not have a presence here, he
commented. Under the current rules, these conpanies do not
have to col |l ect sal es taxes.
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MR. DI CKINSON explained that this project would create a
structure that enables businesses to collect taxes and
remt it to [the State of Alaska] wthout an intolerable
bur den.

Nunmber 1830

REPRESENTATI VE WEYHRAUCH posed the hypothetical question
that if the legislature were to adopt the Streanlined Sales
Tax Project, would it require Alaska to enter into an
interstate conpact wth one or nore states before or
concurrent with the law [being enacted]. How does that
wor k, he asked.

MR. DI CKINSON responded that if this project becane |aw,
then Al aska woul d becone a participating state with certain
rights and obligations. No state has ever passed the act
w thout having a sales tax in place, so there nmay be sone
curious aspects with respect to that. The nmain obligation
woul d be that when passing the sales tax act itself, it
must neet the requirenents of the uniform standards. M.
Di ckinson offered the exanple of our current inconme tax
under Title 43.19 and Title 43.20 for corporate incone
t axes. Title 43.19 covers the nulti-state act which sets
out broad principles while Title 43.20 covers the specific
i npl enentation of those principles for Al aska.

Nunber 2039

REPRESENTATI VE WEYHRAUCH poi nted out that sone comrunities
al ready have sal es taxes. If Alaska were to adopt a sales
tax or enter into this wuniform sales and wuse tax

adm nistration act with other states, what would happen to
a local comunities' ability to inplenent a sales tax and
garner the benefit of its own |ocal sales tax, he asked.

MR. PERSILY replied that HB 293 rewites that section of
Title 29 which deals with nunicipal powers. It sinply says
that the legislature or state determ nes the exenptions,
enforcement, collection, and admnistration of the sales
t ax. He explained that the nunicipality would sinply say
to the state that it wants a 2 percent, 3 percent, or 4
percent sales tax and that wuld be collected from
businesses in its jurisdiction. The state would collect
the taxes and send them back to the municipality.

Number 2227
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REPRESENTATI VE WEYHRAUCH surm sed that [the state assunes
authority in collecting the tax] then delegates it back to
the nmunicipalities through a check.

MR. PERSILY responded that the nunicipalities would get the
noney, and could in essence, shutdown the l|ocal sales tax
of fices. In Juneau's <case there are 38 sales tax
exenptions, those would go away and the state sales tax
exenptions would be in effect, he explained.

REPRESENTATI VE WEYHRAUCH posed a situation which this |aw
is in place. He asked if the local sales tax would go away
and the city would sinply [tell the state] it wants a 5
percent sales tax on sales from the comunity or would the
state say this is what has been calculated for the [l ocal]
sales tax and the state would send the city a check.

Number 2359

MR. PERSILY clarified that if this law went effect the
municipalities wuld tell the state what [percent sales
tax] rate, which is set by nunicipal ordinance, it wants
collected. The state would collect the sales tax and send
the nunicipality a check

REPRESENTATI VE WEYHRAUCH referred to the "Conparison of
State and Local Ret ai | Sales Tax" chart that was
distributed to the nenbers, where there is a maxi num of 7
percent that can be levied by communities under Title 29.
He asked if that assunption is correct.

MR. PERSILY replied that the highest sales tax in the state
is 7 percent right now He told the nenbers that he is not
aware of a limt on sales taxes under Title 29; however
cities who currently have a 5 percent, 6 percent, and 7
percent [sales tax], will be worried that if the state adds
on another 3 percent sales tax, it wll hurt the |ocal
econony. The legislature could setup sonmething in statute
that may include a grandfather clause specifying that a
conbined state/local rate nmay not exceed 8 percent, for
exanpl e.

REPRESENTATI VE WEYHRAUCH said that he believes that under
this schene, the local tax would be supplanted by the
statewide policy and the city would have the incentive to
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say it wants the 7 percent sales tax, even if the community
does not have a sales tax in place now.

Number 2530
MR. DI CKINSON highlighted that in Anchorage there is no

sales tax and if the city did not introduce one, everyone
there would be paying a 3 percent sales tax on goods and

servi ces. If Anchorage were to add the 7 percent, then
everyone would be paying 10 percent. The aforenentioned
decision renmains wth the 1local governnent. Before a

comunity could get 7 percent refunded, it would have to
add the 7 percent [sales tax] on all goods and services
sold in the conmunity.

MR. PERSILY stated that there is nothing in statute or this
| egislation that sets a nmaximum rate for the conbined
state/ muni ci pal tax rate.

Nunber 2634

REPRESENTATI VE WEYHRAUCH asked if M. Persily believes this
bill could becone a sales tax exenption bill rather than a
sales tax bill.

MR. PERSILY responded that it wll be incunbent on public
officials to hold the Iine against |obbyists who will want
to turn it into an exenption bill. This could becone
sonething like Juneau's sales tax with 38 exenptions, which
requires a much higher rate to obtain the sane anount of
revenue, he said.

CO CHAIR HAWKER conmented that whatever is acconplished
[Wwth this bill] nust acconmpdate |ocal tax structures. He
pointed out that comunities wth property taxes are
rel evant. It is inmportant to note the aggregate self-
assessed, self-reliance that communities are taking on. A
fair benchmark of |ooking at that is the per capita revenue
generated from whatever sources are within the comrunities.
As Representative Wyhrauch pointed out, the sales tax
project offers an extrenme benefit across the state. | f
there is wuniformty and consistency, it wll nake it
possi bl e for st at ew de busi nesses to wor k anong
jurisdictions. Co- Chair Hawker commented that it wll be
inportant to work with conmunities and the Al aska Muini ci pa

League. He said he believes this is a vital dialogue. As
divergent as interests are in these communities the per
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capita burden, on Fairbanks and Anchorage is less than $2
per capita difference. The local tax burden in the Gty of
Wangell which is often cited as a conmunity with a high
tax burden is less than $60 per capita higher than
Anchorage and Fairbanks. The Stream ined Sales Tax system
offers efficiency, consistency, and facilitates business in
the state. He said he agrees with Representative Wyhrauch
that the great fear is that this bill does not becone one
t hat panders to special interests.

CO CHAI R WHI TAKER noted for the record that Representatives
G uenberg, WIf, and Crawford have joined the neeting.

Number 3055

REPRESENTATI VE SAMJELS asked if all the exenptions would be
accepted statewi de, or do the exenptions just have to neet
the statew de definitions.

MR. PERSILY replied that state statute would set the
exenptions and the nunicipal exenptions would go away
because the [municipalities] would | ose that authority.

Number 3157

CO CHAIR HAWKER told the nenbers that the Streamined Sal es
Tax Project has detailed position papers on nmany subjects.
The issue that Representative Sanmuels' just raised is
di scussed under a series of position papers on subject. He
told the nenbers that copies of those papers would be
di stributed to the nenbers.

Number 3241

REPRESENTATIVE OGG asked how the state's cost of
adm nistration would differ from the [current] |ocal cost
of adm ni stration.

MR. PERSILY responded that the bill and fiscal note before
the commttee assunes that the state wll fund the tota
cost of enforcing, admnistering, and collecting the sales
t ax. The local municipalities, cities, and boroughs could
shutdown their sales tax collection efforts. He noted that
it will become a policy call for the legislature as to
whet her the state pays the total cost and sends the check
to the comunities, or the state charges nmunicipalities for
the services that are provided. He reiterated that in the
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current fiscal note there is the assunption that the state
pays the total cost in Alaska and just sends the checks to
the cities.

Number 3400

REPRESENTATI VE OGG summarized that if Kodiak had a 6
percent sales tax, there would be no adm nistrative costs;
the city would just receive a check for the sales tax.

MR. PERSILY responded that as the bill is currently
witten, that is a correct assunption. The conmunities
woul d see the revenue, and save the adm nistrative costs.

Nunber 3422

MR. DI CKI NSON advised the nenbers that at one Streanlined
Sal es Tax Project neeting that he attended that issue was
hot |y debat ed. He explained that what m ght be an option

for exanple, is that the Gty of Kodiak nmay want to enpl oy
a part-tine person to review the state's records on
di stribution. It is a policy question, he said. The
| egi slature may say the state will do everything necessary
and then the nunicipality may chose to have sone degree of
interaction to ensure that the nunicipalities are
confortable and that it nmakes sense. There is an "anal ogy"
[currently in place] with statewi de property taxes that are
assessed, and the localities are very interested in what
happens in that process.

REPRESENTATI VE OGG poi nted out that existing sales taxes in
sone communities are high, sonme are low, and sone have a
cap. He asked if there has been any analysis on the kind
of inpact a statewi de sales tax would have on comunities
that have used local sales taxes as a way of offsetting
property taxes.

Number 3702

MR. PERSILY responded that one of the policy calls the
| egislature wll have to meke in dealing wth this
| egislation is whether to set a cap and whether it applies
to only certain goods. The analysis of this policy was
di scussed at great length in fiscal policy neetings over
the last couple of years. He explained that the discussion
centered on the fact that there is a threshold of pain, at
which point the tax rate is so high that it does begin to
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af fect consuners' purchases. In other words, he said, at
what point will [consuners] say they will not pay the sales
tax, and buy an item sonewhere el se. M. Persily stated
that he is not aware of any scientific study or conclusion
[on this issue] other than the recognition that there
probably is a point at which consuner habits wll be
I npact ed.

MR. DICKINSON told the nenbers that wth the Streanlined
Sales Tax Act there would be a phase out of caps and
t hreshol ds by Decenber 31, 2005. However, it is inportant
to note that <certain sales would be exenpted. Those
exenptions are notor vehicles, aircraft, wat ercraft,
nodul ar hones, manufactured honmes, and nobile hones. Hones
are exenpted because they are real property, and notor
vehicles are not covered because there is a specific
exenption under the uniform sal es tax.

MR. DICKINSON, in response to Representative (Ogg, clarified
that under the Streamlined Sales Tax Act there could only
be caps on notor vehicles, aircraft, watercraft, nodular
hones, manufactured homes, and nobil e hones. For exanpl e,
Tennessee has a cap on an aircraft over $100, 000. He
explained that the state could continue to make exceptions
and pass caps on how nmuch an Al askan woul d have to pay when
purchasing a car or a boat, although the state would not be
exenpting it fromthe sal es tax.

Nunber 4007

REPRESENTATI VE WLSON inquired as to how the state would
take over the collection of sales tax. Wuld the state
contract with soneone locally or send [a state enployee]
into each community, she asked.

MR. PERSILY explained that the state would set up a central
sales tax office so that there would be one place to send
the checks. He added that there would possibly be
satellite offices in larger conmunities. However, he
nmentioned that sone communities nmay want to keep soneone on
staff to nonitor state collections and enforcenent.

Nunber 4125

REPRESENTATI VE W LSON commented that the person doing that
work in local communities would | ose his/her job.
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MR. PERSILY acknow edged that the cities have the option of
elimnating that position or reassigning it to other
duti es. However, comunities nay want to keep staff on to
nmoni tor the collection of sales taxes.

MR. DI CKINSON pointed out that this bill does not affect

speci al excise taxes. For exanmple, the local raw fish
taxes and bed taxes will still be a local option and my
still require admnistrators. This bill only refers to a

br oad- based sal es tax, he said.

REPRESENTATI VE GRUENBERG asked how the bill addr esses
| nt ernet sal es.

Nunber 4344

MR. DICKINSON replied that [Internet sales] are the focus
of the Streamined Sales Tax Act and the same rules apply.
For exanple, if Amazon.com does not have a substanti al
presence in the state, and it sends books or records to
Al aska, it has no obligation to collect a sales tax for the
|l ocalities or a statewide sales tax. Once this Streamnined
Sales Tax [Act] is in place, the notion is that either
through a federal court decision or federal |egislation,
[Internet conpanies] would be required to start collecting
taxes. He added that Amazon.comis fine with the processes
of collecting taxes; they just do not want to be in a
position of not knowi ng what is necessary.

CO CHAI R HAWKER asked M. Dickinson to explain Section 5 of
the Uniform Sales and Use Tax Admnistration Act, which
authorizes the state to enter into a streanined sales and
use tax with other states.

MR, DICKINSON read the following quote from Section 5 of
the [Uniform Sal es and Use Tax Adm nistration Act]:

No provision of the agreenent authorized by this
act, in whole or in part, invalidates or anends
any provision of the law of this state. Adoption
of the agreement by the state does not anend or
nodify any law of this state, inplenentation of
any condition of the agreenment in this state,
whet her adopted before or after the nmenbership of
this agreenent nust be an action of this state.
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MR. DI CKINSON said that all this act does is set out the
broad framework that says the state is going to enter into
agreenent with one or any nunber of other states. He added
that the notion right now is that agreenent would be wth
38 other states. He told the nenbers the agreenent is set
out so that the goal would be to bring the state in line
with the principles enunciated here. M. Di cki nson
sumari zed that the uniform act sets the goal. He asked
the nenbers to | ook at another sentence in Section 7 of the
uni form act, which says:

This agreenment authorized by this act is an
accord anong individual cooperating sovereigns in
furtherance of their governnmental functions.

MR. DICKINSON summarized that this is not some agency
coming in and telling [Al aska] what to do; it is basically
saying that if Alaska does this the sane way other states
are doing it, there will be a nutual benefit.

Nunmber 4646

REPRESENTATI VE HEI NZE said that she is confused regarding
what itens are taxable.

TAPE 03-20, SIDE B

MR. PERSILY specified that real property is not taxable.

Number 4631

MR. DICKINSON said property is either real or personal
property. For exanple, the valuation of the Trans-Al aska
Pipeline System is considered personal property. M.
Dickinson said it is inportant to recognize that this is
not just a sales tax, but also a sales and use tax. To

ensure that the state is not swanped with inportation from
states with a lower sales tax, the use tax becones very
inportant. He used the exanple of sonmeone buying a sofa in
Seattle and shipping it to Al aska. That person may not
fill out paperwork, but just go ahead and pay the sales tax
i n Washi ngt on. The individual could use the tax paid in
Washington as a credit toward the sales tax in Alaska, and
then he/she would not have to pay anything. M. Di ckinson

explained that it wll be wup to the Ilegislature to
determine how the state wll deal with industrial
pur chases. In some states, the purchase of any business-
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related materials are exenpt. QO her states only exenpt

itens that are purchased for resale. He posed an exanple
of a business building chairs. On one extrene the wood and
varnish are tax exenpt while the tools are not. In the
other extrene, where there is a blanket exenption for
business, the tools would be exenpt. M. Dickinson
identified that as one of the decisions the nenbers wl

have to make. In HB 293 there is a fairly narrow
restriction on exenptions. That issue varies greatly

bet ween states, he said.

Nunmber 4336

REPRESENTATI VE HEINZE said that she noticed the bill
anal ysi s specifies t hat certain exenpti ons i ncl ude
i ngredi ents and conponents of manufacturing. If a nodule

built in Kenai is on its way to Prudhoe Bay, would the
conponents be tax exenpt while the conpleted nodule would
be taxed.

MR. DI CKINSON explained that if a firm in Kenai were to
purchase all the pieces, use them to create a nodule, and
then sell it to a producer on the North Sl ope, the conpany
that purchased the pieces would not be taxed. However,
when the nodule is sold, it [the sale of the nodule] would
be taxed. If the entire process were owned by the
producer, in other words, a Kenai firm was fabricating it,
then as those [inported pieces] were brought in they would
be taxed.

COCHAIR WH TAKER clarified that the item would be taxed
only once.

MR. DI CKI NSON agreed and pointed out that is why there is a
use tax credit for tax already paid in other states.

Nunber 4127

REPRESENTATI VE W LSON asked how this tax would work for a
restaurant. For exanple, when lettuce is purchased for a
salad, no tax is paid; however, when the salad is sold a
tax i s charged.

MR. DI CKI NSON conmented that if the |legislature chooses to
exenpt all business inputs, then when the restaurateur buys
| ettuce he/she would not pay tax, although there would be a
tax on the neal. He explained that a systemis set up so
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that when the restaurateur goes to the store, the
restaurateur sinply presents the tax exenpt certificate.
The problem with this is that in a recent court case, for
exanpl e, where a funeral parlor purchased a 50-gallon tank
of weed killer the court ruled that was not a reasonable
use and that the business honoring the exenption
certificate should have asked nore questions. M .
Di ckinson said one of the reasons this bill is so long is
that it gets into the businesses' obligations to each other
when resale or exenption certificates are presented. He
enphasi zed that the goal is to only tax itenms once. He
explained that there is also a direct pay certificate. For
exanple, in a restaurant only the things that were resold
[were taxable] not the itens that contributed to that
resal e. Wth a direct pay certificate, a restaurant would
figure out on a nonthly basis what was taxable and what was
not and pay the state nonthly. This nethod may be easier
for the business than determ ning what is taxable and what
is not each tine there is a purchase.

Number 3804

CO CHAIR WHI TAKER asked M. Persily to go over page 4 and 5
of the fiscal note where the departnment recomrends adding
provisions to the | egislation.

MR. PERSILY told the menbers that the first two itens the
departnment reconmmends adding to the legislation has to do
with the streamined sales tax. He said that he believes
there should be sonething in the legislation that directs
the departnent to wite regulations that are consistent
wth a streamlined sales tax, particularly a section
detailing sourcing of services. The third item deals with

bartering. The departnment is not proposing exenpting or
taxing bartering; however, the legislature should address
the issue. He pointed out that the taxing of bartering

woul d be very difficult to enforce. The fourth item would
al l ow the departnent to issue direct pay permts.

VR. PERSILY said the next several itens deal wth
consolidating liability. He explained the Departnent of
Revenue hired an individual several years ago on a short-
term contract to research a draft sales tax bill. It was
done because the departnent believed at sonme tinme in the
future a sales tax would be considered. As a result of

that research the 25 suggestions brought issues to |ight.
M. Persily told the conmttee that sonme of these itens are
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housekeepi ng, and sone are significant. He pointed out
that the draft bill presented to the House Specia

Commttee on Ways and Means is a work in progress and still

needs technical changes to it. For exanple, item six needs
the first sentence deleted and the word "however" added to
the second sentence. Item seven would clarify that this is
a sales and use tax. This change would ensure that each
reference refers to both. M. Persily explained that item
nine deals wth the connection needed to have taxing
jurisdiction over an entity. Under existing law [there is
a requirenent for] a physical presence in the state, which
is why Amazon.com for exanple, sales into Al aska cannot be
required to collect sales tax because there is no nexus

M. Persily said that the departnment wants this |egislation
to say that the state can collect sales taxes to the full

extent that is allowed by the U S. Constitution.

MR. DI CKINSON added that this is sonething the departnent
hopes will be changed in the near term The notion is to
make it a very broad [statenent].

Number 3331

MR. PERSILY explained that item 11 deals with certificates.
For exanple, in Juneau when a building permt is obtained,
all purchases are exenpt from sales tax. Each buil ding
permt holder is issued a card so when there are purchases
made for the project, the itens are logged in as tax
exenpt. This section allows for two kinds of certificates,
one of which is a blanket certificate or specific
transaction certificate.

MR. PERSILY told the nenbers that item 13 deals wth
Section 43.40.090 which exenpts governnent purchases from
sal es taxes. [ That exenption includes] city, nmunicipal,
state, school districts, and Indian tribes. Thi s change
woul d anend the section to read "a federally recognized"
I ndi an tri be.

MR, PERSILY sumarized his comments by saying that the
remaining itens deal with adopting the streamined sales
tax definitions. He said he is not aware of any other
changes that are significant, and asked M. Dickinson if he
woul d i ke to add anything to what he has said.

MR. DI CKINSON agreed that the rest of the changes are not
significant policy calls for the commttee.
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Number 3100

CO CHAIR HAWKER asked M. Persily if the departnent
believes the legislature should <consider a separate
[ higher] rate structure on sales of contraband and the
performance of illegal services.

MR, PERSILY replied that he is not sure there is a good way
to answer that question.

MR. DI CKI NSON observed that if the state does adopt the
streamlined sales tax, only one general rate is allowed,
al though the states do allow a different rate for drugs.

CO CHAIR HAWKER commented that addressing that issue may
have to be handl ed by a separate excise tax.

MR. DI CKINSON agreed that is possible. He added that if
the state wanted to put on a separate excise tax for
marij uana that woul d be perm ssible.

Nunber 2929

REPRESENTATI VE W LSON asked M. Dickinson about a question
of fairness. Because of Al aska's great vastness, products
nmust travel great distances to reach consuners. For
exanple, the cost of a gallon of mlk in Wangell costs
$3.99 so if there were a 3 percent sales tax the residents
woul d be paying 12 cents; however, the cost in None is
$5.69 so the residents there would be pay 17 cents, in
Kot zebue the cost is $8 a gallon so they would be paying 24
cents for the sane gallon of mlk, and in Anchorage that
sane gallon of mlk is only $3.49 so they would only pay 10
cents on that gallon of mlk. She asked how fairness woul d
be addressed in this case.

MR. DICKINSON replied that a fair way of handling this kind
of purchase woul d be to handl e purchases by unit and not by
the price. He explained that fairness [can be achi eved] by
treating everyone the sanme based on how nuch they spend, or
by going to a per unit basis. However, with a broad tax it
is hard to go to a per unit basis. M. D ckinson explained
that sone states that tax food go to a credit that allows a
paynent back to | ow-i ncone famlies who pay a
di sproportionately large portion of their incone on taxes
because they spend a disproportionately large portion on
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food. There are a nunber ways of dealing with this issue.
M. Dickinson told the nenbers the nbst common way is to
keep these purchases outside the sales tax system but mnake
it a remssion to the targeted group so they receive back
sone of what they have paid in.

Nunber 2614

REPRESENTATIVE WLSON comented that it wll be very
difficult because of the cost of transportation [that is
added to the purchase price.

MR. PERSILY addressed Representative WIson's concern by
saying that if the legislature wants to adopt a sales tax
as a part of an overall fiscal plan, it is not easy to
overcone the fact that there is a certain amount of
unf ai r ness. If a person pays nore for a certain product,
that person will pay nore tax, he said.

REPRESENTATI VE W LSON suggested providing a payback to
those areas m ght be a good idea.

Nunber 2452

REPRESENTATI VE HEI NZE noted that the bill does not allow
for the sale of natural gas to be exenpt. She asked if M.

Persily believes this will produce a |large inpact on rura

Al aska.

MR. PERSILY replied that utilities are not tax exenpt. He
said he believes that the conponent in the manufacturing
process woul d be tax exenpt.

Number 2309

CO CHAIR HAWKER told the nenbers that he concurs with M.
D ckinson's response on fairness and equalization across
the state. If the neasure is truly to be the sanme dollar
collected across the state no matter where residents
reside, it is inmportant to look at a system of wunitizing
assessnment structure. He said he believes this will be the
nore daunting challenge in this process.

MR. PERSILY clarified his response by saying that the gas
purchased to turn into fertilizer would not be taxed. I n
response to Representative Heinze's question about sales
tax on natural gas for Chugach Electric, he explained that
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the gas the conpany purchases would not be taxed, but when
electricity is sold to a custoner, the custonmer would pay
[tax] on the electricity that is generated fromthat gas.

Nunmber 2138

REPRESENTATI VE OGG commented on Representative WIlson's
idea and suggested that while it my be inpossible to
credit individuals, perhaps it wuld be possible to
conpensate communities on a CPlI [Consuner Price |ndex] or
sonething simlar to that.

Number 2038

MR. PERSILY pointed out that the departnent also provided a
docunent titled "Conparison of State and Local Retail Sales
Taxes", which is a sunmary of other statew de sal es taxes.
He explained that this handout was provided to provide the
menbers an idea of what other states charge; what other
cities and boroughs of Alaska charge; how nuch the
departnent believes would be raised; and who would pay a
t ax. For exanpl e, the departnent estimtes that
approxi mately 10 percent of the year-round sales tax would
be paid by out-of-state visitors and tenporary workers.
Another item which is titled "Building Blocks" raises sone
of the policy and technical issues that need to be
considered as the conmttee crafts a sales tax bill

Nunber 1921

CO CHAIR WHI TAKER asked the nenbers to give this necessary
conponent to a fiscal plan a great deal of thought.

REPRESENTATI VE KOHRI NG told the committee he has a concern
about the sponsor statenent. He asked that the statenent
reflect that this bill was produced at the suggestion of
the co-chairs and not the whole committee.

CO CHAIR WH TAKER responded that the commttee wll be
happy to conply with his request.

Number 1637

REPRESENTATI VE W LSON commented that even if there is a
mechani sm to payback communities [that pay an inequitable
anount of sales tax] the individual <citizens in that
comunity will not be reinbursed. For exanple, Wangell
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which has the highest sales tax in the state, wll be
paying 10 percent if the state inplenents a 3 percent sales
t ax. Representative WIson cautioned that the commttee
must work to nmake this fair because if it cannot be worked
out, she said she would not be able to support the
| egi sl ati on.

[ HB 293 was hel d over. ]
ADJ QURNIVENT
There being no further business before the commttee, the

House Special Conmittee on Ways and Means neeting was
adj ourned at 8:28 a.m
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