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ACTI ON NARRATI VE

TAPE 03-26, SIDE A
Number 0001

CO CHAIR WHI TAKER cal l ed the House Special Conmmttee on Ways and
Means neeting to order at 7:06 a.m Represent ati ves Hawker,
Wi t aker, Kohring, WIson, and Moses were present at the call to
order. Representatives Heinze, Rokeber g, Weyhr auch, and
G uenberg arrived as t he meet i ng was in progr ess.
Representati ves Seaton, Ogg, and Cissna were al so present.
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HB 293- STATE SALES AND USE TAX

CO CHAIR WH TAKER announced that the only order of business
would be HOUSE BILL NO 293, "An Act levying and collecting a
state sales and use tax; and providing for an effective date."
He indicated that the commttee would continue work on HB 293
over the weekend and would bring it back Monday norning.

CO- CHAIR WHI TAKER recalled that the last hearing left off wth
di scussion of the "isolated" concept.

Number 0244

LARRY PERSILY, Deputy Comm ssioner, Ofice of the Comm ssioner
Departnment of Revenue, recalled that the discussion was
regarding the exenption on isolated or occasional sales [page
13, lines 5-12]. He further recalled that one of the points
di scussed yesterday was whether the comrttee, as a policy,
wanted to assess a sales and use tax on an individual sale of a
used car. That is one of the itens that is being changed such
that if an individual sold a used vehicle, it wouldn't be
subject to the sales tax so long as the sale was on an
occasi onal basis as opposed to those in the business of used car
sal es.

CO CHAIR WH TAKER requested discussion wth regard to the
meani ng of "person" in relation to these isolated or occasiona
sal es.

Number 0348

ROBYNN W LSON, Revenue Auditor, Tax Division, Departnent of
Revenue, specified that the definition of "person" includes a
cor poration. "The idea here is that occasional sell where that
person or organization is not in the business of selling that
particular item" she expl ai ned.

MR. PERSILY clarified that in the context of HB 293 the | anguage
"person” doesn't nean an individual but rather a corporate
entity.

Nunber 0431

COCHAIR HAWKER asked if the paragraph applies to [larger
transactions such as the sale and purchase of a business.
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M5. WLSON replied yes that would be the case wunder the
definition of "occasional."

MR. PERSILY turned to page 13, |line 13, the exenption of
personal effects brought into the state, and recalled that was
di scussed yesterday. He then turned to page 13, |line 18, which

is the Ilimt on sales tax liability that would apply to the
purchase of notor vehicles, watercraft, aircraft, and nobile
hones. The tax would be paid on only the first $5,6000 of the
purchase price, regardless of the total purchase price.

Nunmber 0526

COCHAIR HAWKER inquired as to how the list of itens was
derived.

M5. WLSON explained that under the Streamined Sales Tax Act
caps are prohibited after 2005, except for the itens |isted.
She noted that these itenms are commonly capped by states and
| ocalities.

MR. PERSILY added that of those communities that currently have
a cap for the sales tax, there are many [caps] above and bel ow
$5, 000.

CO CHAI R HAWKER rel ated his understanding that the $5,000 cap is
the [legislature's] policy call as opposed to a guideline
specified in the Stream ined Sal es Tax Act.

M5. W LSON agr eed.
Nunber 0624

REPRESENTATI VE OGG related his inpression that a person who is
not in the business of selling cars sells a car is exenpt [as
specified on page 13, lines 5-12]. Therefore, he inquired as to
whether an individual in a simlar situation wth watercraft or
aircraft would be exenpt as well.

MR. PERSILY answered that the intent of the discussions held
with the co-chair was that any individual not in the business of
selling any of a vehicle, watercraft, or aircraft would be
conpletely tax exenpt when it's an isolated or occasional sale.

CO CHAIR WHI TAKER interjected that it wouldn't be a requisite to

purchase a new [vehicle, watercraft, or aircraft] in order to
occasionally sell the old one.
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Nunmber 0836

REPRESENTATI VE SEATON posed a situation in which a rental car
conpany sells cars on a fairly regular basis, although selling
cars is not its prine business. In such a situation would the
rental car conpany have to pay sales tax on the sale of those
cars.

M5. WLSON answered that it would depend upon the extent of the
definition of "occasional,” which <could be part of the
| egi sl ation or the regul atory package.

REPRESENTATI VE SEATON posed another situation in which a oil
conpany operates a fleet of vehicles for a few years, sells
them and replaces them wth new vehicles. Under the
"occasional"” definition would the aforenentioned transactions
not be taxable.

M5. WLSON replied, per her understanding of the current intent
of the section as it wll be redrafted, the oil conpany's
transacti ons woul d be exenpt.

MVR. PERSILY said he wuld consider an oil conmpany  or
construction conmpany that purchases new equi pnent and sells the
used equi pnent as occasional and isol ated. However, a rental
car conpany that annually purchases new vehicles and has a used
car sale one to three tinmes a year every year would not be an
i sol ated or occasional event but rather is part of the conpany's
busi ness. Therefore, those rental car transactions would be
taxable and thus the buyer of the used vehicle would be
responsi ble for sales tax.

Nunber 1037

MR. PERSILY returned to review of [CSHB 293] and turned
attention to page 13, |line 22. He expl ained that the point of
that section is that if a business is purchasing sonething to
resell it, the sales tax would only be paid on the final retai
sale. The sane [logic] would apply to the provision on page 13,
line 26. M. Persily noved on to page 14, line 1, which he

characterized as a tight exenption that applies only to the
property purchased as a conponent of a mning or nmanufacturing
process. As witten, the [exenption] would not apply to the
equi pnent used in the manufacturing process. As the fiscal note
specifies, this tight exenption would nean that in the oil and
gas industry the equipnment used would be subject to sales tax
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because those itens aren't an ingredient or conponent in the
manuf acturi ng of the product. He recogni zed the aforenentioned
as a policy call of the legislature.

Nunber 1211

REPRESENTATI VE HEI NZE rel ated her understanding that the pieces
that go into a nodule wouldn't be taxed. However, once the
nodule is built and sold to industry, the industry would pay tax
on that nodul e.

MR. PERSILY said that woul d be his understanding.

REPRESENTATI VE HEI NZE suggested that this situation with the

nodul es needs to be reviewed. Currently, nodules are being
built in Anchorage, Kenai, and Fairbanks. For the Northstar
Unit project alone, $400 mllion was spent on nodules. The tax
on the aforenentioned would be $12 mllion. Representati ve
Hei nze pointed out that the gas pipeline is "comng up" and she
suggested there would be billions of dollars in nodules. I n

Oregon there is no tax and it has taken 15 years to get [the
construction of] nodules from Oregon to Al aska. Therefore, she
suggested that wi t hout an exenption for nodul es [the
construction of the nodules] will return to O egon.

REPRESENTATI VE GRUENBERG posed a scenario in which he
manuf act ures boxes. He surmised that all the office equipnent
and paper he uses woul d be exenpt fromthe sal es tax.

MR. PERSILY replied, "It's not if that is not a conmponent or an
ingredient in the process.” He acknow edged that this is one of
the bigger policy calls in this |egislation.

M5. WLSON pointed out that it's comon for states to exenpt a
manuf acturing process rather than the approach enconpassed in
the |egislation. However, it's often defined as the actual
di rect process. In states where this exenption is broad, the
exenption generally doesn't exenpt of fice equipnent and
consumabl es.

Number 1453
CO CHAI R HAWKER requested that Representative Heinze's question
be put in the context of the Stranded Gas Devel opnent Act.

MR. PERSILY explained that [this year's anendnents to the]

Stranded Gas Developnent Act give the state authority to
negotiate with the sponsors of the project a contract for
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paynment in |lieu of taxes, which would include corporate incone
taxes, production taxes, and sales taxes. Therefore, as far as
the gas line project, the aforenentioned could be addressed in
t he negoti ati ons.

REPRESENTATIVE HEINZE surmsed that it wouldn't apply to
exploration on the North Slope or other fields and nodul es.

CO CHAIR WHI TAKER said such authority to negotiate only applies
to the gas |ine.

Nunber 1607

REPRESENTATI VE OGG inquired as to how the provision enconpassed
in page 14, lines 1-4, would apply to commercial fishing.

M5. WLSON explained that as currently witten, she didn't she
that it would apply to [comrercial fishing].

MR. PERSILY interjected, "Except for the purpose of purchasing
fish as the ingredient." M. Persily specified that it wouldn't
apply to the equi pnent used to process the fish.

REPRESENTATI VE OGG posed a scenario in which a commercial
fi shernmen catches a fish and the tender boat purchases the fish,
which is a point of sale. How would this legislation inpact
such a situation, he asked.

M5. WLSON answered that if further processing is perforned,
then it would be an exenpt sale to that purchaser because it
woul d be a sale for manufacturing.

MR. PERSILY clarified that if the purchaser is purchasing the
fish to sell it directly to retail, then it would be considered
a purchase for resale. Therefore, there would be no sales tax
on that purchase.

REPRESENTATI VE OGG recalled that there is already a 1.5-cent
fish sales tax at the point of sale between the fishernman and
processor or tender that the fisherman nust pay. He inquired as
to how this legislation would inpact that sale of fish.

MR. PERSILY said that he couldn't conceive of a situation in
which there would be sales tax on that transaction because the
fish is being sold to either a processor or distributor, in both
cases it would be tax exenpt. "Fi shermen and sales tax just
woul d not mx," he said. In further response to Representative
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Qgg, M. Persily said that if a fisherman sold fish to the
public on the dock and that's the first and final sale, sales
tax woul d be coll ected.

Nunmber 1943

COCHAIR HAWKER related his vision and intent that the above
[understanding] is the line that is drawn. The regular and
recurring activity of selling directly to the consuner would be
subject to the sales tax. However, he remarked that the idea is
not to tax the isolated or occasional sale.

REPRESENTATIVE WLSON, with regard to fishermen selling fish
directly to the public, said that she would hate to have
fishermen turn into tax collectors.

CO-CHAIR WH TAKER renmarked that the commttee will have to work
its way through it the best way it can.

CO CHAIR HAWKER posed a situation in which a fisherman owns a
smal | business, and should, as a conponent of the fisherman's
busi ness, engage in regular and recurring [selling of fish],
whi ch woul d be a taxable transaction. He pointed out that since
the burden is placed on the collector and remtter of the sales
tax, that entity is allowed to keep a renmuneration for providing
that service to the state.

Number 2243

M5. WLSON turned to the provision on page 14, lines 8-16, and
stated that this is effectively a sale for resale situation.
Therefore, a conpany in the business of |easing equipnent can
pur chase the equi pnent for that purpose w thout paying tax.

MR. PERSILY noved on to page 14, lines 17-18, which specifies
that the notor fuel that is subject to the notor fuel tax is
exenpt fromthe sales and use tax.

CO- CHAIR HAWKER noted that the intention of this provision is
that the notor fuel exenption would apply to all fuel
transactions that are subject to the excise tax provisions
within the | arger scope of notor fuel taxes.

MR. PERSILY clarified that if an excise tax is already being

collected, the intent wwth this provision is not to also collect
a sales and use tax at the punp.
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M5. WLSON continued with the provision on page 14, |ines 19-25,
whi ch she pointed out is simlar to the provision on page 14,
line 8. This provision is also a sale for resal e exenption.

Nunmber 2448
MR. PERSILY addressed page 14, lines 26-28, which he
characterized as a catchall. Basically, this provision

specifies that an interstate commerce transaction is exenpt if
inposition of the sales and use tax violates the United States
constitution.

REPRESENTATI VE GRUENBERG remarked that this would be a full
enpl oyment provision for |awers because he surm sed that people
woul dn't know what this provision exenpts. He asked if the
depart nment will publish regulations defining [interstate
commerce for which the inposition of the sales and use tax would
be in violation of the United States constitution].

M5. WLSON remarked that the departnment would expect to wite
regul ations. In further response to Representative G uenberg,
she said she didn't know if such an exenption is common in other
st at es. However, many states don't place an exenption on the
books that they can't tax. For exanple, this |Ilegislation
addresses food stanps, while Florida doesn't even specify food
stanps as an exenption because the state knows it can't be
t axed. Therefore, Ms. WIlson said that this provision on page
14, lines 26-28, says that the state wll tax [interstate
commerce] to the extent possible under the constitution.

REPRESENTATI VE GRUENBERG, upon hearing that Ms. WIson has never
seen a statute like this, informed the commttee that this is a

fast-evolving area in the U S. Suprene Court. The [U. S. Suprene
Court] is changing long-standing rules in this area, which are
quite conpl ex. He opined that the state will have to hire new

attorneys to defend this.

CO CHAI R HAWKER acknow edged that this is a bit of a conundrum
t hat needs exam nati on.

Nunber 2804
REPRESENTATI VE SEATON returned to the provision on page 4, lines

8-11, and inquired as to why furniture, appliance, rental or
| ease of nobile hones, et cetera would not be exenpt.
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M5. WLSON comented that the provision certainly could be
adj ust ed. She indicated that the original intent was to deal
with | eases.

CO- CHAIR WH TAKER noted agreement w th Representative Seaton
that the provision would be a policy call.

REPRESENTATI VE WLSON said that she remains unclear with regard
to the provisions on page 14, lines 8-16, and lines 19-25. She
related her understanding that the provisions nean that
furniture, appliances, and the rental and |ease of nobile hone
property are not exenpt.

MR. PERSILY said Representative WIson's understanding is
correct.

REPRESENTATI VE W LSON surm sed then that anything soneone | eases
other than those itens |isted is exenpt.

M5. WLSON said that if she leases a car and Representative
W son purchases the sane car, the [two transactions] should be
treated simlarly. She explained that the reasons lines 8 and
19 are included on page 14 are so that a car rental conpany can
purchase the <car for subsequent |easing just as the car
deal ership can purchase the car to sell to it to an individual
and not initially pay the tax.

MR. PERSILY clarified that the sales tax would be paid once at
the final |ease.

REPRESENTATIVE WLSON inquired as to how |leasing an apartnent
woul d be treated.

M5. WLSON explained that this legislation specifically taxes
sales and rentals of tangible personal property. An apart nent
isn't tangible personal property but rather real property, and
t herefore woul dn't be taxed.

REPRESENTATI VE W LSON rel ated her understanding that although in
Wangell there is a sales tax on every rental, this legislation
woul d specify that there can't be.

MR. PERSILY replied yes in that this legislation doesn't tax the
rental of residential or office space; this legislation doesn't
inpose a sales and use tax on the tax of real property.
However, he pointed out that Wangell could have a special |ocal
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tax on the rental of property simlar to the bed tax, |iquor
tax, or fuel transfer tax found in sone communities.

Number 3235

M5. WLSON, in response to Representative Guenberg, explained
that in regard to the | anguage on page 14, |line 14, an exenption
certificate would be used. Therefore, it wouldn't be incunbent
on the seller to know what is specified on page 14, |ines 14-16.

COCHAIR HAWKER recalled the extensive discussions on the
exenption certificate last night. There was discussion that
sone substantial inprovenents to this | anguage shoul d be done.

REPRESENTATIVE WLSON remarked that every place where the
commttee has questions, it probably nmeans the |anguage isn't as
clear as it could be. She asked if the |anguage would be
changed such that the ordinary person wuld be able to
understand it.

CO-CHAIR WH TAKER said that the commttee wuld do the best it
can.

Number 3408

REPRESENTATI VE SEATON returned the wearlier 1issue of taxing
apartnents and related his belief that many taxing authorities

tax services, including apartnent rentals. |If this isn't exenpt
here, unless there is |anguage specifying that every comunity
can start a new and separate taxing authority it wll have a

| arge fiscal inpact. Therefore, he suggested review of that.

CO CHAI R WHI TAKER expressed his desire for commttee nmenbers to
bring forward their concerns, but he pointed out that there are
a nunber of pages to review

Number 3515

MR. PERSILY continued with page 14, line 29 through page 15,
line 10, which he characterized as a policy call requiring nore
wor K. This provision addresses interstate transportation

interstate commerce, which the state isn't limted in its
ability to tax. Thi s provi si on speci fies t hat t he
transportation of property from one point within the state to
another point in the state is exenpt if the property is being
transported in interstate comrerce under a single contract.
Therefore, under the current |anguage, if the contract for the
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transportation of oil from Prudhoe Bay to refineries in the
Lower 48 is a single contract, the sales tax wouldn't apply.
M. Persily related his understanding that the state can't tax
interstate transportation while in-state transportation services
can be taxed.

REPRESENTATI VE HEI NZE asked if the [oil] industry has a single
contract for noving the oil down to the refinery.

MR. PERSILY said he didn't know, but pointed out that in nmany
cases the oil is being noved to the conpany's own refineries
through its own transportati on conpany.

REPRESENTATI VE HEINZE inquired as to the inpact of this sales
tax if a gas line that goes through Canada is built.

MR. PERSILY opined that it would be a single contract because
it's a single carrier; once the gas is put in the pipe in
Prudhoe Bay the next stop is Alberta, Canada. Therefore, it
woul d be exenpt. However, he said he wasn't sure whether oil
that noves through a pipe to a holding tank and ultimtely
punped into a tanker is wunder a single contract or two
contracts. Again, this would be a policy call with regard to
whether the legislature wants to inpose a sales tax on the
tariff charged on the transportation of oil.

Number 3739

REPRESENTATI VE OGG i nquired as to how the provision on [page 14,
line 29 through page 15, line 10] would inpact the fishing
i ndustry.

VR. PERSILY related his understanding that under this
| egi slation transportation services are subject to sales tax.
Therefore, one noving fish only wthin the state would be
subj ect to sal es tax.

REPRESENTATI VE OGG surm sed then that a tender operator who is
paid on a contractual basis by a processing entity would have to
pay sales tax on his contract.

MR, PERSILY clarified that the tender wouldn't pay if a
processor contracts with a tender to provide the service, the
processor, as the buyer, would pay the sal es tax.

M5. WLSON interjected, "Unless it's being further processed.”
She pointed out that the provision on manufacturing discusses
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adding value, and therefore there is no requirenent for a
fini shed product.

MR PERSI LY, in further response to Representative g,
specified there would be a sales tax only if [the fish is] noved
to final the retail purchaser.

REPRESENTATI VE OGG commented that sonetinmes the focus tends to
be on the oil and gas industry because it's sinpler. However
he expressed the need to be assured [that this |egislation]
doesn't make it harder for the fishing and processing industries
to be conpetitive.

Number 4041

REPRESENTATI VE MOSES inquired as to how this legislation would
inmpact a scenario in which a fisherman delivers fish to the
tender which is then delivered directly to the airport.

MR. PERSILY related his understanding of the above situation
that the tender would take the fish to the airport to be shipped
toits final destination

M5. WLSON identified this as another policy call. She
indicated that the next provision, page 15, lines 11-30,
addresses the concern. She said she wasn't clear whether

Representative Mses' concern is regarding fish going out-of-
state or within the state.

MR. PERSILY clarified that the concern is regardi ng whether the
freight charge would be subject to sales tax in a situation in
whi ch soneone is being paid to transport the fish to the airport
for delivery to the airfreight conpany to ship it out-of-state
to the buyer.

M5. WLSON responded that [under the current |anguage in the
| egislation] the freight charge wouldn't be subject to sales
tax. Again, it is a policy call.

Nunber 4222

CO CHAIR WHI TAKER surmised if the transportation services are
within the confines of the conpany owned by the tender or the
shipper, [the freight charges] would not be subject to sales
t ax. However, if a transportation service is provided by a
transportation conpany [the freight charge] is subject to the
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sales tax because it is intrastate transport. He asked if that
is correct.

M5. WLSON remarked that as currently witten, the provision
focuses on whether the [product/fishl] would be resold or
reprocessed, not the entities doing the selling.

MR. PERSILY interjected that the point is whether it's part of
the process of the item being handled for resale or is it the
final sale.

CO CHAIR HAWKER noted that he has provided the drafter wth
detailed information on the issue of services that mght be
contenplated [in this legislation]. This is an area in which he
believes this CS needs clarification. He nmentioned that the
val ue- added transportation in an ultinmate process is sonething
that would clearly be delineated as opposed to transportation as
a service in and of itself.

Nunber 4437

REPRESENTATI VE WLSON recalled the conmttee's discussion at a
previ ous hearing about a salad. She explained that the finished

product is the salad a custoner pays for and eats. Al the
ingredients aren't finished products and aren't sold as such
until all mxed [to form the sal ad]. She |ikened the salad to

the fish that travels from place to place and is changed, and
the finished product is when the fish is purchased in the store.

REPRESENTATI VE GRUENBERG identified Alaska as the beginning
point of the "salad," the place of primary extraction for oil,
gas, and fish. The aforenentioned itens are consuned outside.

However, he said he understood [the provision on page 15, lines
11-30] to tax only the salads eaten in Al aska. However,
shouldn't [the objective be] to tax the salads eaten in New
York, he asked. [If the tax was inposed at the beginning of the

process, it would be added to the price in New York. Therefore,
New Yor kers woul d be taxed rather than Al askans.

CO CHAIR WH TAKER announced that such is a policy decision and
that broader policy discussion wll be addressed as the
commttee works its way through the process. However, today the
commttee will continue to get the explanation of the CS before
it and any concerns will be addressed [at a |ater hearing].

TAPE 03-26, SIDE B
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Number 0703

REPRESENTATI VE MOSES returned to the discussion of the situation
of the tender transporting the fish to the airport. He pointed
out that many mnunicipalities have tax on the fish ticket. He
asked if that would be exenpt.

MR. PERSILY surm sed that the question is whether there would be
a tax on a tax to which he responded no. Furthernore, there
would be no tax on the sale of the raw fish to the tender
because that isn't the final sale, it would be considered a sale
for resale.

REPRESENTATI VE MOSES asked if the above would supercede the
municipality's ability to tax that [raw] fish

MR. PERSILY replied no, adding that the nunicipality could stil
charge the raw fish tax.

MR. PERSILY returned to review of the CS by directing attention
to page 15, lines 11-30.

Nunber 4521

M5. WLSON said this provision is about exporting. She agreed
that this provision probably needs sone clarification.

MR. PERSILY specified that the intent of the provision is that
there is an exenption for those selling services out-of-state.
M. Persily continued with page 15, line 31 through page 16,
line 9, regarding the exenption for property used for | easing.

M5. WLSON said that this provision is basically the exanple of
the car being |eased. In this case, if the car deal er brought
up the car from Seattle, Washington, and subsequently | eased the
car, that wouldn't be a use subject to the use tax.

Number 4429

MR. PERSILY turned to page 16, lines 10-12, which would give
credit for taxes paid in another state for goods.

M5. WLSON explained that if one purchases a car in Seattle
Washi ngton, and pays the sales tax in Seattle and brings the car
to Alaska, the Al askan tax would only apply above what was paid
in Seattle. Therefore, there would be a credit and the consuner
woul dn't pay the sales tax tw ce.
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M5. WLSQON, in speaking to the provision on page 16, lines 13-
20, explained it as follows:

The direct pay permt is a situation where a conpany
woul d be expected to purchase a lot of things tax
exenpt and a lot of things that probably should be

t axabl e. For exanple, say a manufacturing concern.
what typically happens is if that conpany is big
enough - and we would set up sone criteria - but for

exanpl e, they have to have an accounting system robust
enough to accrue their own use tax. W basically put
the onus then on that conpany to report their own tax.
And so we issue the conpany a permt based on
criteria. That's how that works. And then they woul d
buy all of their goods and services, tax off. They
woul d accrue their own tax and pay it just Ilike
retail ers woul d.

M5. WLSON noved on to the provision on page 16, line 21 through
page 17, line 4, which is a sale for resale. This provision
requires sellers be registered so that they could purchase
inventory w thout paying the tax.

REPRESENTATIVE WLSON returned to the direct pay permt and
inquired as to how the state tracks this.

M5. WLSON answered that such would be the subject of an audit.
In a manufacturing situation, the sellers wouldn't have to
determ ne what was directly used in the manufacturing process;
the onus on manufacturing concern. Therefore, it would then be
up to the Departnment of Revenue to audit that concern on a
regul ar basi s, simlar to audi ting retailers. The
aforenentioned is why criteria is specified.

COCHAIR HAWKER noted he anticipates further <clarifications
regarding the issues of collection, remttance permts, resale
exit certificates, and exenption certificates.

Nunber 3959

MR. PERSILY pointed out that page 17, lines 5-23, addresses
permt applications from businesses so that the state knows who
is in the business of sales and services in Al aska. The

provision specifies that if the business has a nunber of
| ocations, the application my specify nmnultiple |ocations.
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Furthernmore, this provision recognizes that there could be
pl ace(s) of business or offices that have vending machines in

multiple locations [which is of no consequence]. Page 17, line
24 through page 18, line 7, deals wth the revocation or
suspension of a seller's permt. This provision sets out

opportunities for hearings under the Admnistrative Procedure
Act (APA) and [rules regarding the] enforcenent of soneone in
nonconpl i ance.

M5. WLSON, in speaking to page 18, l|ines 8-20, explained that
it inposes a penalty for sonmeone who inproperly wuses an
exenption certificate. For exanple, soneone in business obtains
a seller's permt, establishes an exenption certificate, and
then goes out of business on June 30th while continuing to use
the exenption certificate to purchase goods for resale for the
remai nder of the year, although the business is no longer in
busi ness.

MR. PERSILY highlighted that the penalty payable to the state
would be $100 or 100 percent of the tax due, whichever is
greater.

REPRESENTATI VE WLSON remarked that doesn't nmake sense. | f
soneone is doing sonething illegal, the individual [conpany]
shoul d be puni shed. However, this nmerely requires that the tax
be paid. She enphasized her belief that a penalty should be
i nposed.

M5. WLSON returned to the provision dealing with the penalty
for the inproper use of an exenption certificate. She clarified
that the 100 percent of the tax isn't just recouping the tax
rather it's a penalty on top of the tax. "It just neasures the
penalty,"” she specifi ed.

Nunber 3713

M5. WLSON continued with page 18, lines 21-28, and related that
this provision deals with comm ngling of honbgenous products.

MR. PERSILY noved on to page 18, line 29 through page 19, line
15, which addresses the departnent's ability to require a
retailer who doesn't maintain a place of business in the state
to furnish security for the paynent of taxes. Therefore, there
would be sonmething to go after, if an out-of-state business
doesn't pay its taxes. Furthernore, the provision inposes a
penal ty over and above the tax due.
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REPRESENTATI VE WLSON inquired as to the definition of fungible
goods, which is nentioned on page 18, |ine 23.

M5. WLSON responded that as the legislation is witten there is
no specific definition for fungible, although she guessed that
there is probably a definition [already] in |aw

REPRESENTATI VE GRUENBERG recalled that [fungible] is a term
that's used in the uniformcomercial code.

Nunmber 3416

MR. PERSILY noved on to page 19, lines 16-18, which requires
sonmeone engaged in transportation shall register and pay the
t axes. In response to Co-Chair Witaker, M. Persily specified

that this legislation requires a separate registry, beyond a
business license, with the Departnent of Revenue for a seller's
permt. He noted that there is no charge for that seller's
permt.

REPRESENTATI VE RCOKEBERG related his understanding that any
activity engaged in the transportation of goods, such as UPS
woul d be a taxable event in Al aska. However, the transshipnent
of any goods and redistribution would be exenpt, he presuned.

MR. PERSILY said that was his wunderstanding of what the
commttee wants, although it isn't clear in the |egislation.
Therefore, there would be no sales tax on goods passing through
the state. In further response, M. Persily specified that his
assunption is that the commttee doesn't want to inpose a sales
tax on the services [enabling goods to pass through the state].

CO CHAI R HAWKER remarked that he believes the above is already
addressed in the distinctions between intrastate and interstate.
He noted that it needs major clarification.

Nunber 3131

REPRESENTATI VE SEATON used the exanple of a gallon of mlk in
the Bush and asked if the transportation of the mlk to the
comunity is taxed as a sales tax and the increased val ue [cost]
of mlk in the village is also taxed at the 2 percent.

CO CHAI R WHI TAKER responded in the affirmative.

REPRESENTATIVE WLSON turned to businesses such as Federa
Express for which there is no tax, only a charge for that
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[transportation] service. She inquired as to how that would
work with the sales tax.

COCHAIR WH TAKER clarified that intrastate would be taxed.
It's a transportation service, he said. There would be [no tax]
on the U S. Post Ofice.

Number 3017

M5. WLSON noved on to page 19, lines 19-25, which allows a
retailer to use an accrual basis method of accounting on
application to the departnent.

REPRESENTATI VE GRUENBERG recalled that wunder the Interna
Revenue Code, one can nornally chose a cash or accrual basis
wi t hout an application.

M5. WLSON recalled that the Internal Revenue Code specifies
paranmeters about who can use the cash basis. A large
corporation can't use a cash basis, he said.

Number 2916

MR. PERSILY continued with the provision on page 19, line 26
through page 20, line 12, which is another policy call
Currently, the provision specifies that tax returns are to be
filed on a quarterly basis. This provision allows sanpling
nmethods in its audits rather than pulling 100 percent of the
records. On page 20, lines 13-19, if a business is paying taxes

on the accrual basis, the tax paid has to be witten off because
of a bad debt that [business] can deduct on a subsequent tax
paynment to the state. Therefore, the state wouldn't collect
taxes on business that was never received. The provision on
page 20, lines 20-25, would be another policy call in terns of
t he anmount. This provision dictates how nuch the business my
keep from the collections as reinbursenent or parti al
rei nbursenent for the cost of being the tax collector. The
provi sion specifies that anount retained could be 2 percent or
$75 a nonth, whichever is |ess.

M5. WLSON turned to page 20, line 26 through page 21, |ine 14,
which deals with forfeiture of security and sale of the deposit
at auction if the taxpayer is not conplying.

MR. PERSILY addressed page 21, line 15 through page 22, line 6,

what happens when a taxpayer quits or sells the business. The
successor is not liable for the tax due from the seller of the
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business if [the purchaser] provides the departnment with witten
notice of the transaction and acquisition.

M5. WLSON continued with page 22, lines 7-22, and characterized
this as a policy call. She pointed out that subsection (c)
applies to corporate officers, directors, and sharehol ders.

Number 2635

MR. PERSILY pointed out that on page 22, lines 23-25, the
departnment is directed to adopt regulations that are consistent
with the Streamined Sales and Use Tax agreenent. Wth regard

to the definition provision on page 22, line 26 through page 26,
line 1, M. Persily acknow edged that there are probably sone
definitions that are mssing and sone that need to be clarified.
For exanple, on page 24, lines 3-6, the definition of
"manuf acturing” would be one in which the commttee would want
to consider how broad, how tight, and what policy calls to nmake
in this area. He nmentioned that there may be the need for
policy discussion in relation to page 24, line 15 through page
25, line 10.

MR. PERSILY turned to page 26, lines 3-4, which provides an
exenption for the car rental tax. He explained that, assum ng
the car rental tax is adopted, car rentals subject to the car
rental tax aren't subject to the sales and use tax. Section 11
on page 26 is an uncodified |aw of the state specifying that the
departnment is authorized to enter into the Stream ined Sal es and
Use Tax [Act].

VR. PERSILY concluded wth the effective dates of the
| egi sl ati on. He specified that the sales tax would take effect
January 1, 2004, while the notor fuel tax takes effect July 1,
2003. The vehicle rental exenption, Section 14, only goes into
effect if the vehicle rental tax passes.

Nunber 2334

REPRESENTATI VE ROKEBERG noted that he has provided commttee
staff with an anmendnent.

COCHAIR WH TAKER announced that tonorrow would be the
appropriate tine to bring forward anendnents and concerns.

REPRESENTATI VE ROKEBERG explained that the anmendnent is such

that if the natural resource inconme increases above 110 percent,
then there would be an inverse reduction in any statew de tax.
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CO CHAIR WHI TAKER surmi sed that under Representative Rokeberg's
anendnent the tax woul d be i ndexed to natural resource revenue.

REPRESENTATI VE WEYHRAUCH noted that he passed out a nunber of
amendnents to the commttee yesterday. He nmentioned that he
wanted to refine the handwitten anmendnent.

Nunber 2052

CO CHAI R WHI TAKER announced that tonorrow as there are ongoing
di scussions and rewites, the commttee's input wll be put in
the rewites. Therefore, there will be a CS, which is subject

to anendnent by any commttee nenber.
[HB 293 was hel d over]

ADJ OQURNMENT

There being no further business before the commttee, the House
Special Commttee on Ways and Means neeting was adjourned at
8:18 a.m
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