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POSI TI ON STATEMENT: Answer ed questions on HB 293.
ACTI ON NARRATI VE

TAPE 03-27, SIDE A

Number 0001

CO- CHAIR JI M WHI TAKER cal | ed the House Special Conmittee on Ways
and Means neeting to order at 8:50 a.m Represent ati ves
Wi t aker, Kohring, Wyhrauch, WIson, G uenberg, and Mses were
present at the call to order. Representative Heinze arrived as
the neeting was in progress. Representatives (Ogg, Seaton, and

Cissna were also in attendance

HB 293- STATE SALES AND USE TAX

CO CHAIR WH TAKER announced that the only order of business
would be the continuation of the discussion of HOUSE BILL NO
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293, "An Act levying and collecting a state sales and use tax;
and providing for an effective date.”

COCHAIR WH TAKER rem nded the commttee that the purpose of
this conmttee is to deal with the state's fiscal situation.
The commttee has previously discussed two conponents of the
pl an/ approach that the commttee believes could effectively deal
with providing a long-term framework of fiscal stability for the
state. Those two conponents have manifested through HIR 9, a
cost control nechanism and HIR 26, a provision allowing for
sonme use of the permanent fund. Bot h resolutions have passed
from this commttee, and if approved by two-thirds of both
houses of the legislature, the measures wll go before the
voters Novenber 2004. The legislation before the conmttee
today, HB 293, is the third conponent. Al t hough the commttee
substitute before the commttee isn't valid, it is the only CS
the commttee has. Therefore, Co-Chair Witaker requested that
the commttee not discuss the CS and its particulars. The
purpose of today's neeting is to help Co-Chair Hawker continue
to make inprovenents to this legislation by discussing the
| egislation in broad terns, he said.

Nunber 0442

LARRY PERSILY, Deputy Comm ssioner, Ofice of the Comm ssioner

Department of Revenue, offered to answer any questions and
perform any research necessary to facilitate this process. He
informed the commttee that at this point he would say that sone
of the key issues with this legislation deal with transportation

services, especially as related to fish. Anot her key issue is
caps and how special municipal taxes would work [with this
proposed sales tax]. Furthernore, there has been sone re-
thinking of sonme of the adm nistrative issues. For exanpl e,

al though the easiest thing for businesses is quarterly paynents,
it presents a cash flow issue for the state and nunicipalities.
Therefore, review of staggered quarterly paynents is occurring.

Number 0804

REPRESENTATI VE WEYHRAUCH expressed his hope to be able to
di scuss anendnents.

CO CHAIR WH TAKER announced that specific anendnents wll be
entertai ned for discussion, but not adoption. If the anendnents
can't be worked into the CS, all nenbers wll have the

opportunity to bring forward specific anendnments on Mnday when
he hoped HB 293 woul d be reported fromthis conmttee.
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REPRESENTATI VE WEYHRAUCH informed everyone that one of his
anmendnents would strip this legislation and insert three
sections in which one section wll specify that the state wll
inpose a 3 percent sales and use tax in the state. Section 2
woul d specify that the Departnment [of Revenue] shall pronul gate
regul ations inplenenting Section 1. Section 3 would specify
that there would be no prohibition against a community already
collecting a sales and use tax to continue to do so.

REPRESENTATI VE WEYHRAUCH remarked that HB 293 is conplex and is
difficult for the public to wunderstand, and it's even nore
difficult to interpret what the departnent has presented to the
commttee in order to sell this tax to the public. Therefore

the above suggestion proposes a sinple sales tax plan as a
matter of policy. This suggestion would achieve the
adm nistration's goal, fill a fiscal neasure, and insulate the
| egislature from the hoards of |obbyists [lobbying] for
exenpti ons.

COCHAIR WH TAKER agreed that Representative Wyhrauch's
suggestion is a "good, clean" approach. However, he expressed
concern that the conplex discussions that have been occurring
regarding HB 293 are the sanme discussions that the departnent
would have to enter into if Representative Weyhrauch's
suggestion was adopt ed.

Number 1118

REPRESENTATI VE OGG remarked that he liked the sinplicity of the
3 percent. However, he surm sed that Representative Wyhrauch's
suggestion would establish a state bureaucracy that would
collect a sales tax statewde while at the sane tine have
muni cipalities collecting a sales tax within their jurisdiction.
Ther ef ore, businesses would have to collect a city sales tax and
a state sales tax and thus send noney two different ways under
two different enforcement entities. The aforenmentioned is
clearer in HB 293 than in Representative Wyhrauch's suggesti on.

REPRESENTATI VE WEYHRAUCH remar ked that there is no doubt that HB
293 will require a bureaucratic increase. The shift in the
anmendnent woul dn't do anything that HB 293 doesn't already do.
"You're going to have a conplex bill that is going to have to be
adm nistered, interpreted, and applied by the bureaucracy,” he
sai d. This conmttee is taking the role of an admnistrative
official by going through all the policy choices, which is what
woul d happen if the bureaucracy was faced with the process of
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i npl enenting statute that is extrenmely conplex and new. He

noted that under his proposal the bureaucracy would still have
to inpose all the federal exenptions that presently exist.
Representative Weyhrauch stated, "I just think that we have such

a huge task in front of us in inplenenting the statew de sales
tax policy that we don't have the tools, the tinme, or the
equi pnent nor do we have the wherewithal to say no to every
bureaucrat or every |obbyist that's going to cone in here and
want their special deal worked out." Therefore, he enphasized
the need to establish a strong policy and instruct the state to
i npl enent it.

Number 1545

REPRESENTATIVE WLSON asked if |[Representative Wyhrauch's
anendnent] is basically saying that the bureaucrats have to
decide the exenptions and the legislature would set a goal for
themto neet.

REPRESENTATI VE WEYHRAUCH expl ained that the 3 percent sales and
use tax would specify that the state wants 3 percent on sales

and use services in the state. Such a proposal nerely
i npl ements a revenue collection procedure as part of the general
revenue schenme that helps fill the fiscal gap. He characterized

the sales and use tax as an approach. No dollar value would be
established, it's nerely a matter of collection, he said.

REPRESENTATI VE W LSON pointed out that the [bureaucrats] could
create enough exenptions that collections could be small, and
therefore she said they woul d need sone sort of guidance.

Nunber 1748

REPRESENTATI VE HEINZE comented that she liked the goal of
Representati ve Weyhrauch's anendnent. However, l|egislators are
elected by the public to inplenent policy and his suggestion
would place their job on the [departnent's] shoul ders. She
enphasi zed that she is here for her constituents.

REPRESENTATI VE CGRUENBERG said this sales tax is equivalent to
witing an incone tax code. To do such in a couple of days,
wi thout taking it to the people to find out what they want,
W thout carefully studying each section of the |egislation, and
without a true tax academc, isn't good public policy.
Representative Guenberg stated that he wanted to solve the
state's fiscal crisis, and therefore a variety of |egislation
nmust be revi ewed. He stressed the need to take a plan to the
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people and to have experts lay out the ramfications of such a
tax. Each section of HB 293 will have an econom c inpact on the
state. Wth regard to his suggestion yesterday regarding
inposing the tax on the goods that nove outside Al aska,
Representative Gruenberg said that he didn't want to make Al aska
| ess conpetitive in the market place. He encouraged this
commttee to do what it should while not rushing to judgnent.

Nunber 2149

REPRESENTATI VE WEYHRAUCH remarked that HB 293 will live or die
in regard to its political wei ght in the legislature

Furthernore, Representative Wyhrauch stressed that he becane a
| egislator to nmke sone decisions. "The tinme is now " he
stressed. Representati ve Wyhrauch said that he is willing to
make hard and tough decisions, but the revenue system in this
state has to be fixed. Moreover, |legislation that devel ops
revenues and resources have to be passed. Therefore, he is

of fering anendnents to be voted up or down.

REPRESENTATI VE W LSON agreed that the l|egislature has to nake
sonme tough decisions now, if possible. She indicated that
W thout some action this year, next year wll be horrible.
However, she reiterated her need to fight for her constituents
in order to make it the least painful for them

Number 2431

REPRESENTATI VE SEATON pointed out that nost of the testinony and
i nput he has heard has been from nmunicipalities and cities. The
beauty of Representative Wyhrauch's proposal is that the state
will have the 3 percent sales tax without interfering with the
caps or exenptions in the nunicipalities. Representati ve
Weyhrauch' s proposal cures many probl ens, he said.

Nunmber 2729

COCHAIR WH TAKER directed the conmttee discussion to the
nerits of a seasonal sales tax for which the percentage would
fluctuate.

REPRESENTATI VE WEYHRAUCH comented that the concept of a
seasonal sales tax is great because of the fluctuation of people

comng into Alaska in the sumrer. However, he indicated that
the layer of conplexity with a seasonal sales tax is of concern
Representati ve Weyhrauch said, "So, |'m opposed to this seasona
sales tax." Furthernore, he expressed his dislike of people
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maki ng purchasing decisions based on the weather. He also
expressed the need for there to be a connection between
consunption and use and the peopl e.

CO- CHAIR  VH TAKER, upon heari ng no di sagr eenent W th
Representati ve Wyhrauch's comments on the seasonal sales tax,
announced that those thoughts could be relayed to Co-Chair
Hawker for the next CS.

Nunmber 2935

REPRESENTATIVE HEINZE related that across the state she 1is
hearing from her colleagues and constituents that they want an
income tax rather than a sales tax. "Can we not discuss that,"
she asked.

CO CHAIR WHI TAKER said that he wanted to give as nuch | eeway as
possi bl e. However, he suggested conpleting the discussion on
the 3 percent flat sales tax as opposed to the seasonal sales
tax before entering into a discussion on the option of an incone
t ax.

REPRESENTATI VE GRUENBERG inquired as to the ramfications of
both the flat 3 percent sales tax versus the seasonal sales tax.
Which tax will make nore noney for the state, he asked.

MR. PERSILY predicted that the seasonal sales tax would probably
make a little nore noney for the state because there would be a
higher rate during a period of the year when there's nore
econonmic activity. However, in the context of a $400-%$700
mllion budget gap, the difference in the two proposals woul dn't
be so significant. He estimated that there would be a $10-$20
mllion difference between the 3 percent sales tax and the
seasonal sal es tax.

REPRESENTATI VE CGRUENBERG inquired as to how nmuch Al askan
residents will pay as opposed to non- Al askan residents under the
two different proposals.

MR. PERSILY answered that for a general sales and use sales tax,
the departnment estimates that nonresidents would pay about 10
percent with a reasonable margin of error. Under the seasonal
tax proposal, the 10 percent paid by nonresidents would increase
to 12 percent of the annual total. M. Persily specified that
the nonresident portion on the seasonal tax wouldn't double or
even increase above 15 percent of the total. He pointed out
that although there is nore economc activity in the sunmer
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nonths from nonresidents, itens such as airplane tickets and
cruise ship travel can't have a sales tax. Therefore, the
additional revenue from nonresidents would conme from hotels,
restaurants, and [retail purchases].

MR. PERSILY, in further response to Representative G uenberg,
informed the commttee that the original concept of a 3 percent
sales tax with sonme reasonable exenptions, a broader definition
of manufacturing, and no tax on the equipnment used in oil and
gas production was estinmated to generate $330 mllion. The CS,
with its tight definition of manufacturing that would inpose the

sales and use tax on oil and gas equipnent, would generate
closer to $400 mllion. Under the original concept that would
generate $330 mllion. Therefore, a nonresident estimate of 10

percent would result in a contribution of $33 mllion [from
nonresi dents] while a 14 percent nonresident [estimte] would
result in a contribution of about $45 mllion or so.

REPRESENTATI VE HEINZE noted that often people say that the
tourism dollars don't go into the general fund. However, wth
this tax, tourism dollars would be directly deposited into the
general fund.

MR. PERSILY clarified that all sales tax collections would be
deposited into the general fund regardless of who paid it.
Therefore, a sales tax would collect sonme general tax from sone
nonr esi dent s.

REPRESENTATI VE HEI NZE surm sed then that the tourism [industry]
can say that it's putting noney in the general fund.

MR. PERSILY remarked, "It just neans they'd cone to you and ask
for nore appropriations for tourism marketing."

REPRESENTATI VE HEI NZE said that she looks to M. Persily to
answer questions, however she realized that she doesn't know
much about him

MR. PERSILY informed the conmittee that he has been in Al aska 27
years and has run his own [newspaper] business two different
tinmes. He noted that the newspaper [business] brought him to
Al aska. He nentioned that he has lived in Wangell and Juneau

and has worked for the Anchorage Tines. About six years ago he
noved to the Departnent of Revenue. He also noted that he did a
stint as an investigator with the State Orbudsman's O fi ce.
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MR. PERSILY explained that he woirks wth the departnent's
research and anal ysis section, econom sts, and the tax division.
He informed the commttee that during his six years with the
departnment he has attended semnars and training classes on
stream ined sales tax, sales tax, and incone tax as well as
hel ping draft and wite the revenue forecast for six years.
Furthernore, he has worked with the |egislature on tax prograns
for six years. M. Persily said he wouldn't try to pass hinself
off as an expert, but he felt know edgeable to assist the
| egislature as it creates a tax policy.

Number 3918
REPRESENTATI VE WEYHRAUCH hi ghlighted that the state wll spend

noney on this program through the enforcenent, collection, and
adm nistration of it as well as any overhead costs that arise.

MR, PERSILY stated that [the departnent] has done a |lot of
anal ysis regarding the cost of collection.

REPRESENTATI VE GRUENBERG related his wunderstanding that a

seasonal tax woul d generate about $10 million nore than a flat 3
percent tax. He also wunderstood M. Persily to say that
nonresi dents would pay about 2 ©percent. Representati ve

G uenberg said that information doesn't logically follow because
under the seasonal tax, Alaskans would pay nore, which he
interpreted to nean they purchase nore in the sumrer. However,
Representative G uenberg thought exactly the opposite mght be
true. For exanple, winter clothing costs nore. Represent ati ve
Gruenberg related his thought that a $10 nillion difference
woul d be nade up by tourists.

MR. PERSILY pointed out that there is only one research person
in the Tax D vision. Therefore, there isn't an exhaustive set

of answers. However, the departnment's best guess is that a
seasonal tax would probably gain $10-$20 nmillion each year in
addi tional revenue. The nonresidents could increase from 10
percent to 12-15 percent, and therefore a nonresident increase
of 2 percent would amount to $6 nmillion or so and 5 percent
would result in an additional $15 mllion and thus nonresidents
could pay $6-%$15 nmillion nore. The total additional revenue
could be $10-$20 [million]. M. Persily noted that there is

sone increased spending by residents during those six [sunmer]
nont hs.

REPRESENTATI VE GRUENBERG hi ghlighted that people often talk in
terms of nonresidents paying nore. However, upon further
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contenpl ation, [the general public] is really going to question
whether they will have to pay nore. Representati ve G uenberg
related his wunderstanding that wunder the seasonal proposal,
Al askan residents will pay nore.

MR, PERSILY reiterated that it's the departnent's best guess
that residents pay a little nore in the summer than in [the

wi nter nmonths]. Therefore, it's true that residents would pay a
bit nore in sales tax [under the seasonal tax proposal], but in
the context of the $330 million it will be a very small anount.

He acknow edged that it could be due to the increased economc
activity by residents in the sumer.

REPRESENTATI VE W LSON comrented that she believes M. Persily is
very capable of advising the legislature in this situation.
Representative Wlson informed the conmittee that when he was a

reporter he followed the |egislature closely. Furthernore, M.
Persily acconpanied legislators during the statew de tour of
the fiscal policy caucus. M. Persily is very good at what he

does, she sai d.
Number 4507

REPRESENTATI VE OGG turned to the seasonal sales tax in terms of
communities that have an existing sales tax of say 6 percent.
He pointed out that in the sumertine, the state cherry picks
out of that community's share of the sales tax because over tine
that 4 percent would cone off the cap. Therefore, a 6 percent
sales tax with the additional 2 percent seasonal state sales tax
would, in the winter, result in [the comunity] obtaining its
full 6 percent while in the sumrer [the community] would only
obtain 4 percent of the local sales tax and that 2 percent would
go to the state. He pointed out that in the coastal conmunities
many expenditures revolve around the fishing season when people
are purchasing large anmobunts of groceries to take to their fish
canp. Per haps these [residents] are purchasing gear during the
summer [when, due to use, things need to be replaced]. Wth the
aforenentioned in mnd, he suggested that the 3 percent sales
tax across the board [would be appropriate] because it would be
consistent for the local community and the state.

REPRESENTATI VE HEI NZE commented that there are a |ot of
busi nesses related to tourismthat conme to Al aska.

TAPE 03-27, SIDE B
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REPRESENTATI VE HEI NZE continued, "I find this, it just seens
backwar ds. "

MR. PERSILY said in reviewng the seasonal sales tax one nust
keep in mnd that there aren't nunbers from Anchorage and
Fai r banks because those communities don't have a [local] sales
t ax. In reviewwng the comunities that do have a year round
sales tax, there is increased activity in the sumrer nonths.
However, permanent fund dividend spending and Christmas spendi ng
conme close to balancing it out; the increased sumrer spending
isn't an overwhelnmng increase that one may have initially
assuned.

REPRESENTATI VE HEINZE recalled M. Persily's coment that the
difference wouldn't be significant, perhaps $10-$20 nillion
nore. However, that is significant.

MR, PERSILY clarified that he neant that it wasn't significant
in conparison to the $300 nmillion or so total and a $600-$700
mllion gap. He agreed that in the context of requests for
funds, [$10-$20 mllion] is real nobney.

Nunber 4531

CO CHAI R WHI TAKER hi ghlighted the inportance in renenbering that
a seasonal tax is a base tax that is increased in the sumrer;

the seasonal tax is year round, the rate nerely changes. The
best educated guess M. Persily can provide the conmittee is a
range of possibility not a range of probability. Co- Chai r

Whi t aker acknow edged that if tens of thousands or hundreds of
thousands of dollars were spent to wuncover the range of
probabilities rather than possibilities, the nunber mght be a
little closer than M. Persily's best guess, but probably not.

MR. PERSILY clarified that his best guess regarding the
differential between the seasonal tax and the 3 percent flat tax
is $10-%$20 million additional [revenue from the seasonal tax],
dependi ng upon the exenptions.

CO- CHAIR WHI TAKER inquired as to the commttee's stance on the
conceptual proposal, the seasonal tax versus the 3 percent flat
t ax.

REPRESENTATI VE HEI NZE stated her preference for the seasonal
sal es tax.
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REPRESENTATI VE W LSON expressed the need for the commttee to
know its goal. She related that the governor's goal is to
obtain the nost funds from the tourists. If that's the goal
then the seasonal tax is what could be done. However, she said
she didn't like the seasonal sales tax because her constituents
say it wll be a nightmare to inplenent. She said that the 3
percent sales tax would be easier to inplenent.

REPRESENTATI VE HEI NZE related that she is on this conmmttee to
cl ose the fiscal gap.

CO CHAIR WHI TAKER agreed that closing the fiscal gap is the goa
of the commttee.

Number 3928

REPRESENTATI VE OGG said that there are several goals, the main
being to close the fiscal gap. Still, [closing the fiscal gap]
needs to be fair to the citizens of Alaska as well as sinple
However, the seasonal sales tax isn't sinple, he remarked.
Representative Ogg announced that he favors an incone tax, it's
si npl e. He also announced that he favors Representative
Weyhrauch's year round 3 percent sal es tax.

REPRESENTATI VE GRUENBERG turned to tourists and pointed out that
tourists don't have a choice of when to cone to Al aska.
However, Al askans, to sone extent, have a choice when to buy.
Representati ve Gruenberg suggested that under the seasonal tax,
people will time their purchases to take advantage of the |ower
tax rate. Wth a seasonal tax, nerchants' selling habits and
Al askans' buying habits will adjust.

REPRESENTATI VE WEYHRAUCH stressed that this seasonal proposal is
going to be a tool for balancing the budget on people in the
State of Al aska. He suggested that when nore noney is necessary
the dates of the seasons will be changed to capture additional
noney. He further stressed the need to have a set sales tax.

REPRESENTATI VE HEI NZE noted her partial agreenment, and expressed
the hope that the legislature is "bigger than that." She
related her belief that if the public was presented with [the
seasonal tax] and switching the forns fromwnter to summer and
knew that $10-$20 mllion could be used to fund public school
buses or the university, they would step up to the plate.

REPRESENTATI VE WLSON comrented, "And | can understand soneone
from Anchorage saying that just because she doesn't have to
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worry about all the sales tax and all the ramfications in her
town already."” She reiterated her belief that the 3 percent
year round sales tax is sinpler and healthier for the
communities in Southeast Al aska.

Nunmber 3360

REPRESENTATI VE KOHRI NG announced that he doesn't support either
pr oposal . He noted his agreenent with the comments regarding
the fact that the sales tax would be punitive on those
communities that already have a sal es tax. He rmaintai ned that
spendi ng reductions should be reviewed and he offered to suggest
where the cuts could be achieved. In regard to what should be

done to close the fiscal gap, Representative Kohring said:
"Tourism fisheries, agriculture, public television, radio,
(indisc.), AIDEA [Al aska Industrial Developnent and Export
Aut hority], we can give the admnistration unallocated cuts. W
can say you cut $100 mllion, we'll cut $100 mllion, let's
approach this froma partnership perspective."”

CO CHAIR WH TAKER said that the nessage he is going to take to
Co-Chair Hawker is that there is a slight leaning toward a
sinplification of the approach. Co-Chair Witaker noted that he
is nore in favor of a flat 3 percent tax.

Number 3020

REPRESENTATI VE MOSES remarked, "I think we're barking up the
wong tree." Although there is a need to do sonething about the
fiscal gap, it has been proven that "this" should be the |ast
met hod. If revenue sharing is cut while local governnments

continue to face mandates [by the state], then [the statew de
sales tax] is the worst thing that could be done to the [ ocal
governnments at this tine. For sonme nunicipalities, the sales
t ax is the only method available to raise revenue.
Representative Mses suggested that the commttee wake up and
realize what is being done to the |ocal governnents, especially
when the legislature encourages the formation of | ocal
governments as a nethod of solving some of the problens in the
Bush. He enphasized that the state has other ways to raise
revenue that the municipalities don't. Therefore, if nethods to
raise revenue at the local Ilevel are taken away, then other
met hods to raise revenue should be made avail abl e. However, it
appears that the [legislature] doesn't have the "guts" to use
some of those nethods to raise revenue, whether it is the incone
tax or resource tax or permanent fund noney. Represent ati ve
Moses concluded, "The tine is long overdue and now we try to
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underm ne our |ocal governnents. And | think it's absolutely
wr ong. "

Nunber 2804

CO- CHAI R WHI TAKER announced that the conmttee could discuss the
i ncome tax versus a sales tax for the next 10 m nutes.

REPRESENTATI VE HEI NZE reiterated that her constituents prefer an
incone tax, which she views as fairer to those at the | ower
i ncone | evel s.

REPRESENTATI VE W LSON stated her belief that a [statew de] sales
tax is the wong way to go while an incone tax is fairer. Wth
an inconme tax, the economc inpact on the state would be I|ess
than under a [statew de] sales tax. Furthernore, an incone tax
can be deducted fromthe federal inconme tax and thus the federa
governnment would be paying part of it. Mor eover, nonresidents
woul d pay a larger portion than under the [statew de] sales tax.
She infornmed the commttee that under an incone tax nonresidents
woul d pay from 22-25 percent as opposed to the 7-10 percent
under a [statew de] sales tax. Al so, [an inconme tax] would be
easier for the people of Alaska. Representative WIlson referred
to separate studies from the University of Al aska Institute of
Social and Economic Research and the Alaska Departnment of
Revenue. The university study specified that a sales tax paid
by nonresidents [generated] 7 percent [of the total revenue
generated by that sales tax] while wunder the incone tax
nonresi dents contributed 25 percent. The departnental study
rel ates that nonresident portions under the sales tax would be
about 10 percent while wunder the inconme tax [nonresident
portions] would be about 22 percent. Furthernore, an incone tax
woul d have |ess bureaucracy at the state |evel. If an incone
tax was inplenented, Representative WIson suggested that it be
adjusted to one's federal adjusted incone. The | ocal option of
a sales tax is inportant to communities, and a [statew de] sales

tax wouldn't pronote econom c devel opnent. The incone tax is
easier and allows nore noney at the local level to fund services
at the local Ievel. The burden of a [statewide] sales tax is

felt nore by |ower incone people than an incone tax under which
a percentage is paid based on the individual's incone.
Representative WIlson highlighted that the Al aska Minici pal
League is opposed to the [statew de] sales tax and therefore the
majority of the cities are opposed. Furthernore, an incone tax
is fairer for senior citizens. Representative WIlson said a
[statewi de] sales tax isn't fair to everyone in the state and
| egi slators, although they certainly represent their districts,
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must also think of the state as a whol e. Representative W1 son
concluded by saying that an inconme tax is the easiest, nost
popul ar, and cheapest choice and thus it's the right choice.

Number 2208
REPRESENTATI VE OGG indicated that he agrees with Representative

Wlson's cooments. Representative Ogg recalled that nost of the
testinmony the conmttee has heard has been in opposition to the

[statew de] sales tax. Only the netropolitan areas have said
that they want the sales tax while the other communities want an
i ncome tax. Representative (Ogg announced that he favors an

i ncome tax, although he recognized that the |egislature works by
majority.

REPRESENTATI VE GRUENBERG specified that he isn't taking a
position on the incone tax, but he is taking a position on
fai rness. Representative G uenberg echoed previous conments
that it's not fair to only consider one alternative. There
needs to be a broad approach with hearings and the official
consideration of various types of legislation. By only allow ng
a couple of pieces of legislation on the table and not
encouraging people to express their views on all t he
alternatives suggests that the [legislature's] mnd is closed to
certain alternatives.

REPRESENTATI VE KOHRING remarked that an inconme tax nmerely
penal i zes the producers of society. He said he didn't believe
an incone tax would truly aid the econony and encourage econom c
growh. He indicated that raising taxes, particularly an incone
tax, takes nobney out of the private sector and redirects it
toward governnment prograns. Furt hernore, Representative Kohring
said he was philosophically concerned wth placing [tax
receipts] in the general fund and doling it out to various
speci al interest groups.

Nunber 1845

REPRESENTATI VE SEATON noted his agreenent with Representative
Wlson. He reiterated that under an incone tax 20 percent of it
is paid by the federal governnent because it can be witten off
on the federal tax. Furthernore, 17.8 percent of those enpl oyed
in Alaska are nonresidents and [under an incone tax] those
peopl e would pay the tax, which wouldn't include fishernmen who

are paid on 1099s. Furthernore, an incone tax seens to be
cheaper to collect and there wouldn't be the enforcenent
probl ens t hat exi st under a [ st at ewi de] sal es t ax.
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Representative Seaton pointed out that the [statew de sal es tax]
woul d be an additional burden on businesses that wouldn't exist
under the incone tax. Representati ve Seaton also pointed out
that his district al nost unani nously would prefer an incone tax.

Nunber 1648

REPRESENTATI VE HEI NZE suggested that the commttee think about
the fact that [not inposing] the seasonal tax would nmean wal ki ng
away from $20 mllion. Wth regard to the incone tax,
Representative Heinze inquired as to the nunber of nonresident
workers there are and how rmuch would be generated if those
nonr esi dent workers were taxed.

MR. PERSILY said that the departnent's nunbers are a little |ess
than those of the university. One reason for confusion is that
when the Departnent of Labor & W rkforce Devel opnent (DLWD)
reports nonresident hire each vyear, many of those people
classified as nonresidents are new residents. The DLWD revi ews
the dividend application list and thus many of those it counts
as new residents are really residents who haven't |ived here
|l ong enough to qualify for a dividend. The Departnment of
Revenue would estimate that 6-7 percent of the total wages
earned in Al aska are wages earned by nonresidents, which could

be recouped under an incone tax. In response to Representative
Hei nze, he confirnmed that the above percentage includes workers
on the North Sl ope. That 6-7 percent would anobunt to about

$600-$700 mllion of the $9-$10 billion in total wages earned.

MR. PERSILY returned to the question of how nuch woul d be earned
from a seasonal sales tax versus a flat year round tax. He
pointed out that the assunptions in that nodel assunmed no
el asticity, no change in buying habits. The nodel nerely | ooked
at the current activity and applied a sales tax to it. He
acknow edged that the great unknown is how any tax wll inpact
an individual's purchasing and spendi ng habits.

The conmttee took an at-ease from10:13 a.m to 10:23 a.m

Nunber 1241

REPRESENTATI VE SEATON rel ated his understanding that the figures
M. Persily has been discussing in relation to an incone tax are

based on enployees, which don't include the 1099 self-enployed
fishermen who aren't registered as enployees in the state.
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MR. PERSILY clarified that he is talking in ternms of wages that
are reported. "That is correct,” he said.

REPRESENTATI VE SEATON highlighted that if the inconme was
attached through a 1099 nechanism then the [wages] nunber woul d
change.

Number 1142

REPRESENTATI VE GRUENBERG announced that upon nore reflection he
has reconsidered his position and would be nore in favor of a
flat year round tax.

REPRESENTATI VE HEI NZE announced that she would also like to
change her support to the [year round] flat tax.

REPRESENTATI VE WEYHRAUCH returned to the issue of the incone tax
and said that legislators deal with the form and substance. He
further said that the substance of the problem is dimnished by
dism ssing the form of the tax. As a policy-making body, the
| egi slature shouldn't dimnish the substance of the issue by
sinply dismssing the tax because it my be unpopular.
Therefore, the incone tax nust be on the table for discussion.

CO CHAIR WH TAKER noted that he understands the view of many
menbers of the |egislature. The discussion with regard to the
sales tax in no way inpedes any nenber from introducing an
incone tax bill, which he assumed would be referred to this
committee. Upon such a referral, the commttee could have a
specific discussion on the nmerits of a specific piece of
| egi slation. Co-Chair Whitaker said that he wanted to return to
the sales tax legislation and Representative Wyhrauch's point
regardi ng the inplenmentation of regul ations.

Nunber 0824

REPRESENTATI VE WEYHRAUCH reiterated his suggestion to gut the CS
and replace it with three sections. Section 1 would sinply be
the inposition of the sales tax, Section 2 would specify that
the departnment would inplenent Section 1 through regulations in
one year, and Section 3 would specify that nothing in this
| egislation prohibits a nunicipality from inposing and
collecting its own sales and use tax. Represent ati ve Weyhrauch
expl ained that under HB 293 the bureaucracy is comng to the
| egi sl ature and requesting the inplementation of the regulations
in the formof statute with all the norass. \Wat started as a
sales tax exenption bill is going to be "Christmas treed" by
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every |obbyist and interest group in the state. The
af orement i oned shoul dn' t be i gnor ed. To t hat end,
Representati ve Weyhrauch noted that he has prepared an anendnent
that included the Municipality of Juneau's exenptions as well as
every profession governed under Title VIII because that's what
is going to happen. The aforementioned is an affront because
the adm nistration has already set the standard. Therefore, he
clarified that he wanted to, as a policy matter, specify that
the legislature has set the policy for a tax and then the
[department] would bring forward the tax in regulation, and if
that tax doesn't conport with the legislature's intent a statute

woul d be passed to nake it clear. Not hing is taken away from
the legislature, as a policy nmatter to deal with a sales tax
i npl enented by the executive branch. The bureaucratic

di scussion would be transferred from this branch of governnent
to the bureaucracy where it began.

REPRESENTATI VE WEYHRAUCH said the |egislature doesn't have the
tools, the inclination, the intelligence, or the ability to dea
wth this conplex issue in this short period of tine.
Therefore, as a policy matter his proposal would express the
need to inplenent it. Ri ght now, Representative Wyhrauch said
he can't explain this to a professor or his children and if it
can't be explained to his children, it isn't worth it as a
policy matter. The people of the state have to be able to
understand it, he stressed.

Number 0357

CO CHAIR WHI TAKER identified that there seens to be different
i ssues that aren't separable: the inplenentation of sales tax
through regulation and the affect t hat wi || have on
muni ci palities.

REPRESENTATI VE WEYHRAUCH expl ained that for those comunities
that have already inplenented a sales and use tax schene, his
[statew de] sales tax proposal would be |layered on top of that
and nothing would prohibit those municipalities frominposing or
collecting the | ocal sales tax.

Number 0220
REPRESENTATIVE OGG remarked that a local sales tax with a

regul atory sales tax, as proposed by Representative Wyhrauch,
don't nmesh. He inquired as to what a nerchant woul d do.
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REPRESENTATI VE WEYHRAUCH said that the nerchant would need to
obtain an opinion letter fromthe [public servants].

REPRESENTATI VE W LSON echoed her earlier comrents that she is
present to ensure that her constituents are taken care of in the
scope of sonething that is fair for everyone. The | egislature
does that when legislators are concerned about their districts.

TAPE 03-28, SIDE A

REPRESENTATI VE W LSON highlighted that |egislators know their
districts and think in terns of inpacts and benefits to their
districts as well as the state while public servants think in
terms of the state [as a whol e].

Number 0132

REPRESENTATI VE GRUENBERG said the question of "who decides" is
one of the issues, specifically in relation to the exenptions.
Representative G uenberg recalled that in 1985-1986, the federal
governnment required states to establish child support guidelines
and a task force was established by Alaska' s governor

Representative G uenberg noted that he, as a legislator, sat on
the task force. Utimately, the legislature was unable to dea

with the problem and by default the Al aska Suprenme Court

pronmul gated Civil Rule 90.3. The legislature passed the
responsibility to another branch of governnment and has never
seized control of that issue again. If the legislature ducks
this issue of the sales tax and passes the responsibility to the
public servants, the legislature will never regain control of
that 1issue either, he predicted. Representative G uenberg

enphasi zed that the issue has to be decided and iif this
| egi sl ature doesn't have the fortitude to do so, perhaps others
should be sitting in the |egislature. Representati ve G uenberg
said that he didn't want to give up the legislature's authority
and responsibility per the constitution.

REPRESENTATI VE HEI NZE comented on the need for nobre experts

She related that she believes she was elected to obtain the best
know edge in order to make the best decisions possible.
Therefore, she doesn't view passing this responsibility to
public servants [as appropriate].

Number 0544

REPRESENTATI VE SEATON  returned to t he I ssue of how
Representative Wyhrauch's proposal could nmesh in those
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comunities that already have a |ocal sales tax. He said this
is done all the tinme when fish are sold. He explained that
there is a fish ticket and 2 percent of the sale is deducted for
the aquaculture tax and 1 percent of the sale is deducted for
the Al aska Seafood Marketing Institute (ASM) tax, and the
processor takes a 3 percent raw fish tax. An existing
muni cipality that has exenptions and caps already includes those
itenms in their calculations and forns, which would remain the
same under Representative Wyhrauch's proposal, and then the
calculation and forns would specify 3 percent of the total
sal es. He opined that it's not that difficult. Furt her nore,
nost of the businesses in the state don't collect sales tax now
A problem does arise if there is the desire to have a unified
collection system in which everything is nelded into one
[ systen] and broken apart |ater.

CO CHAI R WHI TAKER announced his understanding with regard to the
i npl ementation of a sales tax through regulation or |egislation
that it appears the conmttee has reached sone consensus
regarding the need to do this through the |egislative process.
Therefore, he specified that the next issue at hand will be wth
regard to how nunicipalities that already have a sales tax would
be inpacted by a [statew de] sal es tax.

REPRESENTATI VE WEYHRAUCH remarked that the [statew de] sales tax
is sinply overlayed on what a community already does in terns of
the local community's collection and exenptions. If the state
specifies that municipalities can't exenpt certain itens, then
there may be upheaval in those local comunities that may gut
the entire reason for having the sales and use tax in their own
| ocal conmmunity. As a state policy matter, he said he didn't
believe the legislature should dictate what exenptions should
exist in local comunities that already have a sales and use
t ax.

CO CHAI R WHI TAKER surm sed then that Representative Wyhrauch is
suggesting that there be no neshing of the tw taxes and no
override of state policy with regard to exenptions relative to
exi sting | ocal exenptions.

Nunber 1152
REPRESENTATI VE WLSON inquired as to how a local sales tax with

exenptions and the statewi de sales tax would work at the cash
regi ster.
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MR. PERSILY said that a sophisticated cash register and

accounting systemwll be able to handle it whereas sone of the
smal | er businesses will have to use either the two code books in
their head or purchase [a new register]. M. Persily noted that
another nmatter to consider is sourcing requirenments, which is
where the taxable transaction is |ocated. He noted that the
state and nunici pal codes mmy differ on the sourcing
requi renents, which will present serious adm nistrative problens

f or busi nesses.

MR. PERSILY, in response to Co-Chair Whitaker, explained that
the Streamined Sales Tax project is a nationwde effort wth
the intent to sinplify sales tax admnistration nationw de,
particularly in these tinmes of interstate conmerce and Internet
comer ce. States, cities, and counties are finding that they
are losing a lot of noney through interstate comrerce and thus
they are looking for a collective answer. The answer is for the
state and business comunity to cone together and agree on sone
basic rules and go to Congress to change the law. Therefore, in
the case of Alaska, if there was a statewide sales tax, the
state could collect sales tax on Internet sales. |In order to do
the aforementioned, one nust have one admnistration statew de
because businesses don't want to deal with a separate taxing
authority in every city and county.

MR. PERSILY specified that the [Stream ined Sal es Tax Agreenent]
woul d require that the state have centralized adm nistration and
a set of rules and exenptions statewide, applying to al
jurisdictions. Wthout the aforenentioned, the state wouldn't
participate and would relinquish the opportunity to do so.

REPRESENTATI VE HEINZE surmised that if the nunicipalities are
allowed to collect the tax, then Al aska wouldn't be part of the
Streanl i ned Sal es Tax Agreenent project.

Nunmber 1558

REPRESENTATI VE W LSON i nf or med t he conmittee t hat
[ Representative Crawford] has discussed with her what occurred
when the State of Louisiana decided it would collect all the
taxes at the l|ocal |evel. In Louisiana when the local |eve
[took back] the tax collection, 70 percent nore was collected.
Therefore, she ascertained that when the locals collect the tax,
it will be done well because part of the nobney stays in the
| ocality. Representative WIlson related that she favors
allowing the local entities to collect the taxes in those areas
where the local entities are already collecting | ocal taxes.

HOUSE WM COW TTEE -21- May 10, 2003



REPRESENTATI VE SEATON specified that the conmittee is dealing
with two different problens. One problemis that the conmttee
is, in an extrenely short period of tine, trying to craft a
sales tax without totally interfering with all the conmunities
that collect sales tax. Represent ati ve Wyhrauch's suggestion
takes care of the aforenentioned. However, to enter into the
Streamlined Sales Tax Agreenent project [requires] nore tine
[ because] when one tries to coordinate exenptions and overlay
caps there will be nassive upheaval. The aforenentioned coul d
be elim nated under Representative Wyhrauch's suggesti on.

Number 2133

REPRESENTATI VE GRUENBERG sai d that he understood that there are
benefits to streamining the system He suggested that there
must be sonme way to solve these problens and still streamine
t he process.

MR. PERSILY clarified that Representative Wyhrauch's suggestion
wouldn't allow Alaska to join the Streamined Sales Tax
Agreement project. The purpose of the Streamlined Sales Tax
Agreenent project is that it's business friendly, which wouldn't
be the case if a business has to programits cash registers and
accounting system to maintain two sets of tax return books on
the sane transaction. That would be a policy call, he said.

REPRESENTATI VE CGRUENBERG surnmised then that the [l egislature]
has to decide whether to do this in a manner with which the
municipalities can live or the businesses can live. He inquired
as to how this dilemm can be resol ved.

MR. PERSILY suggested that the best way to deal with it is to
take a vote on the best piece of legislation the commttee can
craft. He stressed that he wasn't sure there was a solution
that nmaintained |ocal control over 97 comunities, boroughs, and
muni ci palities that have 97 different tax codes while inposing a
statewi de tax over it all rather than going to just one [tax].

Number 2356

REPRESENTATI VE OGG characterized Representative Wyhrauch's
suggestion as an issue of sovereignty; sovereignty at the |oca
| evel versus that at the state |evel. If the desire is to nove
to the Streanmined Sales Tax Agreenent project, there can't be
two entities with sovereignty over taxation. Representative Ogg
posed a situation in which a young person owns a bait business.
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Under [ Representative Wyhrauch's suggestion], this young
busi ness person would have to determ ne which itens are exenpt
under the local tax and which are exenpt under the state sales
tax. However, under the Streamined Sal es Tax Agreenent project
this young business owner would only have one set of exenptions
that would apply to everything, which Representative Ogg viewed

as sinpler. Representative Ogg identified a second issue in
regard to how one would deal with collection and those nuni ci pa
tax enpl oyees. He asked if [under Streamined Sales Tax

Agreenent project] the collection would be shifted to the state
or wuld the state be allowed to contract wth [|oca
municipalities with existing sales tax structures. He i nforned
the commttee that Wonming has 10 field offices to collect the
[state's] sales tax and these [local collectors] need to be
there to address the problem nentioned by Representative WI son.
Therefore, Representative Ogg expressed the need to include
| anguage in the CS allowing the existing municipalities to act
as agents or the field office on a contractual basis with the
state. Representative Ogg opined that one sovereignty is
necessary to allow [snall businesses] to be good entrepreneurs.

Number 2709

CO CHAI R WHI TAKER hi ghl i ghted that a single sovereignty woul d be
advant ageous, especially if the state is conformng wth a
stream ined national program in the future and sinplifying the
met hod by which the tax is collected and paid. He related his
understanding of Representative Ogg's belief that there is a
mddle ground in which the local collection system could be
conbined with the state program bei ng di scussed.

CO-CHAIR VWH TAKER announced that the commttee would reconvene
tonorrow at 5:00 p. m

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

Special Commttee on Ways and Means neeting was adjourned at
11: 05 a. m
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