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Washington State Tax Structure Study

Committee Meeting Minutes
March 8, 2002

Committee members present: John Beck
Neil Bruce
Dick Conway
Lily Kahng
Jim McIntire
Hugh Spitzer
Debbe Sanders
Gary Strannigan

Committee members absent: Lisa Brown
Jack Cairnes
Bill Gates, Sr.

Welcome, Approval of Minutes

Will Rice welcomed the Committee members.

The minutes of the February 8, 2002, meeting were approved as submitted by the staff.

Will reviewed the meeting handouts.  Committee members were given copies of the Tax
Reference Manual - 2002.

Alternatives Subcommittee

Hugh Spitzer gave an overview of the Alternatives Subcommittee meeting that was held on
February 28, 2002.  The Subcommittee discussed the concept of a value added tax as a
replacement for either the B&O tax and/or the retail sales tax; issues with the current B&O tax
such as pyramiding; some indirect consequences of taxation; and a general overview of property
tax.  Hugh said the Subcommittee is working on a packet of ideas to bring to the Committee in a
few months.

Discussion on Elasticity, Stability and Adequacy

Hugh asked the Committee to consider what they think are the most important problems related
to elasticity, stability, and adequacy that should be addressed in their recommendations.

Neil Bruce pointed out that as economic activity changes, the amount of tax changes.  He is
particularly interested in the stability of the tax base or tax revenues in Washington with respect
to the growth of economic activity.  Elasticity is not necessarily an issue in and of itself.
Elasticity is more of a measure of how the tax revenues in this state fluctuate and grow with
respect to personal income.
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Dick Conway agreed with Neil and said we need to look at elasticity in context of real events or
the elasticity that we are coming up with may be misleading.  Dick tends to believe the basic
conclusion of the elasticity paper but thinks that looking at it in a different way may show that
the implied conclusion about the elasticity being less than one is not correct.

With regards to stability and adequacy, Lily pointed out that it is politically difficult to pool a
large amount of money.  Hugh suggested several ways to structure the rainy day fund to respond
to revenue shortfalls.  One would be to constitutionally require that a certain amount of money
go into the rainy day fund, and it would take a two-thirds vote to take the money out of the rainy
day fund.  You could also have a formula in the constitution that says when certain things happen
that money comes out but otherwise it doesn’t.

With regards to adequacy, Hugh pointed out that there is a normative issue of what things we
want to provide and how much we want to provide.  There are tremendous fixed costs in
government.  Given that state expenditures are not particularly easy to reduce, the revenues at
this point appear to be possibly inadequate even to meet those things that can’t be chipped away.
This is something the Committee will have to take into account.

Presentation on Economic Vitality

Lorrie Brown presented a paper on economic vitality to answer the specific study questions.
The Committee asked clarifying questions.  They also requested that the Department send them
the paper on the Minnesota Tax Incidence Study and run the hypothetical firm analysis without
the unemployment and Labor and Industries taxes to isolate the impact of the business and
occupation tax.

Harmony with Other States

John Beck gave a PowerPoint presentation on the border tax problem.  Tremaine Smith of the
Department of Revenue spoke on electronic commerce.  The Department will send updated
numbers on the border tax loss.

Wrap Up

Will Rice stated that the Advisory Group will be asked for general feedback.  If the Committee
members want anything more specific, let the Department of Revenue know.

Hugh said he would be interested in any data or studies that the Advisory Group might know
about which demonstrate a connection between the tax structure and the economic vitality of the
state.

Gary Strannigan asked to see the net effect of exemptions in general and of the warehousing
exemption in particular -- if they are measurable.

The next meeting of the Washington State Tax Structure Study Committee will be held on
Friday, April 12, 2002, from 10:30 a.m. to 2:30 p.m. at the SeaTac DoubleTree Hotel.


