


Date: April 11, 1986

To: Senator DeVries

Chair

Senate Community and Regional Affairs Committee
From: Rep. Max Gruenberg, Jre

Chair

House HESS Committee A
Re: HB 697: "An Actprohibiting municipal sales tax on

purchases made with food stamps"”

Attached please find back-up material for HB 697. which was
introduced by the HESS Committee ft the request of the
Department of Health and Social Services. The Food Security
Act of 1985 requires each state to have in place by October 1,
1986, a law prohibiting sa-es tax on food stamp purchases.

I would ask your assistance in promptly scheduling this bill
so that our food stamp program is not endangered.

Thank you very much.
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HOUSE BILL NO. 697

"An Act prohibiting municiP_aI sales tax on purchases made with food stamps;
and providing for an effective date."

BACKGROUND

On December 23, 1985, the Food Security Act of 1985 (Public Law 99-198) was
enacted, Title XV, Subtitle A, of this Act modifies the Food Stamp Act of
1977, One area that requires Immediate attention of the Alaska State
Legislature concerns charging tax on items purchased with food stamps.

Section 1505 states thaf, as of October 1,1986, the rood Stamp Program
cannot be administered in states where tax is cha'gedon purchases_made
with food stamps. An extension of up to one year [October 1, 1987) may be
?ranted_ if the state can justify, to the satiSfaction of the Secretary of
the United States Department of Agriculture, that more time is needed’ to
implement this chan?e. The Act says that an extension may be (]uven if the
state demonstrates that implementgtion by October 1, 1986, would have an
adverse and disruptive effect on the administration of the Food Stamp
Program or would not provide adequate timefor retailstores to implement
changes in sales tax policy.

PURPOSE OF FEDERAL AVENDVENT

This amendment to the Food. Stamp Act provides equity of food purchasing .
power between persons Par_tmpa ing in the Food Stamp Program and living in
areas. where taxes are levied on food items and food stamp™households
residing in areas where food items are net subject to taxation. There are
20 statés that charge either state or local sales tax on food purchases.
According to CongreSsman Leon Tanetta, Chairman of the Subcommittee on
Domestic Marketln?, Consumer Relations and Nutrition, "This (Amendment)
would Put an end to what Is, in effect, a transfer of revenues from the
Federal Government to State and local government at the expense of
low-income households.

IMPACT
If this proposal is enacted, the impact varies from none to moderate.

There will be no impact on the Department of Health & Social Services,
Division of Public Assistance (the agency administering the Food Stamp
Program) at the Central Office, Regional or District Office levels.

There will be a small gosltlve impact on those Food Stamg Pro%ram
Barumpa_nts who reside in areas that, Iev_Y taxes on items thal may be
ought with food stamps. If a municipality has a four percent sales tax
and”a food stamp household living in that community spends $78 worth of
food stamﬁs prior to the enactment and implementdtion of this legislation,
the household would hnve spent $3 of their food stamps paying tax on their
Purchases. This bill allows those low income households to Use all their
ood stamps on food items.
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The degree of ne?ative impact municipalities that levy taxes on these
certain items wifl experience depends on the percentagze of taxation levied
and the number of Food Stamp Program participants that shop in the
municipality. According to a study conducted last year by the Department
of Community and Regional Affairs,” it was estimated” that in 1984, $300,000
in revenues were generated by purchases made with food stamps.

The grocery stores .in areas levying taxes will, undoubtedly, be impacted
the most by this bill. Each store will need to make alterations to their
accounting bookkeepmg s¥st_ems. Computerized cash registers will have to
be reprogrammed to take this change into account, In"stores where
automation does not exist, hand methods of calculating this change will
have to be established.

If this proposed legislation is not passed, ever> group mentioned ahove
will be negatively Impacted.

On the average, 26,826 people, or 8,942 households participate in the Food
Stamp Program each month in Alaska. —These people will suffer irreparable
harm, physically as weil as economically, through the loss of their food
purchasing powér. Many households have” no money to buy food; food stamps
are their only tender at the grocery store.

The State will Jose approximately ?4.0 million annual® in Federal matching
funds because, besides providing” all the food stamps issued in Alaska, the
U.S. Department of Agriculture also provides 50 Bercent of the .
administrative costs for runm_n% the Food Stamp Program. Staff will be cut
in The Division of Public Assistance's Central Office, Regional Offices and
District Offices, since the Department will be losing on- “of the major
program administered by that Division.

Grocers would be greatly impacted if the Food Stamp Program no longer
existed in Alaska. It is gfrotl)ected that $25,000,000 in"food stamps will be
issued . to Alaskans during 1986 and the majority of that amount is spent at
?rocenes in Alaska. Without that revenue and” no food program to reRIace
he Federal program, many grocers would suffer severe economic hardship.

RECOMVENDATION

The Department of Health and Social Services _stron_?ly recommends the
passage of this bill. Although p ssage of this bill” appears to cause a
decline in revenue fo certain municipalities and a revision in ==
bookkeeping/accounting methods for (I;rocery stores in these municipalities,
loss of ‘the” Food Stamp Program in Alaska would hurt one out of every 20
Alaskans, cause far greater revenue declines at all levels, and remove a
major revenue source for Alaska's grocers, wholesalers, and shippers.
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No.

697

Recommended by: \ v A n
Jobn R. Taber, director
cz™""SiNision of Public Assistance

Date: i? C

Approved by:
/ u-"John R. Pugh”/Co"mmiss/oner

0 Department of Health &
Social Services

Date: 3
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STATE OF ALASKA 1986 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date: -----=memmemnm-

REQUEST FISCAL DETAIL _

Bill/Resolution No . : HB No. 697 Agency Affected: Health & Social Services

Tide: Prohibiting Municipal sales ~ uru : Public Assistance/Administration
tax on purchases made with food

stamps.

Sponsor: Health. Ed. and Soc. Svcs. Comm. Components: Eligibility Determination
Requestor:
Date of Request: ___ T/IfI/BE

EXPENDITURES/REVENUES : (Thousands of Dollars)

OPERATING FY 86 FY 870 FY 88 FY 89 FY 90 FY 91
PERSONAL SERVICES no B ™ M -
TRAVEL b -U- -U- U h—"- b
CONTRACIAL - -U- -0- U -0- -U-
SUPPLIES -0- 0 0 -0- -0-
EQUIPMENT : 0 -0- B
LAND & STRUCTURES b -()-. H+oap M “0- b
GRANTS, CLAIMS n_ . U -1
MISCELLANEOUS P - -N- -t -N-
TOTAL OPERATING -0- I . Q -N- -0

CAPITAL r -0 -0- -0- -0- -0- -0-

REVENUE 1 -0 -0- -0- -0- -0- -0-

FUNDING :  (Thousands of Dollars)

CENERALELAR, 0} :§: - E 8 383

[
()
]
[

1
=
1
-
[

" - - 0.
POSITIONS :
FULL-TIME -0- -0- '0‘ 0 -0-
PART-TIME - O -0- 0 '0' 0 - Q- 1
TEMPORARY -b- -0- 0 0 0 'b' )
ANALYSIS : Attach d separate page ifnecessary

This measure provides a positive impact on those Food Stamp Program participants
who reside in areas that levy taxes by allowing those low income households to
use all their food stamps on food items. It does not establish any program or
function which woulck\impact the Division ofj Public Assistance.

Preparedby: wmJohn P.. Talyfr Phone

Division : _  nivi<;inff~~f) Pnhlir Assiqgfanrp Date: r
Approved by Commissioner: *Date:

Agency: Dposcktmpdit. n O FiflIt.1A Snr.ial Ser.v-icES--—--—-

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget

Impacted Agency(ies) page, of 10/25/85



MEMORANDUM State of Alaska

TO.

Ray Glllesple date: February 21, 1986
Chief of Staff
Office of the Governor FILE NO.
TELEPHONENO:  465-3030
o subject: ~ "eed for Legislation to
Commissioner Prohibit Local Sales
Department of Health Taxes on Food Stamp
and Social Services Purchases

Section 1505 of the Food Security Act of 1985, recently passed by .
Congress, has amended the Food Stamp Act to require that states Partlc-
|pat|n? In the Food Stamp Program may not allow local sales tax to be
collected on those purchases,” The attached memo from the Attorney
General's office analyzes this statute and the relevant Alaska statute
in more detail. Also attached is the proposed statutory amendment which
would cure this Problem: The state must take steps as ‘soon as_possible
to get into legal compliance with the Federal Food Stamp Act, in order
to guarantee continued receipt of food stamgs within Alaska. The
efféctive date of this Act is October 1, 1986, unless an extension is
granted by the Secretar){ of Afgncu_lture_. A request for an_extensioni
cannot be based upon a lack of legislative action, but is instead
restricted to very specific reasons, cited at the bottom of page two of
the Attorney Genéral's memo. In any event, with the current féderal*
mood toward” the saving of money, the risk of apPIymg for an extension
rather than mtroducm% and moving legislation to” forbid the local sales
tax on food stamp purchases would not™be wise.

Please note that in Alaska only, food stamp recipients are allowed to
buy non-food items such as subsistence totfls and supplies with their

food stamps. Therefore, the legislation needs, to spemf)( no sales tax
on items bought with food stamps, and not be limited to ‘the exemption
from taxation of food only.

We appreciate ¥our attention to this matter, and will proceed as you
consider best toward introduction of such legislation or to tr)é for an
extension of the effective date of the Act until October 1, 1987,

Attachments
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« MEMORANDUM State of Alaska

to; Honorable John Pugh date: February 14, 1986
Commissioner
Department of Health and FILE NO; 66-3-86-0317
Social Services
TELEPHONE NO; 465-3603
from: Harold M. Brow:- subject; Sales taxes on food
Attorney General stamp purchases

By: George W. Edwards }§[&'
Assistant Attorney General
Human Services-Juneau

You have asked for our evaluation of the potential
impact of certain recent federal food stamp legislation cr. the
state"s fcod stamp program eligibility.

We believe the legislation in question could result 1in
the termination of state participation in the federal food stamp
program if certain sales tax restrictions are not implemented.

Section 1505 of the Food Security Act of 1S85 (H.R.
2100) amends the Food Stamp Act at 7 U.S.C. & 2013(a) to provide

that:

[A] State may not participate 1in the food stamp
program if the Secretary determines that State or
local sales taxes are collected within that State
on purchases of food made with coupons 1issued
under this Act.

Alaska boroughs and cities are currently permitted to
collect sales taxes on sales, rents, and services without
restriction. AS 29.45.650(a) states: e

(a) A borough may 1levy and collect a sales
tax not exceeding six percent on sales, rent6, and
on services provided in the borough. The sales
tax may apply to any or all of these sources.
Exemptions may be granted by ordinance.

AS 29.45.700 states:

(a) A city 1in a borough that levies and
collects areawide sales and use taxes may levy
sales and use taxes on all sources taxed by the
borough in the manner provided for boroughs,
except that the assembly may by ordinance
authorize a city to levy and collect sales and use
taxes on other sources.

CJ-00INRrr. W/79)
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(b) A city in a borough that does not levy
and collect sales and use taxes for areawide
borough functions may levy and collect sales and
use taxes in the manner provided for boroughs.

(©) A city outside a borough may levy and
collect sales and use taxes in the manner provided
for boroughs.

A study conducted by the Department of Community and
Regional Affairs last year found that Alaska"s food stamp

purchases during 1984 totaled $19,788,024. The department
estimated that these purchases generated approximately $300,000
in sales tax revenues. Its conclusion was that the loss of sales

tax revenues from food stamp purchases would have little effect
on revenue sharing or local government operations.

Since Alaska®s current sales tax laws do not require
that municipalities exempt food items purchased with food stamps,
legislative action wili be necessary to assun that the state
will continue to qualify for the federal program.

Proposed legislation accompanies this memorandum. It
creates an exception to existing sales tax law by prohibiting
taxation of food purchases made with food stamps. You will note

that it conforms to the requirements of section 1505 1in not
prohibiting taxation of purchases of non-food items made with
food stamps. The potential for revenue loss to municipalities
resulting from this legislation is minimal compared to the Iloss
to the state"s economy which would result from termination of the
food stamp program.

Unless ai extension 1is granted by the Secretary of
Agriculture, section 1505 will become applicable to Alaska on
October 1, 1986. This date represents .the beginning of the
federal fiscal year and is controlling according to the
Congressional Record for December 17, 1985, at H 12398.

An extension to October 1, 1987, may be granted as set
forth in section 1505(b)(2):

(2) Upon a showing by a State, to the
satisfaction of the Secretary, that the

application of paragraph (1), without regard to
tnis paragraph, woula have an adverse and

disruptive effect on the administration of the
food stamp program in such State >r would provide
inadequate time for retail stores- to implement
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changes in sales tax policy required as a result
of the amendment made by subsection (a), the
Secretary may delay the effective date of
subsection (a) with respect to such State to a
date not later than October 1, 1987.

I7e are unable to address the question of how much lead
time municipalities and retailers in Alaska may require to
implement the sales tax changes proposed in the legislation. If
a compelling case for an extension is made before the legislature
by municipalities or retailers, the same argument would hopefully
convince the secretary. Barring such a showing, the appropriate
course of action appears to be the passage of necessary
legislation with a special effective date of October 1, 1986.

Please review our proposed legislation in light of the
above information and let us know how you wish to proceed.

GV7E:nb
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Original sponsor: Health, Education and
Social Services Committee

BY THE HEALTH, EDUCATION AND
IN THE HOUSE SOCIAL SERVICES COMMITTEE

CS FOR HOUSE BILL NO. 697 (HESS)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act prohibiting municipal sales tax on purchases
made with food stamps; and providing for an effective
date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 29.10.200(40) 1is amended to read:
(40) AS 29.45.650 (c)j_ [AND] (d) , and (f) (sales and use tax)
* Sec. 2. AS 29.10.200 is amended by adding a new paragraph to read:
(47) AS 29.45.700(a) (power of levy)
* Sec. 3. AS 29.45.650(a) 1is amended to read:

(a) Except as provided in (f) of this section, a [A] borough may
levy and collect a sales tax not exceeding six percent on sales,
rents, and on services provided 1in the borough. The sales tax may
apply to any or all of these sources. Exemptions may be granted by
ordinance.

* Sec. 4. AS 29.45.650 is amended by adding anew subsection to read:

) A borough may not levy and collect a sales tax on a purchase
made with food coupons, food stamps, or other type of certificate
issued under 7 U.S.C. 2011 - 2025 (Food Stamp Act). This subsection

* applies to home rule and general law municipalities.
* Sec. 5. AS 29.45.700(a) 1is amended to read:

(a) Acity in a borough that levies and collects areawide sales
and use taxes may levy sales and use taxes on all sources taxed by the
borough 1in the manner provided for boroughs. The [, EXCEPT THAT THE]
assembly may by ordinance authorize a city to levy and collect sales

-1- CSHB 697 (HESS)
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