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SUBJECT/TITLE
AN ACT relating to revenue and taxation, and making an appropriation therefor.

SPONSOR
Representative Draud

NOTE SUMMARY

Fiscal Analysis:
         X      Impact
               No Impact
         Indeterminable Impact

Level(s) of Impact:
         X         State
                       Local
               Federal

Budget Unit(s) Impact


Fund(s) Impact:
       X       General
                Road
               Federal


          X           Restricted Agency (Type)
               (Other)

FISCAL SUMMARY

______________________________________________________________________________

Fiscal Estimates
2002-2003
2003-2004
2004-2005
Future Annual

Rate of Change

Revenues (+/-)


General Fund $13.7 M loss


Dental Fund $24.2 M gain


Commonwealth Fund $192.9 M gain

General Fund $13.7 M loss


Dental Fund $24.2 M gain


Commonwealth Fund $192.9 M gain


Expenditures (+/-)





Net Effect


General Fund $13.7 M loss


Dental Fund $24.2 M gain


Commonwealth Fund $192.9 M gain

General Fund $13.7 M loss


Dental Fund $24.2 M gain


Commonwealth Fund $192.9 M gain


_______________________________________________________________________________

MEASURE'S PURPOSE:  

The proposed legislation imposes a tax on wholesale sales of smokeless tobacco, cigars, loose tobacco and pipe tobacco at a rate of 32% of the gross receipts of wholesalers to be deposited in a newly created Children's Dental Care Fund.  The legislation also imposes a surtax on the sale of cigarettes at a rate of $0.44 on each 20 cigarettes, the proceeds of which are to be deposited in a newly created "Commonwealth Fund".

PROVISION/MECHANICS:  

The proposed legislation creates several new sections of KRS Chapter 142 to impose a wholesale tax on the sale of smokeless tobacco, cigars, loose tobacco and pipe tobacco at a rate of 32% of the gross receipts of wholesalers.  The proposed legislation also amends KRS 138.140 to impose a surtax of $0.44 per 20 cigarettes.  A new section of KRS Chapter 41 is created to establish the Children's Dental Care Fund for the purpose of providing dental and health care services to children with family incomes below 250% of the federal poverty level to be administered by the Department for Public Health.  This fund is to receive the proceeds from the new wholesale tax on smokeless tobacco, cigars, loose tobacco and pipe tobacco.  A new section of KRS Chapter 41 is created to establish the Commonwealth Fund.  The Commonwealth Fund is to receive the proceeds from the cigarette surtax.  The Commonwealth Fund is to be divided as follows:


22% not to exceed $44 million per fiscal year, to the Cabinet for Health Services, Department for Mental Health and Mental Retardation Services to provide mental health and substance abuse services;


22% not to exceed $44 million per fiscal year to the Cabinet for Health Services, Department of Medicaid Services to provide health care services;


35% not to exceed $70 million per fiscal year to the Department of Education to supplement the fund to support SEEK for cost-of-living pay increases for certified and classified school employees;


11% not to exceed $20 million per fiscal year to the Cabinet for Health Services, Department for Public Health, for smoking prevention and cessation;


5% not to exceed $5 million per fiscal year to the School Facilities Construction Commission for building new schools or additions or renovations to existing schools in districts that demonstrate enrollment growth of 15% or more over the previous 5 years; and


5% to the state General Fund.

Provide for an effective date of July 1, 2003 for all but Section 2 of the Act.

FISCAL EXPLANATION:  

Wholesale Tax on Other Tobacco Products 

The proposed legislation imposes a 32% tax on the wholesale sale of other tobacco products and devotes the proceeds to a special fund to provide dental care for children.  The sale of other tobacco products is currently subject to the sales & use tax at a rate of 6%.  The increase in the price prompted by the imposition of the 32% wholesale tax will result in a reduction in overall sales of other tobacco products, which will result in a reduction in sales & use tax collections, which are deposited in the state General Fund.  Because the proceeds from the additional wholesale tax are not deposited in the General Fund, there will be a net loss to the General Fund estimated at $2.9 million in FY '04 from the reduced sales.  New revenues for the Children's Dental Fund are estimated to be approximately $24.2 million in FY '04.

Surtax on Cigarettes
The proposed legislation also imposes a $0.44 surtax on the sale of each 20 cigarettes, with the proceeds devoted to the newly created Commonwealth Fund.  Like other tobacco products, the sale of cigarettes is currently subject to the sales & use tax at a rate of 6%.  The increase in the price of cigarettes prompted by the $0.44 per pack increase will result in reduced consumption, which will result in a reduction in sales & use tax revenues.  The proceeds deposited in the Commonwealth Fund are divided among several areas, including 5% to the state General Fund.  The projected loss in General Fund revenues from lost sales & use taxes is $21 million.  The amount added back to the General fund through the 5% allocation from the Commonwealth Fund is estimated to be $10.2 million, leaving a net General Fund loss of $10.8 million.  The Commonwealth Fund (less the 5% allocated to the General Fund) is estimated to receive $192.9 million dollars, which is approximately $9.9 million over the maximum distributions from the fund (excluding the 5% to the General Fund) as set forth in the proposed legislation and as noted above.
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