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AN ACT relating to prescription drugs.

Be it enacted by the General Assembly of the Commonwealth of Kentucky:

SECTION 1.   A NEW SECTION OF KRS CHAPTER 194A IS CREATED TO READ AS FOLLOWS:

The Kentucky General Assembly finds:
(1)
Affordability is critical in providing access to prescription drugs for Kentucky residents;

(2)
It is in the interest of this Commonwealth to take steps to make prescription drugs more affordable for qualified Kentucky residents, thereby increasing the overall health of Kentucky residents, promoting healthy communities, and protecting the public health and welfare;

(3)
It is not in the interest of this Commonwealth to discourage employers from offering or paying for prescription drug benefits for their employees, or to replace employer-sponsored prescription drug benefit plans; and

(4)
It is in the interest of the Commonwealth to provide a refundable tax credit for prescription drugs.

SECTION 2.   A NEW SECTION OF KRS CHAPTER 194A IS CREATED TO READ AS FOLLOWS:

For the purposes of Sections 1 to 5, and 6 of this Act:

(1)
"Drug" shall have the same meaning as used in KRS 139.472(3)(b);
(2)
"Prescription" shall have the same meaning as used in KRS 139.472 (3)(b); 
(3)
"Manufacture" shall have the same meaning as defined in KRS 218A.010; and

(4)
"Qualified resident" means a Kentucky resident who has an adjusted gross family income of three hundred and fifty percent (350%) of the federal poverty guidelines or less and who does not have prescription drug coverage under a health benefit plan.

SECTION 3.   A NEW SECTION OF KRS CHAPTER 194A IS CREATED TO READ AS FOLLOWS:

(1)
The secretary shall negotiate rebates from manufacturers for qualified residents in accordance with the following:

(a)
Consideration shall be given to the rebate calculated under the Medicaid Rebate Program in accordance with 42 U.S.C. sec. 1396r-8, the average wholesale price of prescription drugs, and any other information on prescription drug prices and price discounts;

(b)
For the initial rebate negotiated after the effective date of this Act, the secretary shall obtain an initial rebate amount equal to or greater than the rebate calculated under the Medicaid program in accordance with 42 U.S.C. sec. 1396r-8;

(c)
Beginning on October 1, 2005, the secretary shall obtain a rebate amount equal to or greater than the amount of any discount, rebate, or price reduction for prescription drugs provided to the federal government; and

(d)
If the secretary is unable to negotiate rebates that meet the provisions of paragraphs (b) and (c) of this subsection, the secretary shall negotiate the highest rebate obtainable.

(2)
The Cabinet for Health Service shall submit any required state plan amendment to the federal Centers for Medicare and Medicaid Services regarding the development of a preferred drug list for the Medicaid program based upon the provision of rebates from manufacturers under subsection (1) of this section.

SECTION 4.   A NEW SECTION OF KRS CHAPTER 194A IS CREATED TO READ AS FOLLOWS:

The names of manufacturers who do not enter into rebate agreements in accordance with Section 3 of this Act shall be public information. The cabinet shall release this information to health care providers and the public on a regular basis and shall publicize participation by manufacturers that is of particular benefit to the public.

SECTION 5.   A NEW SECTION OF KRS CHAPTER 194A IS CREATED TO READ AS FOLLOWS:

(1)
The Kentucky Rx refundable tax credit fund is established in the State Treasury to receive revenue from manufacturers who pay rebates as provided in Section 3 of this Act and any appropriations or allocations designated for the fund. The purposes of the fund shall be to provide a refundable tax credit to qualified residents and to fund the administrative costs associated with the negotiation of the rebates and the tax credit.

(2)
Money deposited in the fund shall be disbursed by the State Treasurer upon the warrant of the secretary of the Finance and Administration Cabinet. This fund shall be used solely for the purposes of providing refundable tax credits and associated administrative costs. The fund shall not lapse, and funds not expended during any taxable year shall carry forward to the next fiscal year. Any interest on the fund balance shall accrue to the fund.
SECTION 6.   A NEW SECTION OF KRS CHAPTER 141 IS CREATED TO READ AS FOLLOWS:

(1)
There shall be allowed as a refundable tax credit against the tax imposed under KRS 141.020, an amount as determined by the secretary of the Finance and Administration Cabinet.

(2)
By August 1, 2005, and each August 1 thereafter, the secretary of the Finance and Administration Cabinet shall determine the amount of the refundable tax credit based on the amount of funds in the Kentucky Rx refundable tax credit fund, established in Section 5 of this Act, divided by the number of estimated qualified residents.

(3)
A qualified resident who has out-of-pocket prescription drug costs in the taxable year shall be entitled to claim the refundable tax credit, not to exceed the amount of the out-of-pocket costs.

(4)
After January 31, 2006, and each month thereafter, the cabinet shall notify the secretary of the Finance and Administration Cabinet of the amount of refundable tax credits claimed on tax returns processed by the cabinet. The secretary of the Finance and Administration Cabinet shall transfer from the Kentucky Rx refundable tax credit fund, established in Section 5 of this Act, to the general fund an amount equal to the tax credits claimed.

Section 7.   KRS 141.0205 is amended to read as follows:

If a taxpayer is entitled to more than one (1) of the tax credits allowed against the tax imposed by KRS 141.020 or 141.040, the priority of application and use of the credits shall be determined as follows:

(1)
The nonrefundable credits against the tax imposed by KRS 141.020 shall be taken in the following order:

(a)
The individual credits permitted by KRS 141.020(3);

(b)
The economic development credits computed under KRS 141.347, 141.400, 141.403, 141.407, and 154.12-2088;

(c)
The health insurance credit permitted by KRS 141.062;

(d)
The tax paid to other states credit permitted by KRS 141.070;

(e)
The credit for hiring the unemployed permitted by KRS 141.065;

(f)
The recycling or composting equipment credit permitted by KRS 141.390;

(g)
The tax credit for cash contributions in investment funds permitted by KRS 154.20-263 in effect prior to July 15, 2002, and the credit permitted by KRS 154.20-258;

(h)
The low income credit permitted by KRS 141.066;

(i)
The household and dependent care credit permitted by KRS 141.067;

(j)
The coal incentive credit permitted under KRS 141.0405; and

(k)
The research facilities credit permitted under KRS 141.395.

(2)
After the application of the nonrefundable credits in subsection (1) of this section, the refundable credits against the tax imposed by KRS 141.020 shall be taken in the following order:

(a)
The individual withholding tax credit permitted by KRS 141.350;[ and]
(b)
The individual estimated tax payment credit permitted by KRS 141.305; and

(c)
The prescription drug credit permitted by Section 6 of this Act.

(3)
The nonrefundable credits against the tax imposed by KRS 141.040 shall be taken in the following order:

(a)
The economic development credits computed under KRS 141.347, 141.400, 141.403, 141.407, and 154.12-2088;

(b)
The health insurance credit permitted by KRS 141.062;

(c)
The unemployment credit permitted by KRS 141.065;

(d)
The recycling or composting equipment credit permitted by KRS 141.390;

(e)
The coal conversion credit permitted by KRS 141.041;

(f)
The enterprise zone credit permitted by KRS 154.45-090;

(g)
The tax credit for cash contributions to investment funds permitted by KRS 154.20-263 in effect prior to July 15, 2002, and the credit permitted by KRS 154.20-258;

(h)
The coal incentive credit permitted under KRS 141.0405; and

(i)
The research facilities credit permitted under KRS 141.395.

(4)
After the application of the nonrefundable credits in subsection (3) of this section, the refundable corporation estimated tax payment credit permitted by KRS 141.044 shall be allowed as a credit against the tax imposed by KRS 141.040.

Section 8.   The provisions of Section 6 of this Act shall apply for taxable years beginning after December 31, 2004.
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