Local Government Mandate Statement
Kentucky Legislative Research Commission
2018 Regular Session

Part I: Measure Information
Bill Request #: 224

Bill#: SB 29

Document ID #: 832

Bill Subject/Title: AN ACT relating to tobacco-related illnesses and making an
appropriation therefore.

Sponsor: Rep. Stephen Meredith

Unit of Government: City X County _X_ Urban-County
Unified Local
X Charter County X Consolidated Local X Government
Office(s) Impacted: County clerks; county health departments
Requirement: Mandatory X Optional
Effect on
Powers & Duties: X Modifies Existing X Adds New Eliminates Existing

Part I1: Bill Provisions and the Estimated Fiscal Impact Relating to Local
Government

SB 29 creates a “Medicaid tobacco-related illness reimbursement fund” and a “county tobacco
cessation fund” in the State Treasury. The county tobacco reimbursement fund is to be funded with
10 percent of the moneys collected through a $1 healthcare reimbursement assessment on each 20
cigarettes or other tobacco products (as amended in Section 5 of the bill). The remaining 90 percent
collected from the healthcare reimbursement assessment is to be used only for the purpose of
reimbursing the Kentucky Cabinet for Health and Family Services for costs associated with
treatment of tobacco-related illnesses. The healthcare reimbursement assessment will be imposed
on every distributor and licensed retail distributor of cigarettes or other tobacco products. The
healthcare reimbursement assessment is in addition to excise taxes currently in place.

All moneys in the county tobacco cessation fund are to be distributed quarterly to qualifying
counties in direct proportion to each county’s population. To qualify for funding a county must
have an ordinance prohibiting the smoking of tobacco or the use of e-cigarettes in all workplaces
and public buildings and within 15 feet of entrances to workplaces and public buildings. The funds
may only be used to create or administer tobacco cessation programs.
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The fiscal impact of SB 29 on eligible counties is indeterminate and could range from
moderate to substantial. Lexington, Louisville and the following 10 counties presently have some
form of smoking ban ordinance.

e Clark e Kenton

e Daviess e Letcher

e Franklin e Madison
e Hardin e Oldham

e Hopkins e Woodford

It is unknown how many ordinances will fully meet all criteria required for fund eligibility or how
many counties might amend existing ordinances or pass such ordinances in order to meet the
required criteria. The approximate number of cigarette packs with 20 cigarettes presently sold
annually in Kentucky is 380 million. However, if a $1 per pack health reimbursement assessment
levy is imposed, fewer packs would be sold in Kentucky. For this reason, current pack sales cannot
reliably estimate how much a $1 health assessment levy would generate.

If an additional $1 levy is placed on Kentucky cigarettes, Kentucky sales will fall due to fewer
people from Ohio, Indiana, and West Virginia purchasing packs in Kentucky. Also, since our rate
will be higher than Indiana’s and Tennessee, we will lose pack sales since some Kentucky smokers
living along those borders will purchase their packs out of state. Finally, for Kentucky smokers
who don’t live along the border, a higher price will cause them to purchase (slightly) fewer packs.

After the $1 levy is imposed, Kentucky sales will likely fall from 380 million packs to
approximately 240 million packs annually and would thus generate about $240 million for the
Medicaid reimbursement fund. With 10 percent of the fund going to the county tobacco cessation
fund, that would amount to $24 million annually to be allocated to the counties based on their
population if they have the required ordinance.

Finally, taxes, levies, and fees based on cigarette sales are a declining revenue source. And thus,
since the trend in tobacco consumption runs from -2.0 percent to -4.0 percent per year, the $24
million will likely be a declining revenue source for counties overtime.

There will be other offsetting fiscal impacts if a $1 assessment is added. In particular, once the
assessment is added, lower pack sales will likely lead to lower cigarette excise tax collections and
sales tax collections, which will have a negative impact on the General Fund. Also, this bill could
have a negative effect upon Kentucky’s Tobacco Master Settlement Payments, again perhaps
resulting in General Fund (Tobacco) receipts declining significantly. In summary, while this fee
may generate new revenue for local government and some for state government, other General
Fund accounts will be impacted. Reductions to the general fund can result in indeterminate
negative fiscal impacts on local governments.

Part 111: Differences to Local Government Mandate Statement from Prior Versions

The Part 11 section above pertains to the bill as introduced and there are not any prior introduced
versions of the bill to complete the Part 111 section.

Data Source(s):  University of Kentucky College of Nursing; Kentucky Association of
Counties; LRC staff economist; Kentucky League of Cities

Preparer: H. Marks Reviewer: KHC Date:  1/10/18
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http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/clark-county
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/daviess-county
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/franklin
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/hardin-county
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/hopkins
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/kenton
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/letcher
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/madison
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/oldham
http://www.uky.edu/breathe/tobacco-policy/smoke-free-communities/ordinance-database/woodford
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