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FISCAL AND POLICY NOTE

Senate BiIll 12 (Senator Forehand)
Judicial Proceedings Health and Government Operations

Tobacco Product Manufacturers - Settlement of State Claims- Nonparticipating
Manufacturers- Deposit of Fundsin Escrow - Codification of M odel Statute

This bill codifies the Master Settlement Agreement (MSAQdel statute as enacted
through uncodified language by Chapter 169 of 1999 and amended by Chapter 141 of
2001, Chapter 348 of 2004, and Chapter 538 of 2006.

Fiscal Summary

State Effect: None. The change is technical in nature and does not directly affec
governmental finances.

Local Effect: None.

Small Business Effect: None.

Analysis

Current Law: In 1998, Maryland and 45 other states signed MSA with the fourskarge
tobacco product manufacturers in the United States. MSA redbgse manufacturers
to pay the states in exchange for the states releasing thpastfpresent, and certain
future claims. The manufacturers also must fund a national pwddithhfoundation and
change their advertising and marketing practices and corporatigrecub reduce
underage smoking.

Chapter 169 of 1999, amended by Chapter 141 of 2001, enacted the MSA maotke| stat
which requires tobacco product manufacturers to either join MSA or itlépods into
escrow based on the number of cigarettes that they sell inldvidry Tobacco product



manufacturers not included in MSA must contribute to an escrow tupdyt a judgment
or claim brought by the State or any releasing party locatedsiding in the State. A
releasing party includes public entities and educational institiand persons or
entities seeking relief on behalf of the general public or seekingdover health care
expenses paid or reimbursed by the State. Funds can be released eabcfommunder
certain circumstances. Otherwise, the escrow funds amseelafter 25 years. Interest
or other appreciation earned on escrow payments reverts back to theotgaduct
manufacturer.

The Attorney General may bring a civil action against anydod@roduct manufacturer
that does not place funds into an escrow account.

Chapter 348 of 2004 changed the formula for the early release of dscrdsvdeposited
by a tobacco product manufacturer that is not participating in Mi8&pecified that the
escrow payments must be based on the units sold in Maryland. Ifeboesv payments
exceed the amount the manufacturer would be required to pay as @opsi8A, any
excess reverts back to the manufacturer.

Chapter 538 of 2006 included in the definition of “units sold” unstamped “roll-your-own”
tobacco containers, with each 0.09 ounces of “roll-your-own” tobacco equalengnit
sold, for purposes of the model statute required under MSA.

Background: Under MSA, payments are to be made to the states through escrow
accounts. Participating manufacturers are required to pay inte #wasunts according

to a specified schedule in proportion to their market share. Hrogse accounts, states
receive an allocated share. Actual payments are subject ustradnt for various
economic and technical factors. One of these adjustments isndmpdrticipating
manufacturers adjustment,” which reduces payments if the mdr&edt of participating
manufacturers shrinks as a result of the settlement, as determined byltanotns

The distribution of MSA funds among states is determined by formath Maryland
receiving 2.26% of MSA monies which are adjusted for inflation, veluemd prior
settlements. In addition, the State collects 3.3% of monies fromSthetegic
Contribution Fund, distributed according to each state’s contributiondawsolution of

the state lawsuits against the major tobacco manufacturers; this artmapproximately
$28.0 million a year.Exhibit 1 provides State Cigarette Restitution Fund revenue and
expenditure detail for fiscal 2008 to 2010.
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Exhibit 1
Cigarette Restitution Fund Budget Estimates
Fiscal 2008-2010
($in Thousands)

2008 2009 2010
Available Funds Actual Working Allowance
Beginning Fund Balance $12,864 $9,585 $1,708
Settlement Payments 148,705 148,757 147,402
NPM and Other Shortfalls in Payments -11,898 -1,000 N/A
Other Adjustments 37,280 36,116 35,732
Prior Year Recoveries 2,399 1,000 N/A
Total Funds $189,350 $194,458 $184,842
Expenditures
Health
Tobacco Use Prevention/Cessation $17,237 16,740 $18,358
Cancer Prevention, Evaluation, and Treatment 25,40021,870 27,483
Substance Abuse 17,112 17,112 17,115
Medicaid 106,720 125,000 110,500
Management 948 895 1,080
Subtotal $167,418 $181,618 $174,537
Other
Education $3,638 $3,681 $2,500
Crop Conversion 8,308 7,039 7,039
Attorney General 400 412 470
Subtotal $12,346 $11,132 $10,009
Total Expenses $179,764  $192,750 $184,546
Ending Fund Balance $9,585 $1,708 $297

NPM: Nonparticipating Manufacturer

Note: Exhibit does not include proposed fiscal 2010 contingent redaatif $5.4 million in Statewide
Academic Health Centers and $13.8 million in Tobacco Use Premeatid Cessation, and does not
reflect contingent fiscal 2010 appropriations of $14.8 million in Braad Cervical Cancer programs and
$4.4 million in Medicaid. Numbers may not sum to total due to rounding.

Source: Fiscal 2010 Budget Books
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Additional Information
Prior Introductions: SB0942 LR2846 2008 JPR
CrossFile: None.
Information Source(s): Office of the Attorney General, Department of Health and
Mental Hygiene, Comptroller's Office, Judiciary (AdminigtratOffice of the Courts),

Department of Legislative Services

Fiscal Note History:  First Reader - January 26, 2009
ncs/mwc

Analysis by: Sarah K. Volker Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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