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symbol lookup 

Portfolios : [Log In] 

QUOTES Featured Trading Services: D D 
Click to trade or open an account. - Important Disclaimer 

Wed Jun 25 4:25PM Eastern U.S. Time -- U.S. Markets Closed. 

Symbol Last Trade Change Volume More Info 

MO 4:01PM 43 3;16 -1 -2.26% 8,358,700 Chart , News , Profile , 
Research , SEC Filings 

RN 4:04PM 33 3/ -1 -2.91% 1,887,600 Chart , News , Profile , 
8 Research , SEC Filings 

UST 4:01PM 28 3/ _3;8 -1.30% 363,600 
Chart , News , Profile , 

8 Research , SEC Filings 

BTI 4:01PM 18 9;16 -•12 -2.62% 207,000 Chart , News , Profile , 
Research 

LTR 4:01PM 99 3;16 -2 13;16 -2.76% 286,600 
Chart , News , Profile , 
Research , SEC Filings 

Select a Symbol for a detailed quote. Quotes delayed 15 minutes for Nasdaq, 20 minutes otherwise. 
COOL JOBS Ciii. YAHOO 

Non-Tables Version - Download Spreadsheet Format 
Detailed Quotes for All Above Symbols - Yahoo! Finance Home 

RECENT RELATED HEADLINES D D 
Click to trade or open an account. - Important Disclaimer 

06/25197 16 2740 
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US Tobacco Companies' Shares of US Cigarette market 

I YearllPhilip Morrisl~IB&wllLorillardllLiggettl 
1199411 44.sll26.1IODJI 7.sll 2.31 

I 199sll 46.1ll2s.11[~1 sll 2.21 

Last Updated: 4/5/96 

*********************** 
D ©1996 Gene Borio. Tobacco BBS (212-982-4645). WebPage: http://www.tobacco.org).Original 
Tobacco BBS material may be reprinted in any non-commercial venue if accompanied by this credit 
*********************** 
Return to HomePage 
*********************** 

END OF DOCUMENT 
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Tobacco foes 
question deal -
June-23;-'1997 

Tobacco deal 
reached - June 

20, 1997 

State Tobacco 
Information 

Center 

<D
. ~ ., __ .. 
ID.10SCCK 
search 

WASHINGTON (Reuter)- Leading U.S. public 
health advocates overwhelmingly rejected a key 
part of the proposed tobacco deal, calling any 
restrictions on the Food and Drug 
Administration's ability to regulate nicotine 
"unacceptable." 

The recommendations of the nation's leading 
public health organizations are not binding, but 
are expected to carry great weight as Congress 
considers complex legislation that would be 
necessary to enact the proposed $368 billion 
tobacco deal. 

The panel of public health care groups was 
formed at the behest of some anti-tobacco 
lawmakers and is headed by former FDA 
commissioner David Kessler and former Surgeon 
General C. Everett Koop. 

It is reviewing the main points of the 68-page 
deal and has not yet ruled on the overall package. 
But the panel was vehement on demanding that 
the FDA "continue to have immediate and explicit 
authority to regulate" nicotine, members said. 

The agreement between the cigarette 
companies and some state attorney generals set 
conditions on FDA authority which, the health 
advocates argue, would effectively allow the 
tobacco industry to fend off regulation_ 

"It is absolutely unacceptable," Dudley Hafner, 
head of the American Heart Association, told 
reporters.a.. 

home I companies I hot stories I contents I search I stock quotes I help 

Copyright 1997 Reuters. All rights reserl'ed This material may not be published, 

broadcast, rell'ritten. or redistributed 

Copyright© 1997 Cable News Network. Inc. 
ALL RIGHTS RESERVED_ 

06125197 15:40:38 
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A Product of Hoover's, Inc., the Ultimate Source for Company lnformarlon. 

Click here for more information 

Philip Morris Companies Inc. 
NYSE: MO 

120 Park Ave. 
New York, NY 10017 
Ph: 212-880-5000 
Fx: 212-878-2167 

Philip Morris's operations include the world's largest tobacco business; it controls almost half of 
the US tobacco market and owns Marlboro, one of the world's 2 most valuable brands 
(Coca-Cola is the other). In addition to Marlboro, the world's best-selling cigarette, the 
company makes such brands as Virginia Slims. Philip Morris gets almost half of its revenue (but 
only 1/3 of its profits) from food and beer subsidiaries that include Kraft (the US's largest food 
company and marketer of such leading brands as Jell-0, Oscar Mayer, and Post cereals) and 
Miller Brewing (ranked #2 among beer makers, after Anheuser-Busch). The company also 
operates financial services and real estate investment businesses. 

Source: Hoover's, Inc. 

[!)See Hoover's Company Profile of Philip Morris. (Find out how you can subscribe). 

Philip Morris Message Boards 

.-.. 

06123197 09 51 :26 
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I[ Market Data I 
I Market Closed I 
~ast J . 45 5/81 
::=::::=======: 

' payChange 

!High 

~ow 
48 1/81. 

11 28 11aj 
:=====~ 
jvolume I 
jDiv 1.---1 -$ 1-...601 

~ield 10 
IPE Ratio II 17.21 

BASELINE Financial Services, Inc. provides Price Action graphs for S H , 
1 / · I 7 400 bl. · A p · A · 1 . .1 bl ti ource: oovers, nc. approxnnate y , pu 1c companies. nee ct10n grap t 1s avai a e or most rt! A . t t' o l mencan uo a 10ns 

Company Snapshots. I 
nc. 

I Trailing 12 Month Data[=2~ QTRl QTR4 QTR3 QTR2 
March 97 Dec. 96 Sep.96 June 96 

Isales($ mil.) II 69,93011 18,21711 16,79ojj 17,41411 17,5091 

!operating Income($ mil.) II 12, 10611 3,26611 2,75511 3,07111 3,0141 

I operating Margin (%) II 17.3%11 17.9%11 16.4%11 17.6%11 17.2%1 

!Net Income($ mil.) II 6,511 II 1,77311 1,47111 1,64611 1,6211 

!Profit Margin (%) II 9.3%11 9.7%11 8.8%11 9.5%11 9.3%1 

!Earnings per Share ($) II 2.6611 0.7311 0.6011 0.6711 0.661 

jshares Outstanding (in thousands) 112,433, 781ll 2,421,56 Ill2,433, 781112,448, 781112,463, 7331 
I Source: Media General Financial Services, Inc. I 

OM23/97 09:5 I 28 
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I 

Balance Sheet Data 
Mar. 97 

leash($ mil.) 321.ol 

!current Assets($ mil.) 15,826.ol 

!Equity($ mil.) 13,817.ol 

!current Liabilities($ mil.) 14,233.ol 

!Long Tenn Debt ($ mil.) 13,979.ol 

I I Source: Media General Financial Services, Inc.I 

(!) S~e Historical Financials for Philip Morris. <Find out how you can subscribe). 

I 
I EfS Forecast 
IEar~ings per Share ($): 

I Source: First Call Corporation 

II Ju~~~I Se~~.~11 
II 0.7611 0.7811 

What can I do with these numbers? 

See another Snapshot 
Enter ticker symbol: 

OR Company Name: 

Dec.~~11 
2.9711 

Dec.~il 
3.471 

I 

I R~cent SEC Filings II May 14 9711 March l1 971 
:================~ 

IForih Type: II .lli=Qll 10-K4051 
I Sca~ch EDGAR Online for more SEC filings from Philip Morris. 

Click here for more information 

About The Fool Snapshot 

Hoover's Company Information, Copyright© 1997, Hoover's, Inc., Austin, Texas 

Legal Disclaimer I FoolMart I Who Are We? I Suggestions 

06/23/97 09:51 :28 
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[Yahoo I Write Us I Search I Headlines I Info] 

[ Business - Company - Industry - Finance - PR Newswire - Business Wire - Quotes ] 

Wednesday June 25 1:44 AM EDT 

Philip Morris to make $6.5 bin case payment 

NEW YORK, June 25 (Reuter) - Philip Morris Cos Inc is expected to pick up about $6.5 billion of the 
initial $10 billion payment called for under the recent settlement struck with cigarette makers, the New 
York Times said. 

In Wednesday's edition, the newspaper said the payment is part of a formula agreed upon by the five 
tobacco companies participating in the proposal, with the first payment to be determined based on the 
stock market value of each company. 

The total settlement is about $368.5 billion. Subsequent annual payments outlined under the settlement 
will be divided based on each company's share of the cigarette market in the United States. 

Earlier this year, Philip Morris carved out about 50 percent of the market, while RJR Nabisco Holdings 
Corp~ held about 25 percent. 

RJR, the parent company of R.J. Reynolds Tobacco Co, said on Tuesday its initial payment would be 
about $600 million. 

The projected payments were contained in documents filed with the Securities and Exchange 
Commission. 

The Times said that based on Tuesday's closing stock prices, B.A.T Industries Pie's (BATS.L) Brown & 
Williamson would contribute $1.7 billion; UST Inc's (usT) U.S. Tobacco would pay $324 million; R.J. 
Reynolds would contribute $571 million; and Loews Corp's (LTR) Lorillard would pay $720 million. 

More news for referenced ticker symbols: LTR, MO, RN, UST, and related categories and industries: 
food/beverages, tobacco, international. · 

06125197 15:44:54 



s 153. 80 Points 
·nd From Selloff 

exchange rate. 
An aide later said that Mr. Hashimoto's 

remarks had been misinterpreted. And 
yesterday, Japan's Finance Minister, Hiro­
shi Mitsuzuka, said his Government had no 
such plans. ' 

Meanwhile, a chorus of prominent Wall 
Street analysts argued that the sharp sell­
off was unjustified. 

"It was a question of shooting first and 
asking questions later," said Byron R. 
Wien, the United States investment strat­
egist at Morgan Stanley & Company. "But 
then when the news cleared, the eternal 
optimism returned. So we're back to go." 

Go is nearly 7,800 points on the Dow - a 
20 percent gain this year - and nearly 900 
on the Standard & Poor's 500-stock index. 
Yesterday, the S.& P. 500 rose 17.72 points, 
also a jump of 2.02 percent, to 896.34. 

Such returns have Wall Street in a bull­
ish mood this year, and despite occasional 
jitters, investors are riding a wave of opti­
mism based on strong earnings, low infla­
tion and stable interest rates. 

Yesterday, addressing a conference in 
New York, Abby Joseph Cohen; the Gold­
man Sachs strategist, said that the econ-

The Dow Jones index ~,l. •1 • 111 • 
at3oindustria1s - r<ill lp lYIOrrlS 

Close: '\ 
7.758.06 

Up
1sa.ao To Pay Most 

Source. Bridge Information Systems lbe New Yori< Times 

omy had been going in the right direction 
. since 1991 and that she did not see the 

course altering any time soon. 
There has been a "magic" about this 

economic expansion, she said, partly be­
cause the economy has grown at a moder­
ate pace, and the cycle has lasted so long. 

She called the apparent elasticity of this 
economic expansion the "Silly Putty cy­
cle" and said that the biggest threat was 

Continued on Page 8 

Of First Bill 
Tobacco Plan Payment 
Based on Market Value 

By BARRY MEIER 

The Philip Morris Companies, the giant 
of the cigarette industry, will provide the 
majority of an initial $10 billion payment 

. under the $368.5 billion tobacco settlement 
proposal reached last week, iridustry offi­
cials said yesterday. 

Under a formula agreed to by the five 
tobacco companies taking part in the pro­
posal, the first $10 billion payment will be 
divided based on their stock market value. 
Under the plan, which was a heated topic of 
discussion among companies during the 
talks, Philip Morris will pay $6.5 billion of 
the initial payment and maybe more, peo­
ple inside and outside the company said. 

The subsequent annual payments under 
the settlement, which will start at $8.5 
billion and grow to. .. $15 billion, will be 
divided based on each company's share of 
the cigarette market in the United States. 
At the beginning of this year, Philip Morris 
had about 50 percent, and its closest com­
petitor, the RJR. Nabisco Holdings Corpo­
ration, the parent company of the R. J. 
Reynolds Tobacco Company, had about 25 
percent. · . 

TUR Nabisco's part of the initial $10 
. billion payment will be about $600 million, 
the company said yesterday in a filing with 
the Securities and Exchange Commission. 
That payment Is significantly less than the 
initial payment of the third-leading ciga­
rette marketer in the United States, B.A.T. 
Industries P.L.C., and reflects RJR Nabis­
co's weaker financial position, said Martin 
Feldman, a tobacco industry analyst with 
Smith Barney. 

The payment disclosures came yester­
day as tobacco producers filed documents 
with the S.E.C. that discussed the possible 
effect of a tobacco settlement on their 
future earnings. 

In its filing, Philip Morris said that it 
expected a settlement "would materially 

. adversely affect" the company's financial 
position in its first year and potentially 
afterward. RJR Nabisco said in its filing 
that a settlement "could have a significant 
negative effect" on its tobacco subsidiary 
and on the financial health of the parent 
company. 

While several analysts said that they 

Continued on Paee ll 
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Philip Morris 
To Pay Most 
Of,the First 
Tobacco Bill 
Continued From First Business Page 

expected that RJR Nabisco, which is 
struggling to maintain a healthy 
credit rating, might feel some finan­
cial effect from the settlement, they 
said that Philip Morris would absorb 
the costs of the proposal quickly. 

"I think the impact on them will be 
negligible," said Gary Black, a to­
bacco industry analyst with Sanford 
C. Bernstein. "It's in their best inter­
ests not to tout the deal too highly." 

Along with B.A.T Industries, which 
is the parent company of the Brown 
& Williamson Tobacco Corporation, 
other tobacco producers participat­
ing in the proposed settlement in­
clude the Loews Corporation, the 
parent company of Lorillard Inc., 
and UST Inc., the parent of the Unit­
ed States Tobacco Company. 

While a spokesman for Philip Mor­
ris said that the company's share 
would be about $6.5 billion, Mr. Feld­
man, the analyst, said he estimated 
that it could reach $7 billion to $7.5 
billion. Joe Helewicz, a spokesman 
for Brown & Williamson, said that 
B.A.T Industries, which has about 15 
percent of the United States ciga­
rette market, would pay $1.7 billion 
of the initial $10 billion payment. 

The remainder of the initial pay­
ment will be paid by Loews, UST and 
either chewing tobacco companies 
that join the settlement, Mr. Feld­
man said. 

Several people close to the ta_lks 

Dividing the Ante 
Philip Morris said yesterday 
that it expected to contribute 
about $6.5 billion to the 
tobacco industry's first pay­
ment of $10 billion under last 
week's settlement agreement, 
with the cost to each compa­
ny determined by its market 
capitalization. If yesterday's 
closing prices are used. here 
is how the $10 billion would 
be divided among the five 
tobacco companies. 

Brown & Williamson (BAT) 
$1. 7 billion 

U.S. Tobacco (UST) 
$324 million 

Lorillard (Loews) 
$720 million 

R.J. Reynolds (RJR Nabisco) 
$571 million 

Source: Bloomberg Financial Marke/s 

The New York Times 

said that companies involved in the 
talks clashed over matters such as 
how to divide the initial payment 
because RJR Nabisco and other 
companies feared that Philip Morris 
would use its greater financial 
strength to gain a competitive ad­
vantage from the settlement. 

Attorneys General Def end 
Landmark Tobacco Pact 

By JAMES BROOKE 

GRAND TETON NATIONAL 
PARK, Wyo., June 24 - With a land­
mark tobacco settlement coming un­
der increasing criticism as too le­
nient on cigarette companies, state 
attorneys general today offered a 
spirited defense of the pact they 

"You've got to keep this thing in 
perspective," continued Mr. Woods, 
a member of the negotiating team. 
"This is the biggest public health and 
corporate settlement in the history of 
this country." 

Although the 68-page tobacco pact 
would impose restraints and penal­
ties on the tobacco industry that 
would have been unimaginable only 
"' ,.n ...... ..- '"'"" ,..ritif'c: h-:1\fn Pvnrf'.lC:::<::P<i 

THE NEW YORK TIMES, WEDNESDAY, 

New Chairman Nam 
By REED ABELSON 

Edmund L. Jenkins, a retired man­
aging partner for Arthur Andersen 
was named yesterday as chairma~ 

· of the Financial Accounting Stand­
ards Board, the seven-member 
group responsible for establishing 
the nation's accounting rules. 

As head of the F.A.S.B., which has 
come under increasingly sharp at­
tack from the business community, 
Mr. Jenkins, 62, will have the oppor­
tunity to weigh in on a number of key 
issues. The new chairman, whose 
five-year term begins July I, will not 
only grapple with a series of narrow 
but highly controversial accciunting 
matters but will also lead the board's 
efforts in examining its role in the 
larger context of financial reporting 
and international standards. 

"I think it's a very challenging job, 
without question, one ·that has not 
been easy for prior chairs to handle," 
Mr. Jenkins said in a telephone inter­
view from his office in Chicago. "It's 
a job that needs doing. Keeping 
standard setting in the private sector 
Is very important." 

Mr. Jenkins's selection came after 

months of delit 
tees of the F 
Foundation, w 
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.. Her nvmg life was very strong, 
and her fight here showed that en­
durance," Ms. Shabazz said,. stand­
ing with her sisters. "We are a fam­
ily of daughters who got to learn a lot 
more about our mother, as have a lot 
of people around the globe." 

As many of the dignitaries and 

Continued on Page A22 

William H. Gates, the software en­
trepreneur sometimes criticized for 
being slow to give away his billions, 
is creating a foundation to spend $200 
million to bring computers and the 
Internet into public libraries. It is the 
largest charitable effort by Mr. 
Gates, the chairman of Microsoft. 

Business Day, page DJ. 

tery, abuse, abandonment, a lengthy 
marital separation or imprisonment 
on a felony. 

On the final day of the legislative 
session, the bill, which would talce 
effect on Aug. 15, passed the House 
by a vote of 98 to O and the Senate by 
a vote of 37 to 1. Gov. Mike Foster, a 
Republican, is expected to sign it, 
said Marsanne Golsby, the Gover-

Fenced In at Home, Marlboro Man Looks· Abroad 

Percer1tage change in sales of cigarettes for each region, from 1990 to 1995. 

LATIN 
AMERICA 

-11.3% 

WESTERN 
EUROPE 

-1.7% 

EASTERN 
EUROPE 

+5.6% 

AFRICA 

--0.1% 

Source: World Tobacco File 

By JANE PERLEZ. 

VIENNA, June 22 - On the wall of 
Andre Calantzopoulos's office In 
Warsaw hangs a glass cabinet dis­
playing dozens of the more than 300 
brands of foreign cigarettes, includ­
ing seductively packaged "his" and 
"hers" brands, that the tobacco gi­
ants are churning out to entice Polish 
smokers. 

Mr. Calantzopoulos, an executive 
of the Philip Morris Companies for a 
dozen years, has worked in some of 
the world's heaviest-smoking coun~ 
tries. But of Poland, where he is the 
company's managing director, he 
said: "I've never seen anything like 
it In my life. People go to the kiosk 
and say: 'Do you have any new ciga­
rettes for me to try?' " 

If there is a heaven for belea­
guered cigarette manufacturers 
from the West, it is the developing 

markets of Eastern Europe, Asia 
and the Middle East, half a world 
away from trial laWyers, assertive 
regulators and a proposed billion­
dollar fund to. compensate smokers 
who are ill. 

With cigarette sales in the United 
.States stagnating, companies like 
Philip Morris and the R.J. Reynolds 
Tobacco Company view those re­
gions as a frontier with bountiful 
opportunities for growth and profit. 
And the tobacco compensation settle­
ment reached on Friday in the Unit­
ed States does nothing to limit manu­
facturers' aggressive moves to prof­
it from foreigners' growing appetite 
for smoking and their general disre­
gard for its effects on their health. 

Anti-smoking forces fear that as 
. the regulatory grip tightens in the 
United States, foreign markets will 
increasingly feel the marketing mus­
cle of the Marlboro Man and the 

•·. r 

MIDDLE 
EAST 

+17.7% 

ASIA/ 
PACIFIC 

+8.0% 

The New York Times 

allure of Joe Camel, and In some 
countries . they are pressing the 
health authorities to sue the Industry 
to recover the cost of treating smok­
ing-related illnesses. · 

Already, Philip Morris, the world's 
biggest tobacco company, has In-· 
creased sales of cigarettes abroad by 
nearly 80 percent since 1990, to ~62.2. 
billion cigarettes last year. In Amer­
ica, by contrast, sales have nudged 
up a mere 4.7 percent during the 
same period. 

Although Asia is the largest mar­
ket, Eastern Europe is a profitable, if 
distant, No. 2. And Poland is emblem­
atic of how American tobacco com­
panies, faced with a wealc market In 
the United States, have aggressively 
moved to capture a developing and 
potentially lucrative foreign market. 
But even in Poland, the cigarette 

Continued on Page Al6 
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Fenced In at Home, Marlboro Man Eyes East Europe 
Continr.1ed From Page Al 

makers are confronted with tax In· 
c curbs on advertising and a 
lledgllng anti-smoking movement 
that recently pushed through a law 
banning 1moklng on the job and Is 
proposing a ban on smoking while 
drtvlng. 

Last year. consumption dropped 
7.l percent, and experts predict a 
further decline this year. 

SUI~ the Polish market and East­
ern Europe would seem to hold a lot 
or promise. Smoking is seen every· 
where In the region. About half the 
adults smoke, compared with about 
25 percent In the United States, and 
the running joke In Poland IS that 
people enjoy tobacco so much that 
they smoke In their sleep. 

When Vaclav Havel. President of 
the neighboring Czech Republic, was 
about to have surgery for lung can­
cer, he was photographed smoking a 
clgarelle with the Minister of Health. 
In Hungary, there Is a perception 

the primary cause cf lung can· 
cer ts air pollution, not smoking. 

Western tobacco companies have 
more than $3 billion In the last 

rlx yeara buying dozens of often de­
crepit but potentially lucrative state· 
owned cigarette factories - from 
ffunglll)' to Kazakstan - and turn­
ing them Into efficient clgarelle sup­
pliers. 

With increased adverUslng and 
btgger sales forces, cigarette compa· 
nle1 have relemlessly promoted 

brands, and sales and profits 
have steadily risen. 

"Thia Is where the American to­
bacco companies are maklng money 
hand over rtst," sald Martin Feld-

OVERVIEW 

l East 
For Growth 
As the American market 
dwindles. demand lor 
cigarettes in Asia and 
Eastern Europe is booming. 
lnduslrywide figures lor 1995 
are the latest available 
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man, a 1obacco analyst at Smith Bar­
ney In New York. 

In panlcular, he said, Philip Mor· 
rls has made astounding inroads into 
the growing market of hlgher-prtced 
American cigarettes, where the mar­
gins are higher than with the raw; 
unfiltered cigarettes that ·are popu­
lar In Eastern Europe's smoke-filled 
ban and restaurants. 

Four years ago, for example, when 
American companies started to have 
serious Influence ln the former Sovi­
et bloc, Philip Morris had a 51 per­
cent share of the 59 billion American 
clgare11es sold. By las! year, that 
share had grown to 70 percent of in 
billion clgarelles, Mr. Feldman said, 
and the company had 12,000 employ­
ees In the region. In 1991, It had only 
135. 

The strategy In Poland for Philip 
Morris and Its Western rivals ls to 
improve the quality of cheaper clga­
reues, and as incomes grow, encour­
age cus1omers to buy more expen­
sive American brands. 

"J can do much more about switch­
ing of brand" than whether a person 
smokes or not, Mr. Calantzopoulos 
said. "Compelition in the market­
place Is the biggest problem." 

To deal with this, Philip Morris 
lncreased Its sales force last year kl 
200, from 38. 

In sman Warsaw discoth~ues, at­
\racllve Philip Morris salespeople 
approach smokers, take away their 
cigarettes on the table and replace 
them with a Philip Morris brand, a 
technique called "switch selling." 

The biggest brand switch over the 
last three years has been to the Brit­
ish-American Tobacco Company's 
Sobieski cigarettes. 

The goal was straightforward: at­
tack the leader in the market seg­
ment, a clgaretle called Mars pro­
duced for years by a Polish Govern­
ment factory. 

"Research· showed It we could 
bring a better-quality cigarette -
more consistent in quality and at the 
same price ·and with distribution 
muscle - it would work," said Louis 
Hughes, the chairman of British­
American Tobacco in Poland. 

In addition to making cigarettes 
be11er - Polish clgarelle quality 
made under state management was 
nolortously poor - Brttlsh-Amertcan 
Tobacco also chose an extraordinari­
ly successful brand name. It called 
lls new clgarene Sobleskt, tapping 
Into Polish pride about a 17th-centu-
ry warrior king. · 

"Part or the success was the prod· 
uct," Mr. Hughes said. "Part of the 
magic was the name." 

British-American Tobacco, a unll 
of 8.A.T. Industries P.L.C., manufac· 
lures Sobieski at a plant It bought 
from the Government at Augustow in 
northeast Poland. 

Sllll, the Polish market declined 
last year. It has fallen and bounced 
back before, but this time the manu­
'acturers blame a new excise tax. 
The tax was a deterrent, the anti· 
smoking groups say, but so was their 
effon to ec-;ucrit.. j...t!Ople about tobac· 
c-:..·. · · .::.:1 effects. 

Men In Eastern Europe and the 
former Soviet Union have the highest 
death rates in the world from smok­
ing, according to the Epldemlologl· 
cal Studies Unit at Oxford University 
In Britain, headed by Dr. Richard 
Peto, one of 1he leading anti-smoking 
campaigners. He says that 40 per· 
cent of all male deaths In mJddle age 
are rela1ed to lobacco. 

In Poland, one of Dr. Peto's allies 
Is an eloquent and highly visible can­
cer specialist. Dr. Wltold Zatonskl. 
Dr. Za1onskj has bolstered his influ­
ence with numerous lectures about 
the health hazards of cigarettes and 
the high Incidence of lung cancer In 
Poland. He has used his connections 
in the polilical and religious spheres 
ol Polish life 10 fight lhe tobacco 
companies. 

Dr. Z~tonski, who Infuriates the 

Tobacco Company Lawyer Says 
Pact Might Lead to Bankruptcy 

By IOSEPH B. TREASTER 
A lawyer for the Llggell Group 

Inc., the rtnt cigarette maker to ne­
RtKlale a tt..1111 wlfli ""'°''""1"""""' nffl. 

conspiracy or silence and deceit. 
Under the agreement In March, 

Mr. Kasowltz said, Llggell agreed 10 
pav 2~ l"W':rcf':nl n' lloi; nr .. r "'" n..,..f1u 

lntematlonal tobacco companies 
with the way he saunters Into the 
chamber of the Polish Parliament to 
talk to his friends among the leglsla­
lors, played a major role In gelling 
legislation passed requlrtng that by 
December, health warnings cover JO 
percent of the space on cigarette 
packages, compared with 4 lo 6 per­
cent ln Western Europe and 20 per­
cent of the space on billboards that 
advertise tobacco. 

Under the proposed Lndusuy set­
tlement In the United Slates, warning 
labels on cigarette packages would 
grow to 25 percent of the front of the 
package, compared with a small la­
bel on the side now. 

"The tobacco Industry was 
shocked at how fast we were able to 
get these Jaws," Dr. ZatonskJ saJd. 
The principal law on health warnings 
and the smoking ban ln the work­
place was signed last year by Presi· 
dent Aleksander Kwasniewski, who 
overturned a veto by his predeces­
sor, l..ech Walesa. 

But despite these successes by the 
anti-smoking act1vls1s, , the tobacco 
companies still have huge po1ential 
markets. And, as they do in the Unit­
ed States and Western Europe, the 
companies have compensated for rhe 
adventslng restrictions with give­
aways and promotions at sports 
events_ 

factory In Nova Huta, the Commu· 
nlst-era industrial area jusl outside 
the medieval clly of Cracow, Philip 
Morris has had it.5 work cul out for lt. 

With 4,100 workers. the plant Is 
vastly overstaffed, yet Philip Morris 
agl'f'ed lo keep all the workers for 
three years. It also agreed to a 30 
percent wage lncrease for the work· 
ers and an additional bonus. 

Bertrand Butttcaz, a Philip Morris 
manager who has revamped fac· 
torles all over rhe world, Immediate· 
ly s1aned 10 modernize machinery 
and management. A new hall with 
the latest German machlnes thal 
make 8,000 cigarettes a minute 
boasts hlgh ceilings, air-conditioning, 
smooth flooring and pleasant light. It 
sets the standard for wha1 the rest of 
the plan! will eventually look like. 
Mr. Bulllcaz said. Under the Com· 
munlsts, poorly paid workers used to 
haul 110 poWlds of tobacco on their 
backs al the plant. 

For Mr. Buttlcaz, the main goal In 
the first year was something basic: 
how to slop the slide ln sales ln the 
Increasingly fickle market of 1he lo­
cal brand, known as Klubowe. Ciga­
reHes made from domestic tobacco, 
measurlng 2.75 lnches or less, still 
make up 50 percent of the Polish 
marke~ with Klubowe the most pop­
ular brand, but with slightly falling 
sales. 

After years of negotiations, Philip 
Morris completed Its deal for the 
Polish Govemmenl's biggest tobac­
co factory early last year. The com­
pany paid $227 million for a 32 per­
cent interest In the factory and 
agreed to Invest $145 million more 
for the acqulsillon of an additional 33 
percent over the next three years. 
Slnce taking over management of the 

Packaging the cigarettes in boxes 
Instead of soft packages, and "up­
grading" the ta.ste of Klubowe, a 
process that lncluded refusing to buy 
the lnferior fire-cured tobacco from 
Polish farmers, has helped stop the 
slide, Mr. ButUcaz said. 

An Albanian man waited to sell firewood 
West.rm cigarettes near Tirana, the Albar 

Back at the headquarters in War· 
saw, the long-term goal for Mr. Ca· 
lantzopoulos getting more Polish 

An Alb . · ..,...,,.,,. ,;~.;, 
W am:ui man waited to sell firewood under a billboard advertisi 

cstcrn cigarettes near Tirana, the Albanian capital. ng 

smokers to switch to Marlboro or 
L&M. 

"Of course, we're working in that 
direction," he said. "But It's very 
difficult to tell a Klubowe smoker to 
smoke Marlboro. II doesn't taste like 

anything he knows. The conventional 
wisdom is that the international 
companies are going to kill the do­
mestic brands and introduce the in­
ternational brands. Easy to say not 
to do." ' 
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PHILIP MORRIS COMPANIES INC. 

OVERVIEW 

The tobacco industry has been under fire re­
cently. but when the smoke clears #l cigarette 
maker Philip Mol'ris may still be in good 
shape. The New York City-based conglomerate 
now gets half its revenue from food and beer. 
lts subsidiaries include Kraft. the lJS's largest 
food company; Miller Brewing. ranked #2 
among beer makers (after Anheuser-Busch); 
and Philip Morris Inc., which makes Marlboro, 
the world"s best-selling cigarette. Other com­
pany subsidiaries are involved in rinancial ser­
vices and real estate investment. 

Krait - whose brands include Oscar Mayer, 
Jell-0. and Post cereals - has combined Kraft 
and General Foods and realigned its interna­
tional operations in an effort to oiiset weak 
demand in some markets and speed its expan­
sion into new ones. 

Miller has debuted several brands, including 
Southpaw Light, and is enjoying increased 
sales among its premium beers, such as 
Lowenbrau, Miller, and Red Dog. 

Meanwhile back at the Marlboro ranch, legal 
and governmental actions against Philip Mor­
ris, as well as other top tobacco companies, are 
escalating, with consumers. the media, federal 
and state governments. and tobacco industry 
players battling over issues of intent and liabil­
ity. The firm is challenging antismoking legis­
lation and lobbying for smokers' rights. The 
controversy has heated up as new witnesses for 
the opposition - including several former 
Philip Morris employees - and documents 
damaging to the industry have surfaced. 

WHEN · . · · 

Philip Morris opened his London tobacco 
store in 1847 and by 1854 was making his own 
cigare;tes. Morris died in 1873. and his heirs 
sold the company to William Thomson around 
190(1. in 1902 Thomson introduced his com­
pan,··; .:1garettes to the US. American investors 
bough: the rights to leading Philir Morris 
brand.; in 1919 and I 0 years later began mak­
ing cigarettes in Richmond, \"irginia. 

\\"nen the original members oi the old 
Tobac.:o Trust (broken up bv th< iederal gov­
ernment in 19111 raised their pn.:es in 1930, 
Philir '!orris countered by introducing inex­
pemi,·e cigarettes popular with Depression­
wearY consumers. A popular ad campaign in 
1933 ieatured bellhop Johnn~· Ro1·entini chant­
ing the slogan .. Call for Philip ~!orris."· 

The companv acquired Benson &: Hedges 
and its president, Joseph Cullman III. in 1954. 
Cullman enlisted advertiser Leo Burnett, who 
created the hugely successful ~larlboro Man. 
Under Cullman. Philip Morris experienced 
tremendous overseas expansion. 

In 19i0 Philip Morris purchased Miller 
Bre"·ing Company (formed in 1855 by Frederic 
Millen and with aggressive marketing vaulted 
to ~2 among the world's beer makers by 1980. 

Philip Morris paid $5.6 billion in 1985 for 
food and coffee giant General Foods. General 
Foods traces its roots back to acquisitions 
maQ' by C.W. Post's cereal company, including 
Jell-0 ( 1925) and Maxwell House Coffee 
(19281. The Post company acquired the Gen­
eral Foods Company from frozen ioods pioneer 
Clarence Birdseye (and changed its own name 
to General Foods) in 1929. 

In 1988 Philip Morris purchased Kraft. 
which had been created in 1930 when 
Thomas Mclnnerney·s l\ational Dairy Prod­
uct~ bought Kraft-Phenix !formed in 1903 by 
chees·e wholesaler James Kraft). 

The company acquired RJR Nabisco·s cold 
cereal operations in 1993. It also bought 20% 
of Molson !Canada·s largest brewer) and 
100% of Molson·s US breweries. That year it 
sold Bird·s Eve frozen foods to Dean Foods. 

Also in 1993 Philip Morris cut Marlboro cig­
arette prices by 40 cents a pack to fend off low­
priced competitors. The cut almost halved 
domestic tobacco profits but boosted market 
share in the US for Philir >!orris brands. Amid 
price pressures and political attacks. CEO 
Michael Miles stepped down in 1994, shortly 
after the board rejected a proposal to split 
Philip Morris into separate tobacco and food 
companies. 

New CEO Geoffrey Bible led challenges in 
1995 to the EPA's findings on 2nd-hand 
smoke as well as to antismoking regulations. 
The company also settled a $10 billion libel 
suit it had filed against Capital Cities/ABC 
over an ABC news story. Later it spent $100 
million to recall more than 7 billion ciga­
rettes contaminated with an irritant. 

In 1996 Philip Morris bought a controlling 
interest in Poland's largest tobacco operation. 
ZPT Krakow. That vear Miller introduced a 
new premium beef. called Miller. In a replay of 
its 1993 cigarette marketing strategy, the com­
pany cut its breakfast cereal prices by 20% in 
hopes of gaining market share. 
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Chairman and CEO: Geoffrey C. Bible, age 58, 
S2.475.000 pay 

EVP Worldwide Food: James M. Kitts, age 48, 
$1.340,000 pay 

EVP External Affain and General Counsel: 
Murray H. Bring, age 61, Sl,300,000 pay 

EVP and CFO: Louis C. Camilleri. age 41 
Chairman and CEO, Kraft: Robert S. Morrisor 
Chairman and CEO, Miller. John l'i. Mac Dono 

age 52 
President and CEO, Philip Morris lntematio~ 

William H. Webb, age 56, Sl.175.000 pay 
President and CEO. Philip Morris Inc.: 

James J. Morgan. age 53 
President and CEO. Kraft Foods lntemationa 

.lohn Bowlin. age 45 
SVP Worldwide Operations and Technotog_v: 

Mm S. Goldberg. age 52 
S\IP Corpor.ite Affairs: Steven C. Parrish, age 
S\IP Human Resources and Administration: 

Lawrence A. Gates. age 58 
Auditors: Coopers &. Lybrand L.L.P. 

HQ: 120 Park-Ave .. New York. -,·y 1001 i 
Phone: 212-880-5000 Fax: 212-878~2167 
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Chairman and CEO: Geoffrey C. Bible. age 58, 
52.475.000 pay 

EVP Worldwide Food: James ~1. Kilts. age 48. 
S 1.340,000 pay 

EVP External Affairs and General Counsel: 
Murray H. Bring, age 61. Sl.300.000 pay 

EVP and CFO: Louis C. Camilleri, age 41 
Chairman and CEO, Kraft: Robert S. Morrison. age 53 
Chairman and CEO, Miller: John N. MacDonough. 

age 52 
President and CEO, Philip ~!orris International Inc.: 

William H. Webb. age Sti. :' 1.1 ~5.000 pay 
President and CEO, Philip ~!orris Inc.: 

James J. Morgan. age 53 
President and CEO, Kraft Foods International: 

John llowlin. age 45 
S\l' Worldwide Operations and Technology: 

~larc S. Goldberg, age 52 
S\l' Corporate Affairs: Ste,·en C. Parrish. age 45 
SVP Human Resources and Administration: 

Lawrence A. Gates. age 3S 
Auditors: Coopers & LybranJ L.L.P. 

WHERE · 
HQ: 120 Park Ave .. New Yori<. W 10017 
Phone: 212-880-5000 Fax: ~12-878-2167 

1995 Sales 
S mil. 

32.479 
23.076 
I 0.516 

.. %0.ftotal 

us 
Europe 
Other regions 

Total 66,071 

49 
35 
16 

100 

WHAT 
!~95 Sales a. Operati'!g,-'l:.::n=co::::m:::•=--------­

Sales 
S mil. % oftota\ 

Tobacco 32,316 49 
Food 29,074 44 
Beer 4,304 6 
Other 377 
Adjustments 

Operating Income 
S mil. %oftotal 
7,177 65 
3,188 29 

444 
164 

(447) 

Total 66,071 100 10,526 100 

Selected Products 
i(;.;r1 F-.;.;i;- ---- -- --·------

Maxwell House Foster's 
Claussen pickles i.:offee Lowenhrau 
Dream Whip Oscar ~layer Miller 

toppin!l meats Molson 
Grape Nuts Raisin Bran ReJ Dug 

.:erea\ cereal Sharp's 
Jell-0 desserts Shredded Wheat 

Philip Morris l\ool-Aid drink cereal 
mix Tang Jrink mix 

Basic 
Bristol 

\\raft foods \'e\\·eeta cheese Chesteriield. 
1..ig Cabin syrups product 

:>larlhoro 
u.uis Rich 

~liller Brewing Parliament turkey 
prnJucts . .\sahi Virginia Slim> 

KEYCOMPE11TORS ·- ' < • _---:-•.-

.\Julph Coors. CJmrhe\I Sour Heinz 

.\\li<J [)omecq Carl shag H11rm~l 

.\maican Home C•Jn..\gra Kellogg 
Products C\'C Kirin 

.\nheuser-llusch Danone Nestle 
Ba.ss General ~l1lls PepsiCo 
EL\.T CranJ Quaker Oat> 
\lorJen ~letropo\itan RJR Nabisc(• 
CaJhury Guinness Sara Lee 
Schweppes Heineken Stroh 
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1995 YEAR-ENO-
Debt ratio: SO. 7% 
Return on equity: 40.9% 
Cash lmil.I: Sl.138 
Current ratio: 1.04 
Long-term debt lmi\.): 512.324 
So. of shares (mil.I: 831 
Dividends 
Yield: 4.0% 
Payout: 56.1 % 
~arket value tmi\.i: $75.013 
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Monday June 23 10:07 AM EDT 

RESEARCH ALERT - Oppenheimer on tobacco companies 

NEW YORK, June 23 (Reuter) - Oppenheimer & Co said it raised price targets and trimmed fiscal year 
1998 earnings estimates for tobacco companies. 

D said raised the price target on Philip Morris Cos Inc C!::!2) to $64 from $46, raised RJR Nabisco 
Holdings Corp~ to $48 from $39 and increased B.A.T Industries Pie (BTI) to $29 from $19. 

D assuming the $368.5 billion settlement reached last week is approved in its current form and 
assuming the $0 .20 per pack federal excise tax rise on cigarettes is passed, said trimmed earnings 
estimates for fiscal 1998. 

D based on those two assumptions, said cut Philip Morris' fiscal 1998 earnings estimate by $0.33 a 
share to $3 .19 a share, cut RJR Nabisco's by $0.79 a share to $2.68 a share, cut UST Inc (usT) by 
$0.47 a share to $2.28 a share. Also cut 1998 estimate for B.A.T Industries by $0.15 per ADR to 
$1.78 per ADR. 

D On Friday, tobacco companies reached a settlement with 40 states suing the industry and the public 
health community. 

More news for referenced ticker ~ymbols: BTI, MO, RN, UST, and related categories and industries: 
food/beverages, household, insurance, tobacco, stock capsules, options. 

Copyright © 1997 Reuters Limited. All rights reserved. Republication or redistribution of Reuters content is expressly 
prohibited without the prior written consent of Reuters. Reuters shall not be liable for any errors or delays in the content, or 

for any actions taken in reliance thereon 
Important Disclaimers and Legal Information 

Questions or Comments? 

06123/97 16:44:17 
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A Product of Hoover's, Inc., the Ultimate Source for Company Information. 

Click here for more information 

RJR Nabisco Holdings Corp. 
NYSE: RN 

1301 Avenue of the Americas 
New York, NY 10019 
Ph: 212-258-5600 

http://www.rjrnabisco.com Fx: 212-969-9173 

RJR Nabisco Holdings Corp. is the parent of separately traded subsidiary Nabisco, Inc., a -~ 
leading US food company. RJR is also the #2 cigarette maker (after Philip Morris) in the US. 
Product lines include cigarettes (Camel, Winston, Salem); candy, gum, and nuts (Breath Savers, 
Care*Free, Planters); cookies, crackers, and cereals (Nilla Wafers, Cheese Nips, Cream of 
Wheat); and a myriad of other brands (A 1. steak sauce, Blue Bonnet margarine, and Ortega 
Mexican food products). Almost 3/4 ofRJR's revenues come from domestic operations; sales 
are split almost evenly between food products and tobacco products. 

Source: Hoover's. Inc. 

[!)See Hoover's Company Profile of RJR Nabisco. (Find out how you can subscribe). 

RJR Nabisco Message Boards 

I Historical Performance II Market Data I 
. I Market Closed I 
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rE Ratio II 19. ll 
BASELINE Financial Services. Inc. provides Price Action graphs for Source: Hoover's. Inc. / 
~pproximately 7,400 public companies. A Price Action graph is available for most North American Ouotations. 
Company Snapshots. 

Inc. 

- .. . - -

I Trailing 12 Month Data IG QTRl QTR4 QTR3 QTR2 
March 97 Dec. 96 Sep.96 June 96 

Isales($ mil.) II 16,95611 3,77911 4,62511 4;34911 4,2031 

I operating Income ($ mil.) II 2,69311 65311 69211 68311 6651 

I operating Margin (%) II 15.9%11 17.3%11 15.0%\I 15.1%\I 15.8%\ 

INet Income($ mil.) II 626.oll 213.oll 21s.oll 225.oll ~27.0), 
!Profit Margin (%) II 3.7%11 5.6%11 4.6%11 5.2%11 -~I 
!Earnings per Share($) II 1.8011 0.6211 0.6311 0.6611 (0.11)1 

!shares Outstandirig (in thousands) II 273,57411 273,91311213,57411269,92311 212, 10sl 

I Source: Media General Financial Services, Inc. 

Balance Sheet Data 
Mar. 97 

leash ($ mil.) 218.ol 

!current Assets($ mil.) 4,949.ol 

!Equity ($ mil.) 9,609.ol 

!current Liabilities($ mil.) 3,873.oJ 

!Long Term Debt($ mil.) II 9,653.ol 

I Source: Media General Financial Services, Inc.I 

[!)See Historical Financials for RJR Nabisco. (Find out how you can subscribe). 

[ EPS Forecast 
!Earnings per Share ($): 

I Source: First Call Comoration 

I June 97: 
QTRj Se~~-~~I 

II 0.1111 0.7811 

What can I do with these numbers? 

See another Snapshot 
Enter ticker symbol: 

Dec.~ll 
2.9911 

I 

Dec.~~I 
3.411 

I 
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OR Company Name: 

I Recent SEC Filings II May 13 9711 May 13 9711 March 14 971 
!Form :rype: II lQ:Qll lQ:Qll 10-K4051 

I Search EDGAR Online for more SEC filings from RJR Nabisco. I 

Click here for more information 
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Hoover's Company Information, Copyright© 1997, Hoover's, Inc., Austin, Texas 
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May 13, 1997 

More Info: Current Quote I Chart I News I Profile 

Recent Filings: Nov 96 (Quarterly Report) 
More filings for RN available from EDGAR Online 

RJR NABISCO HOLDINGS CORP (RN) 
Quarterly Report (SEC form 10-Q) 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERA TIO NS 

The following discussion and analysis of RJRN Holdings' financial condition and results of operations 
should be read in conjunction with the historical financial information included in the Consolidated 
Condensed Financial Statements. 

RESULTS OF OPERA TIO NS 

Summarized financial data for RJRN Holdings is as follows: 

NET SALES: 

RJRT ......................................... . $ 
Reynolds International ....................... . 

Total Tobacco .............................. . 

1997 

1,076 
798 

1,874 

THREE MONTHS 
ENDED 

MARCH 31, 

1996 

$ 1,057 
839 

1, 896 

% c 

06125197 15:5153 
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Nabisco Biscuit .............................. . 
U.S. Foods Group ............................. . 

Domestic Food Group .......................... . 
International Food Group ..................... . 

Total Food ................................. . 

OPERATING COMPANY CONTRIBUTION(l): 
RJRT ....................... · .. · · .. · · · · · · · · · · · · 
Reynolds International ....................... . 

Total Tobacco .............................. . 

Nabisco Biscuit .............................. . 
U.S. Foods Group ............................. . 

Domestic Food Group .......................... . 
International Food Group ..................... . 

Total Food ................................. . 

Headquarters ................................. . 

OPERATING INCOME: 
RJRT ......................................... . 
Reynolds International ....................... . 

Total Tobacco .............................. . 

Domestic Food Group .... ; ..................... . 
International Food Group ..................... . 

Total Food ................................. . 

Headquarters ................................. . 

$ 

Bbl 
527 

1,328 
577 

1,905 

3,779 
========== 

$ 

$ 

$ 

$ 

380 
195 

57 5 

134 
65 

199 
54 

253 

( 17) 

811 

289 
185 

474 

148 
48 

196 

( 17) 

653 

871 
563 

1,434 
556 

1,990 

$ 3,886 
======== 

$ 

$ 

$ 

$ 

380 
197 

577 

125 
63 

188 
50 ~ 

238 

( 17) 

798 

289 
187 

476 

137 
44 

181 

( 17) 

640 

(I) Operating company contribution represents operating income before amortization of trademarks and 
goodwill. 

TOBACCO 

The tobacco line of business is conducted by RJRT and R.J. Reynolds International ("Reynolds 
International"). 

RJR T's net sales for the first quarter of 1997 was $1. I billion, an increase of $19 million or 2% over the 
comparable period in 1996. The increase is primarily attributable to pricing ($62 million), partially offset 
by lower overall volume ($51 million). Volume of26.7 billion units decreased by 1.4 billion units or 5% 
from 1996 with full price volume decreasing 4% and savings brand volume decreasing 6%. Volume for 
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the quarter was impacted by one less shipping day. 

Industry volume decreased approximately 3% and continued its shift toward full price brands which 
increased to 72% from 71%. RJRT's overall market share decreased to 25.56% in the 1997 March 
quarter from 26.46% for 1996. The company's full price volume as a percentage of total volume 
increased to 63% for the quarter compared to 62% for 1996. Savings brands comprised 37% and 38% of 
total volume for the respective periods. 

By brand, Camel's volume increased 8% led by its Red Kamel line extension and the introduction of 
Camel Menthol. Doral strengthened its position as the industry's leading savings brand with a 3% volume 
gain. Offsetting these increases were declines in Winston, Salem and low margin savings brands. The 
company continues its program of ceding market share of low margin brands. RJR T continues to study 
Eclipse, a cigarette featuring 90% reduced second-hand smoke, along with the Moonlight Tobacco 
Company brands that feature innovative packaging aod product concepts. Additionally, RJRT is test 
marketing a repositioning of Winston in Florida emphasizing a no additive blend using the "No Bull" 
theme. 

RJR T's operating contribution of $3 80 million for the quarter was even with 1996, despite lower volume, 
primarily due to pricing and operating efficiencies. Operating income was $289 million, also flat with 
1996. 

On March 25, 1997, RJRT followed the industry as Philip Morris announced a $2.50 per thousand price 
increase effective with shipments on March 24th. It is higher than the previously announced increase of 
$2.00 per thousand or 4% average price increase, which RJRT lead on March 6, 1997. 

Reynolds International's net sales decreased 5% to $798 million for the March quarter, primarily due to 
volume ($67 million) and foreign currency translation ($31 million), partly offset by pricing ($58 million). 
Overall volume of 41. 5 billion units decreased 11 % from 1996 primarily due to volume shortfalls in the 
former Soviet Union. Excluding the former Soviet Union, volume increased 2% over 1996. The volume 
decrease in the former Soviet Union resulted from uncertainty surrounding the government tax policies 
that forced importers to delay purchases of higher margin products. The company expects volume to 
return to normal levels as the tax issues have been resolved. In other regions, volume in Asia increased 
6% primarily in Japan where volume increased 38%. Reynolds International continues to be the 
fastest-growing international tobacco company in Japan. Volume in Central Europe increased 36% due to 
strong performance in Turkey and Romania. Offsetting these increases were declines in Western Europe, 
particularly Spain and France, related to recent excise tax increases. 

By brand, the Camel family continues to perform strongly worldwide, fueled by several line extensions. 
Camel Medium, introduced in Holland, Belgium and Germany, is receiving favorable response. Plans are 
to roll out the product in other markets through 1997. Camel Lights, introduced in late 1996, continues 
to perform well in all its markets. Winston reported solid growth in Greece, Turkey, the Adriatic region 
and Japan. New Winston Lights and super-lights were launched in Switzerland in March as part of the 
company's plans to expand participation of its largest-selling international brand in the growing 
worldwide lights segment. Salem continues its strong performance across Asia led by the continued 
success of Salem Pianissimo in Japan, which drove Salem's volume more than 20% higher. 

Operating company contribution of $195 million decreased I% from 1996, primarily driven by the 
volume declines and unfavorable foreign currency, partially offset by pricing. Operating income decreased 
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1 % to $185 million as a result of the decrease in operating company contribution. Reynolds International 
has commenced a European distribution rationalization program to improve productivity and reduce costs 
that will not have a material impact on the financial statements. The program includes inventory 
realignment as well as the sale and closure of certain facilities. 

GOVERNMENTAL ACTIVITY 

In August 1996, the U.S. Food and Drug Administration (the "FDA") asserted jurisdiction over cigarettes 
and certain other tobacco products by declaring such products to be medical devices and adopting 
regulations, first proposed in 1995, on the advertising, promotion and sale of cigarettes. The regulations 
include a phased in schedule of effectiveness over a two year period. The first phase began February 28, 
1997, when regulations relating to the sale of cigarettes to minors became effective. Among other things, 
the regulations would prohibit or impose stringent limits on a broad range of sales and marketing 
practices, including bans on sampling, sponsorship by brand name, and distribution of non-tobacco items 
carrying brand names. The FDA's rules also limit advertising in print and on billboards to black ~nd white 
text and impose new labeling language. 

The purported purpose of the FD A's assertion of jurisdiction was to curb the use of tobacco products by 
underage youth. RJR T believes, however, that the assertion of jurisdiction and the scope of the proposed 
rules would materially restrict the availability of cigarettes and RJR T's ability to market its cigarette 
products to adult smokers. RJRT, together with the four other major domestic cigarette manufacturers 
and an advertising agency, filed suit on the day of the initial proposal in 1995 in the U.S. District Court 
for the Middle District of North Carolina seeking to enjoin the FD A's assertion of jurisdiction (Coyne 
Beahm v. United States Food & Drug Administration). On the day the final regulations were announced, 
the plaintiffs filed an amended complaint challenging the regulations. Similar suits have been filed in the 
same court by manufacturers of smokeless tobacco products, by operators of retail stores and by 
advertising interests. On April 26, 1997, the court ruled on a motion for summary judgment, that based 
on the facts alleged by the FDA, that agency was not barred from asserting jurisdiction over tobacco but 
lacked authority to issue certain of the regulations bearing on marketing and advertising. The court 
immediately certified its decision for appeal to the Fourth Circuit court of appeals and stayed the 
effectiveness of that portion of the regulations which had not yet been implemented pending appeal or 
further court action. RJRT is unable to predict the ultimate outcome of this litigation seeking to find the 
FD A's regulations to be unlawful. If the full regulations do go into effect, they could be expected to have 
an adverse effect on cigarette sales and RJR T. 

RJRT understands that the U.S. Federal Trade Commission is considering filing a complaint against 
RJRT based on allegations regarding a purported connection between "Joe Camel" and youth smoking 
decisions. 

In March 1994, the U.S. Occupational Safety and Health Administration ("OSHA") announced proposed 
regulations that would restrict smoking in the workplace to designated smoking rooms that are separately 
exhausted to the outside. Although RJR T cannot predict the form or timing of any regulations that may 
be finally adopted by OSHA, if the proposed regulations are adopted, RJR T expects that many employers 
who have not already done so would prohibit smoking in the workplace rather than make expenditures 
necessary to establish designated smoking areas to accommodate smokers. RJR T submitted comments on 
the proposed regulations during the comment period which closed in February 1996. Because many 
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employers currently do not permit smoking in the workplace, RJR T cannot predict the effect of any 
regulations that may be adopted, but incremental restrictions on smokers could have an adverse effect on 
cigarette sales and 
RJRT. 

In July 1996, Massachusetts enacted legislation that would require manufacturers of tobacco products 
sold in Massachusetts to report yearly, beginning in 1997, the ingredients of each brand sold. RJRT 
believes that the disclosure of trade secrets required by this law could damage the competitive position of 
its brands. The statute requires the reporting of nicotine yield ratings in accordance with procedures to be 
established. Together 

with other cigarette manufacturers, RJRT has filed suit in the U.S. District Court for the District of 
Massachusetts seeking to have the statute declared null and void and to restrain Massachusetts officials 
from enforcing it. A similar suit has been filed by manufacturers of smokeless tobacco products. The 
Massachusetts district court denied the manufacturers' motion for summary judgment based on 
preemption grounds, but certified the case for appeal of this issue to the First Circuit which will hear oral 
argument in June 1997. RJRT is unable to predict the outcome of this litigation. 

A number of foreign countries have also taken steps to discourage cigarette smoking, to restrict or 
prohibit cigarette advertising and promotion and to increase taxes on cigarettes. Such restrictions are, in 
some cases, more onerous than restrictions imposed in the United States. In June 1988, Canada enacted a 
ban on cigarette advertising, which was struck down on grounds of constitutionality by the Supreme 
Court of Canada in 1995. A new law of similar impact was recently enacted by the Canadian parliament 
and became effective immediately. It is being challenged as to constitutionality in a Toronto court. 

Senators Kennedy and Hatch have introduced legislation into the U.S. Congress expanding 
Medicaid/Medicare coverage of children. The bill includes an increase of $.43 per pack of cigarettes to 
finance the expanded coverage and to reduce the federal budget deficit. It is not possible to determine 
what additional federal, state, local or foreign legislation or regulations relating to smoking or cigarettes 
will be enacted or to predict any resulting effect thereof on RJRT, Reynolds International or the cigarette 
industry generally, but such legislation or regulations could have an adverse effect on RJRT, Reynolds 
International or the cigarette industry generally. 

For a description of certain litigation affecting RJRT and its affiliates, see Note 3 to the Consolidated 
Condensed Financial Statements. 

FOOD 

The food line of business is conducted through the operating subsidiaries of Nabisco Holdings Corp. 
("Nabisco Holdings"). Nabisco Holdings' businesses in the United States are comprised of the Nabisco 
Biscuit company and the U.S. Foods Group (collectively, the "Domestic Food Group"). The U.S. Foods 
Group is comprised of the Specialty Products, LifeSavers, Planters, Tablespreads and Food Service 
companies. Nabisco Holdings' businesses outside the United States are conducted by Nabisco Ltd and 
Nabisco International, Inc. (collectively, the "International Food Group"). 

Nabisco Holdings reported net sales of $1. 91 billion in the first quarter of 1997, a decrease of 4% from 
the first quarter 1996 level of $1. 99 billion, with the Domestic Food Group down 7% and the 
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International Food Group up 4%. Within the Domestic Food Group, Nabisco Biscuit sales declined 8%, 
principally due to the impact of reorganizing the sales force and volume declines caused by three fewer 
selling days in the 1997 first quarter versus the 1996 first quarter. The U.S. Foods Group net sales 
decline of 6% was attributable to lower sales volume for tablespreads and condiments, partially offset by 
higher sales volume for nuts, candy and gum. The International Food Group's sales increase·was primarily 
driven by business acquisitions during the second half of 1996, and improved results in Argentina, Mexico 
and Iberia, mainly due to volume gains. Partially offsetting these gains were volume declines in Brazil, 
due to a change in trade practices which reduced distributor purchases, and South Africa. 

Nabisco Holdings' operating company contribution was $253 million in the first quarter of 1997, an 
increase of 6% from the first quarter 1996 level of $238 million, with the Domestic Food Group up 6% 
and the International Food Group up 8%. The Domestic Food Group's operating company contribution 
increase for the first quarter of 1997 was primarily due to improved operating results at Nabisco Biscuit, 
resulting largely from restructuring driven margin improvements. The U.S. Food Group's increase in 
operating company contribution was primarily attributable to restructuring efficiencies. The International 
Food Group's increase in operating company contribution for the first quarter of 1997 was principally due 
to the 

1996 business acquisitions, the profit impact of increased sales volumes in Argentina, Mexico and Iberia, 
and productivity initiatives in Canada. 

Nabisco Holdings' operating income was $196 million in the first quarter of 1997, an increase of 8% from 
the first quarter of 1996 level of $181 million, as a result of the increase in operating company 
contribution discussed above. 

LIQUIDITY AND FINANCIAL CONDITION 

Net cash flows from operating activities resulted in an outflow of $171 million in 1997, a decrease of 
$301 million compared to net cash flows provided from operating activities in 1996 of $130 million. The 
decrease in net cash flows from operating activities primarily reflects higher inventory levels, 
restructuring and restructuring related payments and income tax payments. 

Free cash flow, another measure used by management to evaluate liquidity and financial condition, is 
essentially net cash flow from operating activities and investing activities per the Consolidated Statement 
of Cash Flows, adjusted for acquisitions and divestitures of businesses, less preferred dividends. It 
represents cash available for the repayment of debt and certain other corporate purposes such as common 
stock dividends, stock repurchases and acquisitions. Free cash flow resulted in an outflow of $305 million 
in 1997 and an outflow of $16 million in 1996. The higher outflow of free cash flow in 1997 primarily 
reflects the higher inventory levels, restructuring and restructuring related payments and income tax 

. ''· ,...~ ~s~=ab0¥e~l!i.9!i--mg,~4hmoffset .the jmoact fromlo.we; . ..cao~\aLexoenditureS.cc~~"' . , ..•. ··. ·.· .. · 
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Management of RJRN Holdings and its subsidiaries are continuing to review various strategic 
transactions, including but not limited to, acquisitions, divestitures, mergers and joint ventures. No 
assurance may be given that any such transactions will be announced or completed. 

Capital expenditures were $131 million for the first three months of 1997. Management expects that the 
current level of capital expenditures planned for 1997 to be in the range of approximately $800 million to 
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$850 million (approximately 53% Food and 47% Tobacco), which will be funded primarily by cash flows 
from operating activities. The current planned level of capital expenditures for 1997 is higher than the 
1996 amount of $7 41 million primarily due to the increased capital investments for Reynolds International 
(notably in the former Soviet Union). Management also expects its capital expenditures program will 
continue at a level sufficient to support the strategic and operating needs ofRJRN Holdings'·operating 
subsidiaries. 

The foregoing discussion in "Management's Discussion and Analysis of Financial Condition and Results 
of Operations" contains forward-looking statements which reflect management's current views with 
respect to future events and financial performance. These forward-looking statements are subject to 
certain risks and uncertainties, including, but not limited to, the effect on financial performance and future 
events of competitive pricing for products, success of new product innovations and acquisitions, local 
economic conditions and the effects of currency fluctuations in countries in which RJRN Holdings and its 
subsidiaries do business, the effects of domestic and foreign government regulation, ratings of RJRN 
Holdings' or its subsidiaries' securities and, in the case of the tobacco business, litigation. Due to such 
uncertainties and risks, readers are cautioned not to place undue reliance on such forward-looking 
statements, which speak only as of the date hereof. 

Recent Filings: Nov 96 (Quarterly Report) 
More filings for RN available from EDGAR Online 

Copyright© 1997 Yahoo! inc. All Rights Reserved 
See our Important Disclaimers and Legal Information. 
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RJR NABISCO HOLDINGS CORP. 

OVERVIEW 

RJR Nabisco knows how to satisfy an oral 
fixation. The \ew York City-based company 
comprises R.J. Reynolds, the US's 2nd largest 
cigarette maker tafter Philip Morrisl with 
about 30!f,, oi the market. and Nabisco. the 
leading maker oi cookies and crackers. Each 
unit sports a shopping cart full of ,,·ell-known 
brands. including Camel. Salem. and Winston 
cigarettes. an.i edibles such as Chips Ahoy! 
cookies. Ritz .:rackers. Care*Free gum. and 
Planters nuts. 

The comp::in1· has recently surYi1·ed assault 
from within. Stockholder Bennet LeBow at­
tempted a takc01·er and pushed ior RJR 

Nabisco to spin off its food operations. The 
Nabisco spinoff is favored by the current board, 
but onl\' when certain favorable financial con­
ditions ·are met. The company is still battling 
attacks irom outside as antismoking sentiment 
and tobacco litigation grow. 

Noll' RJR Nabisco is looking 01·erseas for re­
lief. l\abisco. which already has regional 
brands in Asia, Europe. and Latin .l.merica. will 
introduLe llS brands into those areas. 
Reynolds is jousting with Philir ~!orris in the 
fast-groll'ing "American blend·· segment oi the 
international tobacco market. 

WHEN , . .. · .. 

R J. Rerno!Js iormed the R.J. Rernolds To­
bacco Comran1· in 1875 in Winston: \orth 
Carolina. lo rrc•duce chewing tobac.:o. In the 
late 1890s Jam.::s Duke oi the American To­
bacco trust ir>r.-ed Revnolds to sell out to him 
for $3 rnill1or .. Rr1·no.lds regained control in 
1911 aitrr Du':<:·, trust was dismantlcJ b!· the 
government. i~. l<.Jl:l the compam· introduced 
Camel. its h<:;>;~lling cigarette . .l.iter 
Reynolds d1<:~ 1r. l<.Jlli. leadership p;,:;:;ed to 
Bowman Cra .. ,,·hose iamily ran the company 
ior the next :;. · 1·ears. 

With the su:.-ess oi Camel. R.J. Ri·rnolds be­
came the lar~.::;t dOmestic c1gardt<: 'ompany. 
During thi· 1''31.>s and I (J40s. Camel and Lucky 
Strike (,\meri~;.in Tohacco Compam 1 1·ied ior 
the #I cigar<tt< position. In rcspon,;c to grow­
ing health con.:t'rns rn the I 95Us. th,· companv 
introduced iL' rlltercd \\'111ston (] (J5~ I and 
Salem ( 1956' rrJnds. 

Growing antismoking sentiment led to di­
versification in the !%Os and 19/(ls. ,\cquisi­
tions includ.:J Chun King(] %6: sold 1989). 
Patio Food; • l C.<:i'il. American lndercndent Oil 
(l(J70: sold IC.~1. and Del Monte 11~179: sold 
19901. In l(J; .. !he company becami· R.J. 
Reynolds Industries: it acquired Heublein in 
1982. Heuhli:i:i :< l\cntuckv Fried Chicken 
chain was solJ to PepsiCo.in 1986 <rnd its 
liquor business to Grand Metropolitan in 1987. 

In 1985 th.: company bought l\ab1sco 
Brands for S-l.C. billion and renamed itself RJR 
Nabisco. Th< \ational Biscuit Company had 
been formed n1 the 1898 consolidation of sev­
eral baking coinpanies by Adolphus Green. 
Nabisco's first rresident. Products included Fig 
Newtons. Oreo. and Premium Saltines. 
Nabisco acquired Shredded Wheat ( 1929). 
Milk-Bone I E13 l 1. Dromedarv ( 19541. Cream 
of Wheat t l 9ti 11. James Welch (cand1·. I %3). 

and Standard Brands (Plan tr rs nuts. Blue Bon­
net margarine. heer. wine: 1%11. Standard 
Brands; CEO. Ross Johnson. be.:ame CEO oi 
Nabiscr• and then of RJR Nabism 

\\'hen Johnson attempted an LBO. !\oh Iberg 
Kravis Roherts outbid him. acqui•ing the com­
pany ior S:?~Ui hi Ilion in 1 <.J8CJ. an~ Louis Ger­
stner bc.:amr CEO. To reduce the LB(l debt. 
the comrian\' sold Nahisco·s Euror.:an tood 
busine;; 1198Cfl. 

Antismokers· attacks on Rerncoij, increased 
when an American Medical .l.ssc<1:ition report 
determined that the compan! .. , rc•riular ad 
campaign ieaturing cartoon charj:ter Joe 
Camel aprealed to children. 1mri:cing that the 
ad encouraged children to smok<:. 

In I C!<.J:i RJH sold its cold cer<ji business to 
Krait anJ hrought ne\\' tohacco rrocessing 
plants on line in Poland and T urhe1. In a series 
of transactions in late 19<.J4 and .::irl1· l<.J<.J5. 
KKR exchanged approximate ii" :l -l oi its 35% 
stake in R.IR Nabisco to Jcquire 11·111•.1;, of Bor­
den. then sold off its remaining 8·',,. 

RJR \abisco sepdrated its 2 comranies bl' 
selling El.5% of Nahisco to the runlic in early 
1995. Late that year investors C.:irl Icahn and 
Bennett LeBuw bought a 4.S'f,, st:ike in the 
compan1·. In 1996 the pair launched a prox,· 
fight to ll'in control oi the comran1·. saying 
they \\'Ould hoost RJR's performance with new 
management and would spin oil \abisco. The 
takeo1·er attempt failed. in part hecause to­
bacco in\'estors disliked LeBow·s rlans to settle 
cigarette lawsuits. Also in 1996 the company 
began consumer testing of its Eclirse ciga­
rettes. which are said to reduce secondhand 
smoke b1· <.JO')(, (seen bv some as an admission 
of the dangers of secondhand smoke I. 
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Chairman, President, an, 
age 50. $1,372,821 pay 

Chairman and CEO, 
H. John Greeniaus, age 

President and CEO, RJ. 
Andrew J. Schindler, ~ 

President and CEO, RJ. 
Pierre de Labouchere, ; 

SVP and CFO: Robert S. 
SVP and C IC 
SVP and Treasurer: John 
SVP and ConlToller: Rici 
SVP Human Resources ; 

Gerald I. . .i.n~owitz, age 
Auditors: Deloitte & Tou 

WHERE . 
HQ: 1301 Avenue of the, 

Ne" York. NY 10019 
Phone: 212-258:S600 
Web site: http:/1\\ww.tria, 

RJR Nabisco sells its pro< 
around the world. 

1995 Sales Ir Operating 

Smit. 
Food 8,294 
Tobacco 7,714 
Adjustments 

Total 16,008 

:ttOWMUOt 

HI'S! 11mbolo RH 
m: Docombor J, 

Sale1 (S mil.) 
Net income (S mil.l 
Income as% of 1ale1 
Earnings per share (SI 
Stock price - high (SJ 
Stock price - low (S) 
Stock price - close (SJ 
P/E - high 
PIE - low 
Dividends per share (SI 
Book value per share (SI 
Employees 

70 

60 -
STOCK 

•o - PRICE 
•o - HISTORY 
30 - HIGH/LOW/ 
20 - CLOSE 
10 

-

·a 



)perations. The 
y the current board. 
·able financial con­
ny is still battling 
1smoking sentiment 

ing overseas tor re­
has regional 

I Latin America. will 
nose areas. 
'hilip Mo(m in the 
:ml'" segment oi the 
ld. 

1ters nuts. Blue Bon-
1981 l. Stan Jard 

>n. became CEO oi 
abisco. 
'.d an LBO. l\ohlber~ 
. acquiring the cum­
~89. and Louis Ger­
uce the LBl) Jebt. 
·s Europe<J.n r'ood 

1 Reynolds incre<J.sed 
d Association report 
1any"s popular <J.d 
m character Joe 
n. implying that the 
'smoke. 
Id cereal busrness to 
bacco processing 
n<l Turkn. In a series 
14 and earl\ 1995. 
1ately :l/4 ~i its 35% 
:quire lllll"n oi Bor-
1ining 8%. 
its 2 companres by 
to the public in early 
;tors Carl Icahn and 
4.8% stake in the 
r launched a proxy 
e company. saying 
erformance \\'ith new 
spin off Nabisco. The 
n part because to­
c.eBow·s plans to settle 
1 1996 the company 
of its Eclipse ciga­
reduce secondhand 
iome as an admission 
hand smoket. 

Chairman, Pruident. and CEO: Steven I'. Goldstone, 
age 50. $1.372.821 pay (prior to promotion! 

Chairman and CEO, ~abisco Holdings, Inc.: 
H. John Greeniaus. age 51, $1.530.500 pay 

President and CEO. RJ. Reynolds Tobacco: 
Andrew J. S<hindler. age 51, $829,481 pay 

President and CEO, RJ. Reynolds International: 
Pierre de L.ibouchere. age 41 

SVP and Cl'O: Robert S. Roath, age 53, $776. 750 pay 
SVP and Genrnal Counsel: Robert I'. Sharpe Jr .. age 43 
SVP and Trusurer. John J. Delucca, age 52 
SVP and Controller: Richard G. Russell, age 50 
SVP Human Resources and Administration: 

Gerald I. .l.ngowiu. age 46 
Auditors: Deloitte & Touche LLP 

HQ: 130 l A\'enue ol the Americas. 
New Yor~. \Y 10019-6013 

Phone: 212-~55-561)11 l'ax: 212-%9-9173 
Web site: httrc '"'"·-tnadonline.com/rjrt 

RJR :-labisco ;di; its products in more than J 71) markets 
around the wc>rlJ. 

WHAT 
1995 Sales Ir Operating Income 
---------- ·- -- -Sales -·-----op;rating Income 

I mil. % of total S mil. 'It of total 

Food 8.294 52 902 38 
Tobacco 7.714 48 1.500 62 
Adjustments 164·, 

Total 16.008 100 2,338 100 

Selected Product Names 

Cigarettes Cookies, Other 
Best Value Crackers, and .-1..l. Steak Sauce 
Camel Cereals Blue Bonnet 
Century Barnum's Animal College Inn 
Doral Crackers Fleischmann'~ 
Magna Better Cheddars Grey Poupon 
More Cheese Nips Knox 
NOW Chicken in a 'lilk-Bone 
Salem Biskit ~love Over Butter 
Sterling Chips Ahoy! ~ly·T-l'ine 
Vantage Cream of Wheat Rtgina 
Winston Harvest Crisps Royal 

Candy, Gum. and Nabisco Honey \'ermont Maid 
Maid Grahams Nuts Newtons Breath Savers Nilla Wafers Bubble Yum 

Nutter Butter Care*l'ree 
Oreo Gummi Savers Premium Life Savers Ritz 

Now & Later SnackWell's Planters Triscuit 
Wheat Thins 

KEY COMPETITORS 
Allied Domecq Dole 'iars 
American Brands General Mills ?epsiCo 
American Home Grand P'iilip Morris 
Products Metropolitan ?~o(ter &. 

BA.T Hanson Camble 
Borden Heinz 'iuaker Oats 
Campbell Snup Hershey Richemont 
Colgate- lmasco ~.:ir:i L~e 

Palmoliw lnllo Holdin~s L'~il~\'~r 

ConAgra Kello!lg '.\'rigley 
Danone Lo~ws 

HOW MUOI . 

NYSE symbol: R~ 
m: Dt<tmbt< 11 

Sales($ mil.I 
Net income 1.l "111.1 
Income a1"iioi1Jles 
Earnings per shore ill 
Stock price - high ill 
Stock price - :IJW ill 
Stock price - c;o1e i I l 
PIE - high 
PIE- low 
Dividends per 1nare t 11 
Book value per 1hare (I) 
Employees 

70 

60 
..:._ 

STOCK ..:_ 
PRICE l 

50 

4() -:-- HISTORY 
-:-- HIGH/lOW/ 
l_ Cl05E 
l 

lO 

20 

10 

i 

Annu1I 1986 1987 1988 1989 1990 1991 Growth 

0.0% 15,978 15.766 16,956 12,764 13.879 14,989 
(7.0%) 962 I, 179 1.378 (976) 1429) 195 

- 6.0% 7.5% 8.1% - - 13% 
95% - - - - - 1.10 
- - - - - - 6438 
- - - - - - 28. 13 

(13.0%) - - - - - 53.75 
- - - - - - 59 
- - - - - - 26 
- - - - - - 0.00 

(1.1%) - - - - - 37.55 
(5.3%) 124,617 120.334 116,881 48,000 55.000 56,000 

... I 
~ 

... I L 
I- I 

"86 '87 '88 ·99 '90 '91 '92 '93 '94 '95 

1992 1993 1994 

15,734 15. 10-l' 15.366 
268 1m11 388 

1.7% -· 2.5% 
1.00 IOOJI • 1.25 

58.75 50.00: 40.63 
39.38 21.38 I 26.56 
43.13 31 58; 27.50 

59 -· 33 
39 -· 21 

0.00 Q 00 i 0.00 
36 90 33.261 34.55 

63,000 66.500 I 70,600 

1995 YEAll-EllD 
Debt ratio: ~-~.S·lfi 
Return <in <'IU1ty: ~.7% 
Cash lmil.1: S'.?~ 
Current rauo: I.I I 

1995 

16,008 
501 

3.1% 
1.58 

3338 
25.00 
30.75 

21 
16 

1.50 
35.87 

76,000 

Long-term J<ot lmil.J: $9.429 
No. of sharts 1 mil.l: 273 
Dividends 
Yield: 4.9"i 
Payout: 9~.9"i 

Market valut 1mil.J: $8,389 
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.UST Inc. Snapshot http://www.hoovers.com/cgi-bin/brand _fool_ mlist.cgi?symbol=ust&mode=fuU 
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A Product of Hoover's, Inc., tho Ultimate Source tor Company lnformorlon. 

Click here for more information 

UST Inc. 
NYSE: UST 
http://www. shareholder. com/ust/ 

100 W. Putnam Ave. 
Greenwich, CT 06830 
Ph: 203-661-1100 
Fx: 203-622-3626 

UST is a holding company with 4 wholly owned subsidiaries. Its primary business is United:-. 
States Tobacco, the world's leading producer of snuff and chewing tobacco, with its best-selling 
Copenhagen and Skoal brand snuff and other smokeless tobacco products. International Wine & 
Spirits produces 2 Napa Valley wines as well as premium and sparkling wines from 
Washington's Columbia Valley. UST Enterprises distributes videos such as Larry McMurtry's 
Streets of Laredo and sells premium cigars (Don Tomas, Astral) and smoking accessories (pipes, 
pipe cleaners). Subsidiary UST International sells the company's products outside the US, 
primarily in Canada. 

Source: Hoover's. Inc. 

r::J See Hoover's Company Profile of UST. (Find out how you can subscribe). 

Motley Fool Message Boards 

06123197 10:42:27 
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II Market Data I 
I 06/23/1997 10·20:00 EST I 

~st 29 -ti 
pay Change 

§gh 

~w 
ls2 Week High 

152 Week Low 

28 5/~ 
35 3/81 

1 25 112! 

!volume II 60,3001 

piv II $ I ~621 
~ield 11 ).6 o/1 

IPE Ratio II 12.0j 
BASELINE Financial Services, Inc. provides Price Action graphs for S H , 1 / . I 7 400 bl. . A p . A . I . ·1 bl ti . ource: oovers, nc. 

approximate y , pu 1c comparues. nee ctlon grap l is ava1 a e or most North American uotations 
Company Snapshots. I 

nc. 

I Trailing 12 Month Data IG QTRl QTR4 QTR3 QTR2 
March 97 Dec. 96 Sep.96 June 96 

Isales($ mil.) II 1,409.511 340.511 352.511 366.oll 350.51 

joperating Income($ mil.) II 740.511 164.611 180.511 200.111 195.31 

\Operating Margin (%) II 52.5%11 48.3%11 51.2%11 54.7%11 55.7%1 

INet Income($ mil.) I 458.511 101.211 114.511 123.711 119.11 

\Profit Margin (%) 32.5%11 29.7%11 32.5%11 33.8%11 34.0%1 

jEarnings per Share ($) 2.4311 o.5sll 0.6111 o.6sll 0.621 

jshares Outstanding (in thousands) j 183,85611 183,63611183,85611186, 18411 187,9091 
I Source: Media General Financial Services, Inc. I 

06/23/97 1042:28 
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Balance Sheet Data· 
Mar. 97 

leash ($ mil.) I 16.91 

!current Assets($ mil.) 453.21 

jEquity ($ mil.) 298.31 

!current Liabilities($ mil.) 300.61 

!Long Tenn Debt($ mil.) 100.ol 

I Source: Media General Financial Services, Inc.I 

l!J See Historical Financials for UST. (Find out how you can subscribe). 

I EPS Forecast II J.!!~I Se~~I 
!Earnings per Share($): II 0.6411 0.6511 
I Source: First Call CornQration 

What can I do with these numbers? 

I Recent SEC Filings 
!Form Type: 

See another Snapshot 
Enter ticker symbol: 

OR Company Name: 

II 
II 

I Search EDGAR Online for more SEC filings from UST. 

May 9 9711 

lQ:Qll 

Click here for more information 

About The Fool Snapshot 

Dec.~ll Dec.~I 
2.4511 2.651 

I 

March 17 971 
10-KI 

I 

Hoover's Company Information, Copyright© 1997, Hoover's, Inc., Austin, Texas 

Legal Disclaimer I FoolMart I Who Are We? I Suggestions 

06/23/97 10:42:28 



UST INC. 
OVERVIEW 

Whene\'er a smoker turns to smokeless to­
bacco, it's good news for United States To­
bacco - the world's leading producer of snuff 
and che\\·ing tobacco - and UST. its parent 
company. Greenwich. Connecticut-based UST 
is a holding company for 4 wholly owned sub­
sidiaries. rs Tobacco is UST's most profitable 
unit. with its best-selling Copenhagen and 
Skoal brand snuff and other smokeless to­
bacco products. International V/ine & Spirits 
produce;'.! ~apa Valley wines as well as pre­
mium anJ sparkling wines from Washington's 
Columbio \'alley. The company also distrib­
utes videos such as The Little Rascals series 
through Cabin Fever Entertainment and sells 

smoking accessories (pipes. pipe cleaners). 
Subsidiary UST International sells the 
company's products outside the US, pri­
maril\' in Canada. 

rsi' continues to rack up record sales and 
earnings. But all has not been wine and Skoal 
for the company, which has had its share of 
bad news as well. Recent· research indicates 
that a can of smokeless tobacco has 3 times 
more cancer-causing chemicals than a pack of 
cigarettes. In addition. for the tirst time. a jury 
ha; sided with a former smoker instead of the 
tobacco industry. just as more than a dozen 
states have filed suit against tobacco compa­
nies. UST included. 

WHEN · · 

UST dates back lo the 1911 founding oi the 
We\'man-Bruton Co.: the small snuff manufac­
tur~r \\·a; .:hartered after a Supreme Court rul­
ing dissol\·~J the American Tobacco Trust 
(finding 1: 1n \'iolation of the Sherman Actl but 
allo\,·eJ members oi the trust to reorganiu in­
dependent\\'. Copenhagen. the compam,.s flag­
ship tob;,.:.:u brand. had been introduced tu 
Ameri.:an .:onsumers in 182'.!. 

\\'e\rn~n- Bruton was renamed United States 
Tobaccc• Company in 1922. Linited States To­
bacrn intrnJuced wintcrgreen-tla\'Ored Skoal 
in l 93-t The company diversiiieJ 1n 1958 b\' 
acquiring candy and nut products maker Cir­
cus Foods. but it was edged out of thl' market 
b\' th~ dominant Planters nut label. A brief 
stint as the marketer oi Cadillac dog iuod h<id 
similar results. and by the l %Os the company 
had iocused solelv on tobacco. 

In l ~65 United States Tobacco purchased 
the \\'. H. Snyder &. Sons cigar company. It 
later merged the subsidiary into \\ioli Brothers 
Cigar. then renamed it House of Windsor in 
1981 beiore selling 1t to employees in 1987. 
The company entered the pipe business with 
the 1 %~purchase of Henry Leonard&. 
Thomas. Inc .. makers of the Dr. Grabow brand 
of presmoked pipes. ln 197 4 the company 
added other pipe makers, including Master­
craft Pipes. and bought its first winery (now 
called Chateau Ste. Michelle). 

Under Louis Bantle, who became chairman 
in 1973. sales of the company's snuff climbed 
- lQCl,:. annually between 1974 and 1979. Ban­
tie expanded sales beyond snuffs traditional 
northern markets into the Southeast and 
South\,·est using rodeo and sports personali­
ties to promote the products. ln 1983 UST in­
troduceJ Skoal Bandits, a tc<i-bag-like. 

rremeasured "dip" aimed at beginning con­
sumers. although the company has vehe­
mently denied pitch mg its products to 
minors. UST beefed up its wine segment in 
1~86 by acquiring thl' \'ilia ~lt. Eden and 
Conn Creek wineries. 

The company's gooJ 1'ortune began to sour 
in the late 1980s. Although pre\'iouslv ex­
cluded from the regulation; imposed on ciga­
rette makers. a $147 million ~ase filed against 
L' ST in 1986 !Bell\' Ann ~lar>e< claimed her 
son died of oral ca.ncer cause.:! by dipping 
Copenhagen) led to restrictions on smokeless 
tobacco. The suit was concluJeJ in UST's favor 
in 1989. but the negative publicity it generated 
Id to mandatory warning notices on packag­
ing. a ban on radio and T\' ad\'ertising. and the 
imposition of-an excise tax. 

Despite the contrm-ersy. smokeless tobacco 
\\'35 the only growing segm<nt of the LJS to­
bacco industrv in the earh· 1 ~90s. and UST had 
more than 8oo/., of the market. The company 
introduced both Skoal Long Cut cherry and 
spearmint in 1993. Public h~alth questions 
persisted. however. Allegations of nicotine ma­
nipulation in its products had UST testifying 
beiore Congress in 1994. anJ the company was 
again sued the next year b\· snuff users claim­
ing injury and addiction. In 1996 new federal 
regulations were proposed that would curtail 
advertising and athletic sponsorships by to­
bacco companies. UST has joined with Marl­
boro maker Philip Morris in offering to accept 
many of the conditions if the FDA is kept out 
oi tobacco regulation. 
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Chairman, Prulder 
age 48, $2,684,95 

EVP and CFO: Joh1 
Sl.235,171 pay 

EVP; President. m 
Robert E. Barrett 

EVP; President. m 
Harry W. Peter II 

E\'P; President, U1 
Robert D. Rothei 
\prior to promot 

E\'P and Gencnl 1 

$850.026 pay (p1 
President, lntenu 

Allen C. Shoup 
S\'P Human Rcao 
Auditon: Ernst & 

Cim'.l!m 
HQ: 10o'w. Putn• 
Phone: 203-661-1 
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Hopkinsville. Ker 
company's wine I 
Paterson, Roosev 
ha.< almost 22.00 
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Chairman, Prtsidcnt, and CEO: Vincent A. Gierer Jr., 
age 48, $2.68-1.959 pay 

EVP and CFO: John J. Bucchi~nano, age 48. 
$1.235,171 I\}\' 

EVP; PresidcnL UST Enterprises Inc.: 
Robert E. Barrett. age 57. $1,052,569 pay 

EVP; PresidenL UST International Inc.: 
Harry W. Petu Ill, age 56, $997,563 pay 

EVP; PresidenL United Stales Tobacco Company: 
Robert D. Rotilenberg, age 47, $925,031 pay 
(prior to promotion) 

EVP and Genen.J Counsel: Richard H. Verheij. age 37. 
$850,026 ray •prior to promotion) 

President. lntmutional Wine & Spirits Lid.: 
Allen C. Shoup 

SVP Human Ruources: Richard A. Kohlberg<r 
Auditors: Ernst .i.: Young LLP 

WHERE 
HQ: 100 W. Putmm .\ve .. Greenwich. CT 06830 
Phone: 203-tiol-111)11 Fax: 20:1-622-3626 

UST has toha"o iacilities in Franklin Park. Illinois: 
lfopkinsville. t\entu.:k)·: Jnd Nashville. Tennesstt. The 
company's wint :·lcilities are located in the lO\•·ns oi 
Paterson, llooxwit. lnd Woodinville. Washington. and it 
has '11most :!~.· •.•(1 ldeS of land in \Vashinaton for \·int:­
yard~ and oth~r ::.<ri(ultural purposes. 

WHAT 
1995 Sall!~~Jl•ra_!lrlg Profit __ 

Sales Operating Profit 
S mil. % of total Smil. '!boftotal ------------· 

Tobacco 1, 152 87 721 98 
Wine 109 8 13 2 
Other 67 5 15) 
Adjustments (3) 

Total 1,325 100 729 100 

Selected Brands 

Tobacco 
Bruton (dry smokeless 

tobacco I 
CC (dry smokeless tohaccol 
Copenhagen 1 moist 

smokeless tobaccol 
fled Seal IJI\· smokeless 

tohaccol 
Skoal (moist smokeless 

tohaccol 
WB Cut !chewing tohaccol 

Wines 
Chateau Ste. '1ichelle 

(premium ,-arietal table 
wine I 

Columhia Cr<st 1premium 
varietal table wine I 

Conn Creek ipri.:mium 
wine I 

Domaine Ste. Michelle 
(sparkling wine) 

Villa Mt. Ejen !premium 
wine I 

Other 

(entertaimment videos I 
Dill's 1r1re ~leanersl 
Dr. Crab'"'. Pre-smoked 

pi res 
Mastercrait •imported 

pi pt::\ I 

Principal Subsidiaries 
Internat1c,n;,I Wine & 

Spirits L:.J. 
UnikJ Sure; Tohacco Co. 
UST F.nt<..,,,,;.,; Inc. 
UST lntcr~;,u.mal Inc. 

KEY COMPETITORS' : ' , · . : . 
.-\llied Dome,·4 CranJ P::i~~rton 

..\meri(.:m Hr:.inJ~ ~letropolitan r ... ;"J.((I) 

11.A.T lmasco f<..IR \abisco 
C1>n\\'l)O<l l.111;!\\'S :; J~ '1i~uel 
Gallo Philip ,\!orris ~(''.!.~rJm 

HOWMUOI · 

N\'51 symbol: UST 
FYI: O.Ctmbot- I 1 

Sales($ mil.) 
Net income($ mi1., 
Income as% ot sa~ 
Earnings per shar? ·Si 
Stock price - hign. Si 
Stock price - low . 5: 
Stock price - cl~ S) 

PIE - high 
PIE - low 
Dividends per shar?: SI 
Book value per snar? •SI 
Employees 

40 

JS ~ 

JO - STOCK 

- PRICE 
HISTORY " 

10 -
15 - HIGH/LOW/ 

10 - CLOSE 

AnnU1I 1986 1987 1988 1989 1990 1991 ~rowth 

' 11.0% 518 576 619 683 
7651 

907 
17.1% 104 131 161 191 ll3 266 
- 20.1% lV"'i 16.1% 17.9% 19.l"i 19.3% 

19.0% 0.45 0.57 0.69 0.81 0.97 1.17 
- 5.69 806 10.50 15.38 18.25 34.00 
- 3.75 4.88 6.06 9.72 12.38 1638 

22.1% 5.55 6.75 10.25 15.31 18.25 32.lS 
- 13 14 IS 19 19 29 
- 8 9 9 12 13 14 

20.1% 0.25 0.23 0.37 0.46 0.55 0.66 
(1.3%) 1.66 1.82 2.06 1.87 2.22 217 
19% 3.456 3.323 I J,284 3,337 3,551 J.569 

... I- I r 
I t- t- I 

r 
I I 

I- I 

'86 '87 '88 '89 ·90 ·91 ·92 ·93 ·9• ·95 

I 

I 

1992 1993 1994 

1,044 1. 110 I Ull 
l1J 369 ! 388 

19.9% Jl.}'-1 ;1 7% 
1.41 171[ 1.87 

35.38 3275i 3150 
15.15 24.381 23.63 
32.00 27.75 I 27.88 

15 19 i 17 
18 141 13 

0.80 0.96 i 1.12 
l.34 l.15 i 1.74 

3,651 J,724 I J.817 

1995 Y£All.mt 
Debt ratio: ~o.s·~ 
Return on equity· I ~6.3% 
Cash (mil.I: $69 

1995 

1,315 
430 

31.4% 
2.15 

36.00 
16.00 
JJ.38 

17 
12 

uo 
1.47 

4,082 

Current ratio: 1.52 
Long-term debt •mil.I: $100 
No. oi shares 1mil.1: 199 
Dividends 
Yield: 3.9% 
Payout: 60.5% 

Market value 1 mil.I: S6.65 l 
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A Product ot Hoove-r'•, Inc., tho Ult/mote Source tor Company Information. 

··. 11.IHrl~\ . · . • . . . Get one r·<H>\ .. every month before 1t takes off. 

Click here for more information 

B.A. T Ind us tries PLC 
AMEX: BTI [ADR] 
http://www.batindustries.com 

Windsor House, 50 Victoria St. 
London SWlH ONL, UK 
Ph: +44-171-222-7979 
Fx: +44-171-222-0122 

B.A. T Industries is a diversified company with tobacco, financial services, and insurance -
operations. B.A. T is the world's #2 cigarette maker, behind Philip Morris. The company's 
Brown & Williamson tobacco segment makes and markets such US cigarette brands as Lucky 
Strike, Pall Mall, Kent, Kool, Benson & Hedges, and Viceroy. International cigarette brands 
include Sobieski, Hollywood, Sopianae, and State Express 555. Financial services include 
mortgage lending, asset management, and brokerage services through subsidiaries Threadneedle 
and Allied Dunbar. B.A.T also provides life, home, automobile, and travel insurance through 
Farmers Insurance Group and Eagle Star. 

Source: Hoover's, Inc. 

[!)See Hoover's Company Profile of B.A.T .. (find out how you can subscribe). 

Motley Fool Message Boards 

06/23/97 10:45:45 



BAT lnd~stries PLC Snapshot http://www.hoovers.com/cgi-binibrand _fool_ m list.cgi ?symbol=bti&mode=full 

Market Data 
I 06/23/I 997 10:20: 11 EST I 
~ast 19 5/16 t-J 
pay Change -5/8 ~ 
§igh 19 5/1~ 
ILQw 19 3/161 

152 Week High 20 118J 

152 Week Low · 13 1/81 

!volume 27,3001 

IDiv s o.971 
&ield _4.9 011 
IPE Ratio 12.21 

BASELINE Financial Services. Inc. provides Price Action graphs for S H , I / approximately 7,400 public companies. A Price Action graph is available for most Nour
1
ceA: ~ver s, nc .. 

C S l t 
ort l mencan uotations 

ompany naps lo s. I nc . 
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I Trailing 12 Month Data IG QTRl QTR4 QTR3 QTR2 
March 97 Dec. 96 Sep.96 June 96 

Isales($ mil.) 44,01911 11,39011 13,13411 9,94611 9,55ol 

I operating Income ($ mil.) --II --II --II --II --1 
loperating Margin(%) --II --II --II --II --1 

INet Income($ mil.) 2,567.911 651.111 535.111 691.711 690.ol 

I Profit Margin (%) 5.8%11 5.7%11 4.1%11 7.0%11 7.2%1 

!Earnings per Share($) II 1.7211 0.4211 0.4111 0.4411 0.451 

!shares Outstanding·(in thousands) 111,936,25011 10,33811 10,33811 10,33811 10,3381 

I Source: Media General Financial Services, Inc. I 

2 of3 or,123191 I0:45A6 
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Balance Sheet Data 
Mar. 97 

leash($ mil.) 2,392.41 

!current Assets($ mil.) 8,218.41 

!Equity($ mil.) 9,295.51 

!current Liabilities($ mil.) 12,047.41 

!Long Term Debt($ mil.) l,351.21 

I Source: Media General Financial Services, Inc.I 

ill See Historical Financials for B.A. T .. (Find out how you can subscribe>. 

I EPS Forecast 
!Earnings per Share($): 

I Source: First Call CoIDQration 

II Mar~~~I Ju~~~I 
II 0.3811 0.4611 

What can I do with these numbers? 

See another Snapshot 
Enter ticker symbol: 

OR Company Name: 

Click here for more information 

About The Fool Snapshot 

Dec.~ll 
1.6911 

Hoover's Company Information, Copyright© 1997, Hoover's. Inc., Austin, Texas 

Legal Disclaimer I FoolMart I Who Are We? I Suggestions 

Dec.~I 
1.821 

I 
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B.A.T Industries' smoke signals are easy to 
read - it wants to reclaim the position of 
being the world's #1 cigarette manufacturer (it 
is still several puffs away from overtaking 
Philip Morris and RJR Nabisco). London-based 
B.A.T - which sells cigarettes in nearly every 
country in the world - is trying to best its ri­
vals through the aggressive marketing of its 
global brands and by acquiring strong regional 
brands. Its global brands include Benson & 
Hedges, Ken!. Lucky Strike, and State Express 
555. Regional brands include HB (Germany). 
Otaman (Russia), and Jan III Sobieski 

The British-American Tobacco Company 
was created in 1902 to end a cigarette price 
war in Britain between Imperial Tobacco (UK) 
and American Tobacco. James Buchanan 
Duke. creator of American Tobacco and owner 
of exclusive rights to the best cigarette manu­
facturing technology available. had set his 
sights on th< British market after attaining a 
90% share in the US. After a vear of vicious 
price-cutting in Britain, Imperial counterat­
tacked in America. The companies called a 
truce and created a cartel in 1902. The deal 
granted Imperial the British market. Ameri­
can the US market, and jointly owned British-
· American the rest of the world, with rights to 
the brand names of its founders. 

With Duke in control, British-American 
began spreading throughout the world. Duke 
had his greatest early success in China, where 
a massive billboard campaign in 1907 and the 
distribution oi millions of free samples in 1909 
generated annual sales of 25 billion cigarettes 
by 1920. When the Communist revolution 
ended British-American's operations in China, 
the company lost over 25% of its sales (al­
though China later reemerged as an important 
export market for the company's cigarettes). 

A 1911 rs antitrust action forced American 
to sell its interest in British-American and 
opened the rs market to the company. It pur­
chased an American cigarette manufacturer, 
Brown & Williamson, in 1927 and continued to 
grow through geographical expansion until the 
1960s. Modest diversification efforts in the 
1960s included packaging, paper, and cosmetics. 

The 1902 agreement between British­
American and Imperial was terminated in 
Britain in l 9i2, with the advent of the EC, and 
the 2 companies regained control of their own 
brands. Imperial sold its remaining shares in 
B.A.T in l 9SO. 
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(Poland). B.A.T is the parent of US cigarette 
maker Brown & Williamson (Carlton, GPC, 
Kool. Misty). 

The company's secondary businesses are in­
surance and financial services through Allied 
Dunbar (life assurance and pensions) and 
Eagle Star (life and general insurance) in the 
UK and Farmers Group (property and casualty 
insurance) in the US. 

BAT also owns a minority stake in Canada's 
lmasco. whose businesses include Imperial 
Tobacco (Canada's #1 cigarette maker) and 
Hardee's. a US-based fast-food chain. 

As public concern over smoking mounted. 
British-American acquired more nontobacco 
businesses and changed its name to B.A.T In­
dustries in 1976. The company bought food re­
tailers in the early 1970s but sold them in the 
1980s. The acquisitions of retailers Saks 
(1973!. Argos !UK, 1979). Marshall Field 
(1982!. and numerous others signiiicantly di­
versified the company's sales base. B.A.T then 
developed a taste for insurance firms. buying 
Eagle Star (UK, 1984), Allied Dunbar !UK. 
19851. and Farmers Group (US. 1988). 

Responding to a 1989 hostile takeover bid 
from Sir James Goldsmith. B.A.T restructured. 
It sold its retail and paper operations. leaving 
the company with tobacco and rinancial ser­
vices. In 1990 B.A.T sold Marshall Field to 
Dayton Hudson for just over Si billion and sold 
Saks to Investcorp, an Arabian partnership, ior 
$1.5 billion. Also that year B.A T spun off its 
Wiggins Teape Appleton paper operations. 

In 1992 Eagle Star sold its Australian Eagle 
life and general insurance subsidiary. The fol­
lowing year B.A.T and American Brands 
swapped brands in some European markets. 

The company acquired its onetime parent, 
American Tobacco, for $1 billion in 1994. The 
move brought B.A.T a number oi well-known 
brand names. like Carlton and Kool. Jeffre\' 
Wigand. a former Brown&. Williamson VP- of 
research and development, turned whistle­
blower in 1995, going public with claims that 
the company hushed up the dangers of smok­
ing decades earlier. Brown & Williamson in 
1996 became only the 2nd tobacco company to 
lose a US case involving a damage award to a 
smoker when it was ordered to pay $750.000 
after a trial in Jacksonville, Florida. 

Chairman: Lord Cai: 
Deputy Chairman ai 

Financial Sel'\'lce1 
SJ, 147,177 pay 

Managing Diredor, 
$1,255,517 pay 

Group Finance Dire 
S737,774 pay 

Chairman and CEO, 
!US): Nick G. Bro. 

EVP and CFO, Br°" 
Carl L. Schoenbac 

VP Law. Human Rei 
& \\illiamson Toh 

Auditors: Coopers & 

HQ: Wind5or House, 
London SWIH C 

Phone: +44-171-222 
US HQ: Brown & Wi 

401 S. Four1 
US Phone: 502-568-' 
Web site: http://www 

1995 Sales 

Commercial activities 
Revenue from associatt 
General financial servic 
life insurance 

Total 

AMEJ symbol: BTI 
m: 0.C.mbor 31 

Sales (S mil.) 
Net income (S mil.) 
Income as% of sales 
Earnings per share($) 
Stock price - FY high (S) 
Stock price - FY low($) 
Stock price - FY close (S 
P/E - high 
P/E-low 
Dividends per share($) 
Book value per share($) 
Employees 

1 ADR = l share1 

1987 
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Chairman: Lord Cairns. age 56, $103,520 pay 
Deputy Chairman aad Group CEO; Managing Director, 

Financial Services: Martin F. Broughton, age 48. 
$1.147.177 pay 

Managing Director. Tobacco: Ulrich G. Herter, age 54, 
$1,255,517 pay 

Group Finance Director: David P. Allvey, age 50. 
$737,774 pay 

Chairman and CEO. Brown & Williamson Tobacco 
(US): Nick G. Brookes 

EVP and CFO, Brown & Williamson Tobacco (l'S I: 
Carl L. Schoenbachler 

VP Law, Human Resources, and Public Affairs. Brown 
& Williamson Tobacco (US): M. J. MCGraw 

Auditors: Coopers & Lybrand L.L.P. 

. ·--,-· -·- ·•··.·· ~,,,.,., .·,····"·· ·· .... ' ... ·. .. .. :j 
. -~.J ......... -::: •. ,.~:.~:.:7.~.:> -~-~-:.~):-.~-.:~:~~~·:.:.~·::/~· .. .. ~,.:.:: .. · .. .:: ._, - ·. ~-J 

HQ: Windsor Hous~. 50 Victoria St.. 
London SWIH 1):-JL, UK 

Phone: +44-l 71-c22· 7979 Fax: +44-171-222 ·.·!cc 
US HQ: Brown & Williamson Tobacco Corp .. 

401 S. l'ourth St.. Louisville, KY 40202 
US Phone: 502-568- 7000 US Fax: 502-568- ;: •:•7 
Web site: httpJ/\,,,,,·.batindustries.com 

·:··~---.. ·"·"l".'r""'r .;, 

.. ;i 

1995 Sales 
S mil. =-o oitotal 

Commercial activitie1 23, 108 54 
Revenue from associ3tes 4,507 12 
General financral ser,1ices 4.438 12 
Life insurance 4.203 " 
Total 36,256 100 

AMEi 11mbol: BTI An nu.at 1986 1987 1988 FYE: Dtcember 11 Growth 

Sales IS mil.) 8.4% 17,519 20.485: :0.100 
Net income IS mil.) 7.6% 1, 176 l,48S: 1.716 
Income as% of sales - 6.7% 7.2'"' 3.5% 
Earnings per share 15 I 7.2% 0.80 0.72. 0.88 
Stock price - FY high (51 - 7.00 11.561 8.81 
Stock price - FY low 151 - 4.19 6.69: 6.75 
Srock price - FY close 1.11 11.7% 6.81 8.25. 3.06 
PIE - high - 9 16' 10 
P/E-low - 5 9 ~ 8 
Dividends per share tSJ 16.7% 0.20 0.28. 0.36 
Book value per share 1Sl 14.5%) 8.37 10.081 3.82 
Employees (0.4%) 176.370 168,949: '.i2}15 

I ADR = l 1hare1 

Selected Cigarette Brands 

B.A. T. Brands 
Benson & Hedges 
Derby 
Free 
HB 
Hollywood 
Jan III Sobieski 
John Player Gold Leaf 
Kent 
Lucky Strike 
Ota man 
Pall Mall 
Plaza 
State Express 555 

Brown & Williamson 
Brands 

Barclay 
Belair 
Capri 
GPC Appro\'ed 
Kool 
Raleigh 
Richland 
Savannah 
Viceroy 

Major Subsidiaries and Affiliates 

Allied Dunbar 1insurance1 
B.A. T Cigaretteniabnken 

(tobacco. Germany! 
British-American Tobacco 

Co. Ltd. 
Brown & Williamson 

Tobacco Corp. 1l'S1 
Canada Trust liinancial 

services I 

Eagle Star 11nsunncel 
Farmers Group. Inc . 

(insurance. L'S1 
lmasco Ltd. 1 minority 

stake: iinanci<.l services. 
restaurants. retailing, 
and tobacco: C:inadal 

Investors Guarani,· Life 
Insurance Co. 'LSI 

·...: .... -.-· ... -•• -·.~ - ;,_~ ... C'••··-··"'·'·~-.· ···:.·-:· ....... :.·-· -:_- ·'."'l 
'.-uro:,..·· •. .!<·'"''"''""·: ................ ,~ .... · .. -.. :!! ·.~ ..... • ::.., •••. .:,;. . ."~~-;_. _;,...~,; ...... ; 

.~llianz 
Brooke Group 
CIGNA 
GEICO 
Loews 
,\let Life 
Philip :"!orris 
RJR Nabisco 

1989 1990 

23,176 34.493 
1,923 68S 
8.3% 2.0% 
1.04 0.36 

15.00 13.88 
8.00 9.56 

13.31 10.94 
14 39 
8 27 

0.36 2.40 
11.31 8.03 

188.492 217,373 

1991 

30,809 
770 

2.S% 
0.44 

13.56 
10.44 
11.50 

31 
24 

0.60 
8.20 

212,316 

Rothmans Intemat1onal 
SEIT:\ 
Standard Commercial 
State Farm 
Tokio Marine "nu Fire 
Universal Corp. 
UST Inc. 

1992 1993 1994 1995 

28.314 30,llS 33.0i8 36.256 
1,316 1.691 1.886 2.283 
4.6% 5.5% 5/~I 6.3% 
1.04 1.14 1.49 

15.63 17.25 17.00 18.38 
10.50 12.13 11.38 12.88 
14.75 16.25 13.50 I8.38 

15 15 14 12 
IO 11 ~ 9 

0.72 0.94 0.47 0.80 
8.12 4.80 4.66 5.55 

197,989 190,308 173.000 170.000 

~·-z-=.::=.~~=--== ~,'=~·:] 
'"'t;:::=====--~--~----~~~-~~-;--;-~--;;f1r--- Debt ratio: 3~.7% 
16 

" 
" 
10 

STOCK 
PRICE 

HISTORY i...:...-d-+...--4.laL-'--~"---'-'----'---'---'---'-----" 

HIGH/lOW/ 
ClOIE !---------~---~---------; 

1967 1988 1989 1990 1991 :992 1991 1994 1995 1996 

Return on equity: ::?6.6'1', 
Cash (mil.I: $1.954 
Current ratio: 0.90 
Long-term debt 1mil.1: s~.557 
No. of shares lmil.1: 1.5~5 
Dividends 
Yield: 4.4% 
Payout: 53. 7% 

Market value !mil.I: S28.393 
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Loews Corporation Snapshot hnp://www.hoovers.com/cgi-bin/brand _fool_ mlist.cgi?symbol=ltr&mode=full 

I of3 

A Product of Hoover'c, Inc., the Ultlm•te Source for Company Information. 

Loews Corporation 
NYSE: LTR 

Click here for more information 

667 Madison Ave. 
New York, NY 10021-8087 
Ph: 212-545-2000 
Fx: 212-545-2525 

Insurance forms Loews' main business, and after acquiring Continental Corp. and Alexsis, -
Loews is one of the 10 largest insurance providers in the US. Insurance subsidiaries also include 
CNA Financial, Continental Assurance, and Continental Casualty. Loews's wholly owned 
subsidiary Lorillard makes Kent, Newport, and True cigarettes.The holding company for 
brothers Larry and Bob Tisch, Loews also owns Loews Hotels, which operates in markets such 
as New York City and Monte Carlo; watchmaker Bulova; and oil-drilling subsidiary Diamond 
Offshore Drilling. The company also owns stakes in a crude oil transportation company, 
Hellespont. 

Source: Hoover's. Inc. 

l!J See Hoover's Company Profile of Loews. (Find out how you can subscribe). 

Loews Message Boards 

06123197 I 0:40: 14 



., 
'. 

. . .. ~ .... -: . ' . . . . · .. -: ·. ~ . ' .... -: .. -: . . ' ·CO:·:•:-'•.'· 
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_ ___Jll Market Data I 

I 06/23/1997 10:17:29 EST I 
~ast 102 7 /8 uHJ 

pay Change -1/2 ~ 
§igh 102 7 /81 

~w 101 3/~ 
152 Week High 112 11aj 

152 Week Low ! 73 5t8J 

!volume 53,00~ 
piv $ l.ooJ 

~ield II ~l.O o/, 
JPE Ratio JI 8.7, 

BASELINE Financial Services. Inc. provides Price Action graphs for Source: Hoover's, Inc. I 
approximately 7,400 public companies. A Price Action graph is available for most orth American uotations 
Company Snapshots. Inc. 

I Trailing 12 Month Data IG QTRl QTR4 QTR3 QTR2 
March 97 Dec. 96 Sep.96 June 96 

Isales($ mil.) II 20,33711 4,93911 5, 13711 5,21611 5,0451 

!operating Income($ mil.) II 2,486JI 49811 539JJ 122JJ 7281 

I operating Margin (%) I 12.2%11 10.1%11 10.5%11 13.8%11 14.4%1 

!Net Income($ mil.) 1,254.411 239.311 247.811 388.611 378.71 

!Profit Margin (%) 6.2%11 4.8%11 4.8%\I 7.4%\I 7.5%1 

JEarnings per Share ($) 10.85JJ 2.0811 2.1511 3.37JJ 3.25J 

!shares Outstanding (in thousands) i 15,oooJI I I5,oooJJ 115,oooJJ 115,oooJJ 115,0401 
I Source: Media General Financial Services, Inc. I 

06/23/97 I 0:40: 15 
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Balance Sheet Data 
Mar. 97 

leash($ mil.) II --1 
!current Assets($ mil.) --1 
!Equity($ mil.) s,61s.1! 
!current Liabilities($ mil.) --1 
!Long Term Debt($ mil.) 4,491.71 
I Source: Media General Financial Services, Inc.I 

l!J See Historical Financials for Loews. (Find out how you can subscribe). 

I EPS Forecast 
jEamings per Share($): 

I Source: First Call CoIDQration 

II Ju~~~ Sept. 97: QTRI 
II 2.4511 2.5311 

What can I do with these numbers? 

See another Snapshot 
Enter ticker symbol: 

OR Company Name: 

Dec.~ll Dec.7sl 
9.5311 10.61 

I 

I Recent SEC Filings II May 15 9711 March 27 971 
!Form Type: II ~11 10-K4051 
I Search EDGAR Online for more SEC filings from Loews. I 

/ 

Don't S AV 1 NG S ' ~ Rdelily 
Choose a n d ';It;, .7.~ lmle9.lment5~ 

8 e t we e n S E R V I C E , ,_..ACTIVE rnADERS CLICK HERE 

Click here for more information 

About The Fool Snapshot 

Hoover's Company Information, Copyright© 1997, Hoover's, Inc., Austin, Texas 

Legal Disclaimer I Foo!Mart I Who Are We? I Suggestions 

06/23/97 10:40:15 



Yahoo! - Loews sees tobacco pact impact http://biz.yahoo.com/finance/97/06/25/ltr m us I .html 

[Yahoo I Write Us I Search I Headlines I Info] 

[ Business - Company - Industry - Finance - PR Newswire - Business Wire - Quotes ] 

Wednesday June 2511:06 AM EDT 

Loews sees tobacco pact impact 

WASHINGTON, June 25 (Reuter) - Loews Corp (LTR), which owns Lorillard Tobacco Co, said a 
proposed litigation settlement reached between the tobacco industry and state attorney generals last week 
would have a material impact on its financial position if enacted. 

·'The company believes that implementation of the proposal would materially adversely affect its 
consolidated results of operations and financial position," Loews said in a Securities and Exchange 
Commission filing made Tuesday. 

Loews' latest disclosure comes as RJR Nabisco Holdings (RN), which owns R.J. Reynolds Tobacco Co, 
said in an SEC filing that it expects its initial payment under a recently reached tobacco accord will be 
$600 million, surprising analysts who thought the number would be much higher. 

Philip Morris Cos. Inc. also filed with the SEC but did not estimate what its portion of the payment 
would be. Analyst estimates of its share range from $6.7 billion to $7 billion. 

Britain's B.A.T Industries Pie, the parent of the No. 3 U.S. cigarette maker, Brown & Williamson 
Tobacco Corp., will pay an estimated $1.7 billion, leaving the balance of the $10 billion to come from 
Loews and UST Inc. 

The agreement would require cigarette companies to pay $368.5 billion over 25 years to compensate 
states and smokers and to fund programs to help people quit smoking. 
- - -

· .,5N~~t(~f~t1~fc~~1 d~~P~~~~-~~~\1J,.~~~~G~~igtJ~~~~,~~ iriitial $10 billion payment under the 
agreement and multibillion-dollar annual payments thereafter. 

The deal also sets goals of reducing teen smoking by 42 percent in five years, 58 percent in seven years 
and 67 percent in I 0 years or cigarette companies would be penalized by as much as $2 billion a year. 

D More news for referenced ticker symbols: LTR, RN, and related categories and industries: 

. . . . ·' .- .. , . ; : ; ; ; i-:·. : : : : -. : -_"'- · .. -:·.:ii:::: • ·- - . -·· ' . ~ . . • • : .: .:·:- ·-· :::..__ - - -· - - . - .. • :.. . .i. - .; 

. 1 of2 ":''iW5'uJd;h~A:iialyst'."e ... sti1h'al<!S'!"of its'shai·t:~i'angc from" $6. 7 billic>1r to $7. billion~;.. . .. . 06125197 15:44:04 
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LOEWS CORPORATION 

OVERVIEW 

Where will two savvy vulture capitalists 
loaded with money circle and land? Billionaire 
brothers Lam· and Robert Tisch, each 16% 
owners of )\je;,. York City-based holding com­
pany Loews Corporation. control a balance 
sheet fat from the proceeds of the company's 
sale of its stake in CBS to Westinghouse (pre­
tax profit: almost S600 million). The Tisch 
brothers assembkd Loews's eclectic holdings 
- which include majority stakes in insurer 
CNA Financial. Diamond Offshore Drilling. 
and watch maker Bulova. as well as wholly 
owned subsidiaries Loews Hotels. and the Lo­
rillard Tobacco Company- by buying cheap 
and imposing disciplined management. 

Besides the CBS deal. Loews is selling its 
interests in paper titan Champion Interna­
tional and ha' solJ 30% of its Diamond Off­
shore drilling company through an initial 
public ofiering 

On the buy side, Loews's CNA Financial has 
become the largest US commercial insurer 
thanks to its $1.l billion purchase oi Conti­
nental Corporation. where the nell' oll'ners 
have already cut 2,000 jobs. CNA also offers 
professional liability and specialty co1·erages. 
as well as group life and health and 11·orkers' 
compensation. CNA's investments 11"ere tended 
for years bi· James Tisch. the apparent leader of 
the boomer generation of Tisches. Another 
Loews cash cow is Lorillard. produ.::er of the 
Kent. Ne11·port, and True cigarette brands. 

Larry Tisch declines to discuss plans for the 
CBS mone1. but one answer ma1· Jie in iamilv 
histor\': his and brother Robert's rim \'enture 
was the purchase of a hotel. Loell's plans a 
joint effort ll'ith MCA (which operate; the uni­
versal StuJ1os Florida theme park' tc• build 2 
hotels in \\'alt Disney's Orlando backYard. 

WHEN · 

In 1946 Lam Tisch. who had receil'ed an 
NYlJ business degree at age 18. dropped out of 
Harvard La11 3nJ 11·ith his younger brother 
Bob bought~ Likell'ood. New Jerse1'. resort 
hotel. with heir lrom their parents. Tisch Ho­
tels. the ne11· cntii: .. bought Atlantic City's 
Travmore and . .\mbassador Hotels in the earlv 
19SOs and acqu1reJ JO others by 1955. In the 
early 196lls the rrnthers erected 6 hotels si­
multaneoush· i;: \ell' York Citv. 

Moving be~·onJ notels. the b.rothers bought 
money-losing companies saddled with poor 
management. Dis.:3rding the management 
along with underren·orming divisions. the1· 
quickly tightene.:i orerational control and elimi­
nated frills such"' iancy offices. company 
planes, and e1·en memos. 

In 1960 Tisch Hotels gained control oi 
MGM's ailing LoN'> Theaters division and sold 
the real estate underneath many of the elegant 
one-screen theater; to developers. The company 
name became Loe11> in 1971: it sold iL~ remain­
ing theater operations in 1985. 

In 1968 the company bought Lorillard. shed 
pet food and cand1 operations, and regained its 
slipping tobacco market share by introducing 
low-tar brands 11\ent Ill. True). CNA Financial 
(bought in 197 41 ll'as next: the Tisch method 
turned losses oi S20S million in 1974 to $110 
million in profits the next year. 

Bulova Watch I acquired in I 979). guided by 
Larry's son Andre11·. combatted a nagging image 
problem with sleek new watch styles - prof­
itability returned in 1984. 

In 1985 Loews helped CBS iend or"i a 
takeover attempt by Ted Turner and <nded ur 
with almo;t 25% of the compam·. L:~ry be­
came rrt-siJent of CBS. 

Loell's s Jeep pockets allowed the rurchase 
of 6 used 1.:inkers for $5.5 million ari<.:e I aver­
age construction cost: $60 million' during a 
period oi Jepressed supertanker rr;~t::' in the 
early 19,S(is. In 1990 Loell's sold 3 c': :he 
tanker> tc' Hdlespont for $133 milii0~ and ex­
changed the other 3 ior 4l!% inttrt:;• in that 
compan1. Loews bought offshore driliing rig 
operator Diamond M in I 989. 

Loell's·, .:aution during the hotei 01·a expan­
sion of th< I 980s later enabled th< co:npany to 
purchase some bargains (e.g .. Loe1l's Giorgio. 
Denver: 19591. In 1989 Loews also enl<red a 
joint venture with Covia. a United _.\iriines affili­
ate. to create a new computer reserl';ition 
service ior hotels. Diamond M bought Odeco 
Drilling for 5372 million in 1992. C\ . .\ Finan­
cial increased its reserves for asbestos ~!aims to 
$1.5 billion in 1993. in part to COl'er .:iaims as­
sociated ,,·ith asbestos producer Firt'i:1oard. 
which Ct\ . .\ insured from 1957 to 195~ . .\lso in 
I 993 CN:\s drilling activities were grouped as 
Diamond Onshore Drilling. In 199~. 5 L'S to­
bacco comranies. including Lorillard. were hit 
with a $5 billion lawsuit. 

Jn 1995 Bulova sold its industrial and de­
fense products segment (36% of 199~ rev­
enues) for about $21 million, and Loe11·s sold 
its interest in CBS and almost all its interest 
in Champion International. 
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Co-chairman and Co-CEO: 
$861, 758 pay 

Co-chairman and Co-CEO: 
$1,770,335 pay 

President and COO: James 
$806, l 90 pay 

VP; President and CEO, Li 
Jonathan M. Tisch. age 4 

Chairman, JI'. .neot C 
age 46. $806.260 pay 

Chairman. CSA Insurance 
President, Diamond Offsh 
Chairman. Lorillard Tobac 
SVP; President. Bulova: H 
SVP and CFO: Roy E. Pos1 
SVP and Secretary: Barry 
VP Human Resources: Ala 
Auditors: Ddoitte & Toucl 

HQ: 66i Madison·Ave., Ne 
Phone: 212-545-2000 F 
Web site: http'iwww.loew: 

llYShymboUTR 
M:DtumbfrJl 
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Co-chainnan and Co-CEO: Laurence A. Tisch, age 73, 
S861.758 pay 

Co-chainnan and Co-CEO: Preston R. Tisch. age 69, 
S l. ii0,335 pay 

President and COO: James S. Tisch, age 43, 
S806. l 90 pay 

VP; President and CEO, Loews Hotels: 
Jonathan M. Tisch. age 42. 5806.176 pay 

Chairman, Management Committee: Andrew H. Tisch, 
age 46, $806,260 pay 

Chairman, CNA Insurance: Dennis H. Chookaszian 
President, Diamond Offshon: Drilling: Robert E. Rose 
Chainnan. Lorillard Tobacco: .\lell3nder Spears Ill 
SVP: President, Bulova: Herbert C. Hofmann, age 53 
S\iP and CFO: Roy E. Posner. age 62 
SVP and Secretary: Barry Hirsch. age 62 
VP Human Resources: Alan ~lomeyer, age 48 
Auditors: Deloitte & Touche LLP 

WHERE . 
HQ: 667 Madison Ave .. Ne'" York. NY 10021-8087 
Phone: 212-545-2000 Fa.~: :!12-545-2525 
Web site: http://www.loewshotels.com 

WHAT · 
1995Sale~Operating~l~n~ca_m_e __ ____,~----

Sales Operating Income 
S mil. 'Ii of total S mil. % of total 

Property & casualty 
insurance 11,092 59 954 30 

Life insurance 3,617 19 331 10 
Cigarettes 2,054 11 635 20 
Drilling 339 2 14 
Hotels 218 32 
Watches & clocks 110 8 
Investment income 1,259 1,255 39 
Equity in income 
ai CBS 16 16 

Adjustments & other {281 {14) 
. -- . -·---------- ------------ -- -

Total 18,677 100 3,231 100 

.~aj()r_i!_olding~ 
Lorillard, Inc. 

Di~ond Offshon: 

Bulova Corporation,~; ... ., 
Clocks 

Drilling, Inc. (70% I Jewelry 
Watches 

Loews Hotels 
Da\'s Hotel INYCl 
Howard Johnson Hotel 

Hellespont 149% I 
Crude oil tankers 

1~YCI 
Lo<1vs Annapolis 

KO CDMPE111URS . · , . · ; ·~·" 
.\IC C<11<1JI Re Philip ~11w:; 
.\II state Global 'larine Prudential 
Baker Hughes Hilt·~n Heading I< Be:,; 
B.,\.T. H\'ot~ RJR \ab1;c 0:. 

C:irlson ITT H:irtford SAFECO 
CIGNA Linc·Jin \atiunJI Seiko 
(1tizen Watch ~la"i':ott Timex 
Four Seasons lnw·national Tra\·t!lers 1.>.:u1' 
Hotels ~let L1r'e USF&G 

HOW MUCH · - . -

Hl'.ihymbol: l TR 
FYI.: Ooctmber J 1 

Sales($ mil.) 
Net income { S mil.) 
Income as% of sales 
Earnings per share (5) 
Srnck price - high{$) 
Stock price - low (S l 
Stock price - close($) 
PIE- high 
P/E -low 
Dividends per share($) 
Book value per share (5) 
Employees 

80 
I 

70 ~ 

- STOCK 
..... PRICE 

HISTORY 
10 

-
JO - HIGH/LOW/ 

lO - CLOSE 

<O 

\ Annual 
lin>wlll 1986 1987 1988 : 1989 

9.3% 8,405 9,254 10.514 i 11,4}7 
13.9% 546 696 9091 907 
- 6.5% 7.5% 8.6"i I 7.9% 

18.1% 3.35 4.46 5.971 604 
- 36.19 48.13 41.56 67.50 
- 26.88 29.00 31.00 I 38.50 

11.6% 29.13 33.31 39.44 62.13 
- 11 11 7 11 
- 8 7 SI 6 

i 2.6% 
0.50 a.so 0.50 I 0.50 

16.2% 18.04 21.28 26 60 32.05 
4.7% 22,950 23,900 24.500 26,800 

- I I 

I t- I 
I I I 

I ~ r 
r 

1990 

12,637 
805 

6.4% 
11.01 
63.44 
37.50 
49.06 

6 
3 

0.50 
36.05 

26,600 

I 
t- I-

1991 I 1992 1993 1994 i 1995 
I 

13.620 I 
9041 

6.6~1 

6.571 
56.44 
44.25 i 
547~1 

'I 
o so I 42.09 

26,800 

I 

' 
13.697 13,687 13,515 i 

(221 594 268 I 
- 4.3% 2.0%1 

(0.17) 4.64 2 231 
63.25 60.13 5138 I 
51.75 43.38 42.25 i 
60.06 46.50 43.441 

- 13 21 I 
- 9 19; 

0.50 0.50 0.50 I 
42.45 49.80 45.8J i 

28, 100 27,100 25,400 I 

1995 YEAR-END 
Debt ratio: 37.9% 
Return on equitv: 2s.a·~ 
Cash !mil.I: 57j79 
Current ratio: -

'8.677 
, 766 
?.)Uti 
14.98 
;9 88 
~3.31 

i8.38 
5 
3 

063 
69.92 

34.700 

Long-term debt lmil.1: S~.,~8 
~o. of shares !mil. I: 11~ 
Dividends 
Yield: 0.8% 
Pavaut: 4.2% 

:'-larket value !mil.I: S9."35 

'86 '87 '88 '89 '90 '91 '92 '93 '94 ·95 
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BY Tom Lowry 
USA TODAY 

· NEW YORK - Don't count 
tobacco companies and their 
stocks out by any means. · 

The lndustcy faces a stagger­
ing 25-year payout of $368.5 bil­
lion from the landmark settle­
ment proposed Friday. But 
analysts say profits for tobacco 
companies, especially from 
overseas, should more than oll'­
set any future liabilities. 

While the loc:nlng settle-

Ip Morris, for example, will 
save about $175 million In pro­
motional costs a year because 
of the ban on outdoor advertis­
ing, says Feldman. 

.• • •. 1-~ • .• ·. 

·.+-

, . ment bas cooled Investors' ar- . 
-. , .dor tor tobacco stocks recently, 
· •. that should change as they re­

alize what the Industry gains. 

More bulllsh. now: :B1g 
tobacco· investors say tobacco 
stocks are even more attrac­
tive now. "This clears the 
smoke away," says Marvin 
Roffman of Rolrman Miller, 
with nearly 10% of the $75 mil· 
lion be . manages In · tobacco 
stocks. . "These stocks, which 
are cheap now, should sell at a · 
premium to the market" 

Donald Yachtman, whose · · 
$1.l billion · Yachtman · Fund· 
?aolds more than $100 million 
in tobacco stocks, says "the pol­
iticians can wrap themselves In 
the flag all they want" He says 
sales of cigarettes will slow lnl· 
tlally, but the companies will 
remain highly profitable. "The 
settlement Is a back-<loor tax 
that will get passed on to con­
sumers," he says. 

OVER STORY 

:r-tics Say proposed deal 
eaves bad taste· in mouth 
Doug Levy 
ATOJ;>AY 

['he tobacco industry's Iand­
LI"k $368.5 billlon proposed set­
n . with state attorneys gen­
a 1 already is facing stiff 
position that could derail it in 
Dgre$. 

...,. A step 
backward? 1A 

...,. At stake: 38 

...,. Racy deal? 1C 

those who blame tobaceo mak­
ers for death and illness say 
they're satisfied. 

"I'm ecstatic," says Dianne Cas­
tano of New Orleans, whose law­
suit against the tobacco industry 
In 1994 started a wave of 17 c1a& 
action lawsuits alleging fraud and 

But for millions of Americans 
10 1e tobacco companies for misleading 
~m about the health risks of cigarettes and 
1okeless tobacco, Friday's settlement marks 
Important turning point · 

For the llrst time, all of the nation's tobacco 
mpanles are prepared to admit what health 
perts have shouted since 1964: cigarettes 

:t disease and lung cancer. 
The complex agreement signed Friday has no 
rect until passed into law by Congress and 
~ed by the President, steps that could take at 
3st three months ::ind likely much lon!!er. But 

other misconduct She calls the 
settlement "real bittersweet" be­

cause It was her husband Peter's death from lung · 
cancer In 1993 at age 47 that prompted her to 
take action. 

The coalition of 64 law llrms that bankrolled 
the class-action lawsuits agreed to settle in. ex­
change for billions of dollars to fund smoking.ces­
sation programs and perhaps medical care for 
lifelong smokers, as well as prescription medi­
cine for people with smoking-related diseases. 

Also part of the landmark deal: 

Please see COVER _STORY next page .... 
.... a -

· · ~y shouldn't Investors be. 
happy? This Is what they've 
wanted and thafs why the (to­
bacco) CEOs did It," says Mer­
rill Lynch analyst Allan Ka­
plan. "The market bas been 
overdlscountlng these stocks 
for years with this litigation 
banging overhead.". · 

Early reaction: News of 
Friday's. proposed deal hurt .. Ungerlng doubts: 
several stocks. Philip Morris Some large pe11S1on funds still 
lost 2 to $45~; RJR Nabisco, % are considering their next 

, to $35; and Loews, 3 % to . move. H. cart McCall, New 
. $103%. Still, ~a huge cloud bas York Comptroller who over­

been lifted," says Martin Feld- . sees the state's . Investments, 
man, a Smith Barney analyst. . says he'll study the deal ."At 

·•."The unquantifiable liability this point, I will continue my 
. the Industry faces (from law-. . policy of not purchasing addi· 
suits) will likely disappear.".· , · tlonal (tobacco) shares." 

Feldman predicts profit Others llnd Wall Street's pos-
growtb at Philip Morris, which ltlve outlook on the settlement 
controls nearly half the U.S. to- repugnant "The majority of in­
bacco market, will dip In 1998 . vestors are closing their eyes to 
to 6% to 7% from previous esti- the moral lssUes," says Mil 1-

mates of 17%, due to an up- kee priest Michael .Crosby, to­
front payout But for 1999 and bacco coordinator for the In­
beyond, profit growth will re- terfalth Center on Corporate 
bound to 15% a year, he says. . Responsibility. "It shows the 

Some stipulations by the business of doing 'business 
states actually ci>uld add to nothing to do with the conse­
companles' bottom lines. Phil- quences, only the bottom line." 

JOA -5ltl!CWWW > • 
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Tobacco Accord Worries Some, but Not 
. Profit-Taking,, 
Severity of Pact 
Cited f orShimp 

HEARD 
ON THE 
STREET 

By E.S. BRO\\'NING 
Slaff Reporrer of T11E: WALL STRF.F.T JouRNAL 

Analysts agree the tobacco settlement agreed to pay $368.5 billion over 25 years. Mr. Black, one of the leading advocates of 
should be good news for cigarette stocks. It Money manager Ben Fischer or NFJ In- a settlement on Wall Street~ puts the 
takes a few worst-case scenarios off the vestment Group in Dallas notes that they chances at only 60% to 65"!.: that Congress 
table, such as·unHmited legal liability or still could be subject to some lawsuits and will enact the deal by year-end. 
devastating regulation. so. how come'So .... that nicotine could be banned entirely in can the cigarette compani~~..,make the 
many investor8 are dumpingthe sti>clcS?:.: ·,,. '2009. huge settlement payments and ~ntinue to 

Phlllp Morris, the world's premi.er ctg: · ·<·~Messrs, Wardlaw, Goldman and Fi· profit? Mr. Black notes that ¥i~~ttes are 
arette maker, gained for about 20 minutes scher all expect the stocks to gain in the >a rare case of a still-legal a°ijdJ:eJatively 
following Friday's announcement, but longer r:im.)t:r'., Fis_~her says he will h~ng ·j:i~eap item that peop~e can use f~ teJ~x and 

· then closed down 2, .or 4.2%; at 45 '~. RJR ·on to his group's in.ore than one milhon. · ·'?ell(lve stress. He thinks deman4:mV con· 
Nabisco Holdings lost :v,. at :35. Loews, shares of RJR, bilt'lie isn'.t buying more,-;_ 1inue).even if prices rise and ·lids are 
which owns theLorillam brand in addition "What gets me ·is ·i~11f:Ws ish't the resti:leted. · 
to extensiv_e insuranc(a_Ct_ivities, fell 3~ to end - . this is only thi!''9i!gil'iflirJg," Mr'. ''Howd_o you know people will still want 
103'\B.. ·:·' _•,, ,.h--'·'-":· .. · ·-.:.;:, :~>,-,;;,.:~ .::·1 Fischer says. "You hav~tq;'.i(Sk';• .is this to smolt . 0 years? Well, I say, just look 
. ·•· ~Some. _l_n\•esto*):.wi:re;i:~kl,ilf profits; ~eally a panacea? A!!d theri~.~~ppf · at marij "the Bernstein analyst ~ays. 
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loweijhaii'Ji · 
fund'tesearch others. said tlley. ~were-.S\Jrpr1S"ed at the 1f Congress takes this for a ye'lffjlljd'tli~ -J.!rug- ther legal nor advertised, · 

. severity of soriie settlemeti,t (!~ions or on it?" He worries that the stoc~~llld': ' ' still smoking cago. 
worried about possible tfui.jble' getting . in for volatility. · · And respo 
needed congressional approval·.···· . Sen. Trent Lott, the Republican· . ·'--·· Mr .• I .-\~a ·;ch~ .. way. amonginvestc 

Rex Wardlaw, who manages money for ity leader, has said it will be September or :. ithoti°i"iny settlement;-he :p):oje¢ts: 1998 accepted the A 
Wells Fargo Bank's asset·management October at the earliest before Congress can:.~:;~'.\)er;Sl)ai"e earnings for Philip MottH(:o.L., tob~cco and I 

unit, still holds a lot of _Philip Morris: But consider the iss~e'. In the meantime, oppo.: ·, _:';S~~1~'. Based on Friday's close'. the ·.Sol!l':· t~e 1~.;~m~f 
he says he has been taking some profits in nents will scrutm1ze the proposal for de-.·~_)pany!s stock trades at 13 limes t_ij!J.l, '.:::t,..e .. 0 

the stock, which looks a lot less cheap than feels and mount their atta:ck. "There'1s'.a····<amount, compared to 19 times for stocksin · .·'~e.stm1en~. A 
it did a few weeks ago. In anticipation of risk of negative news now," note5:Robert the Standard & Poor's 500; liability worries :';':t.1o_n,s 0 ·. l!~tsh 
the settlement and because of some court Bissell, chief investment officer at the mean investors today won't pay as much· '~corne_ up .WJ 

victories, Philip Morris has gained a hefty Wells Fargo asset managemenfonit for a tobacco ~tock as for other consumer :;rr~~~\~t _of 
60% from its low of the past 52 weeks, even All the same, tobacco analysts includ- stocks. . . -_11n . ·- · .. _,mos 
counting Friday's drop. ing Mr. Goldman of PajneWebber, David To finance the settlement, the Bern- ~~_11xconsci 

Wells Fargo is advising clients to cut Adelman of Morgan Stanley and Gary stein analyst expects cigarette makers to tobacco.stocks 
back to the standard 2% weighting dictated Black of Sanford C. Bernstein all say they raise prices about 50 cents a pack whole- ~-;Pub'i.ic ser 
by Philip Morris's size in the Standard & expect Congress to approve the deal, prob· sale (more a~ retail), which he figures will ing against ' 
Poor's 500 index, after previously urging ably by year-end; ~Too many ·powerful cut consumption by about 11% and knock 15 whether that t1 
them to take an "overweight" position in parties, from politidans and lawyers to cents off Philip Morris per-share earnings. amongin\'esto 
the stock. investors and health-care providers, stand . Interest costs of financing settlement pay- ·Doug Cogan, \I 

PaineWebber analyst Emanuel Gold- to benefit. · ments will knock .off another 10.. cents, issues for:tlie 1 

man says _he was surprised· the companies But passage is far from a sure thing. Please Turn to Page ct; Column j ·Please Tw 

Rise in Profit Guiaanc·e , ;~th~ 
Dilutes Positive Srfrptisi~~;: 

"We've had 17 consecutive":<jua'rlers 
where companies have report~ signifi­
cantly more positive than negative sur­
pris1.•s. · says Sandi[l A. Bhag-at. chief 
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lnvesto~s Dump Tobacco Stocks on Surprise 
At Settlement's Severity and Profit-Taking 
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Continued From PUJ}e Cl · 
leaving $3.20 in 1998 earnings, he figures. 

If wholesale prices rise by 70 cents a 
pack tci reflect a "further 20-cent increase in 
the federal cigarette tax adopted late last. 
week by a Senate committee, Mr. Black 
believes that could push the consumption 
decline to 15%, cutting 1998 earnings an' 
other 10 cents. · .. 

-But he expects the settlement to calm 
investor worries and make people more 
.willing to buy tobacco stocks. Given Philip 
Morris's dominant market position and its 
strong international growth, he thinks 
investors one day might compare it to 
Coca-Cola and Gillette, which enjoy P/E 
ratios of twice the market rate. Merely at a 
market-average P/E or 17, Philip Morris 
stock could hit 60 next year even with 
slower earnings growth-a 30% gain. 

There's another kicker. Suppose all the 
restrictions on ads mean cigarette compa­
nies spend 20% less than their current 
annual $6 billion in marketing costs. Mr. 
Black says they saved 203 when TV 
ads were outlawed. · For Philip Morris, 
which alone spends S3 billion on cigarette 
marketing, that could mean 15 cents a· 
share in.added earnings, he figures. 

For RJR Nabisco, whose stock price 
and earnings have been held down by its 
debt, the marketing-cost savings under · 
some scenarios could nearly offset the 
earnings hit caused by the settlement, he 
figures. And some believe that Reynolds 
stock could benefit more because it has 
trailed so far. 

Most tobacco analysts are recommend­
ing purchase of at ·least one of the tobacco 
stocks today. Mr. Adelman of Morgan 
Stanley says the stocks· haven't gained as 
much as he expected and don't yet look 
expensive. Mr. Goldman says that if the 
stocks face any declines over the summer, 
it would mark a significant buying oppor­
tunity. 

Long-time Philip Morris bull Nancy 
Tengler, who manages money for UBS 
Asset Management, and Mr. Black ·both 
find the settlement less onerous than they 
expected. They think other investors will 
come around to that view after studying 
the tenns. 

Mr. Black says the tobacco companies' 
initial payments are lower than he ex­
pected. And the fact that nicotine can't be 
banned before 2009 looks to him like good 
news for. tobacco companies; he says it 
would be very hard to justify a ban even 
then. 

Many investors expect to set! tobacco 
companies split up into tobacco and nonto­
bacco pieces after Congress acts, possibly 
boosting shareholder value. Others think 
smaller tobacco co.ncerns, such as Brooke 
Group, which owns Liggett, or Loews, 
which owns Lorillard, would be under 
special pressure. to sell tobacco holdings, 
also unlocking value. 

David Dreman, chainnan of Dreman 
Value Advisors in New York and another 
significant Philip Morris holder, is opti­
mistic. It appears that companies can pay 
settlement costs in pretax dollars, mean­
ing that Uncle Sam will help fciot t~e bill. 
And if Congress indeed removes major 
litigation rtsk, he says, "I think· it. is 
reasonably positive for tobacco compa­
nies-reasonably to very positive." . 

Not everyone agrees. True, the Ameri­
can Medical Association is having trouble 
with its campaign to get money managers 
to swear off tobacco investing officially: 
Professional Investors don't like to tie their 
hands,. cir to leave themselves open to 
criticism for using nonfiduciary invest-. 
ment criteria. But more and more are 
quietly dumping tobacco stocks. 

New York money manager Seth Glick­
enhaus used to buy tobacco stocks as a way 
or getting strong earnings at beaten-down 
prices. But he's stopped doing it, he says, 
because too many clients have asked him 
not to .. · 

In .his personal portfolio, he adds, "I 
would buy the devil at a price with the idea 
or making a profit and using the money for 
good purposes. But I think that the indus­
try is a dying industry. I think that eventu­
ally the public pressure against smoking is 
going to reduce the stocks' popularity." 

* * * 
Goldman Sachs' famously bullish chief 

stock strategist, Abby Joseph Cohen, has 
raised her stock-market targets. Her 12 
month target for the S&P 500 index has 
risen to 950, up 5. 7% from Friday's close or 
898.7. Her 12-month target range last 
month was 875 to 900. 

Ms. Cohen said the targets are meant 
for direction. not precision. Earlier this 
year, Ms. Cohen had told clients to expect 
a volatile trading range for stocks given 
uncertainty over the Federal Reserve's 
move to contain inflation pressure. "We 
seem to have moved into a new [trading 
range!," she said. 

Stocks have climbed in the last several 
weeks because inflation is proving lower 
than many expected and confidence in 
economic and profit growth has risen, she 
said. She kept her recommended asset 
allocation at 60% stocks, 25% bonds, 10% 
cash and 5% commodities. 

-Greg Ip 
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1ay $368~5 billion over 25 years. 
nager Ben Fischer or NFJ In­
:roup in Dallas notes that they 
1e subject to some lawsuits and 
1e could be banned entirely in 

Big lnvestors * 
Fail to Jettison 
Smoking Issues 

FUND 
TRACK 

By KAREN DAMATO 
Staff Reporter of Tm< WAL.I. STR•:'F.T JuURNAL. 

While lots of Americans profess to be 
anti-tobacco, they have shown little Inter­

Mr. Black, one of the leading advocates of est so far in posting "no smoking" signs in 
·a settlement on Wall Street, puts the their mutual-fund portfolios. · 
chances at only 60% to 65% that Congress A year after the American Medical 
will .enact the deal by year-end. Association called on investors to dump 

Can the cigarette companie&,make the funds wi~h tobacco holdings, ther~ hasn't 
huge settlement payments and'Ci,fntinue to been·;~J>erceptible shift of money into 

Wardlaw, Goldman and Fi- profit? Mr. Black notes that Clgarqttes are ''s0¢ihlly conscious" funds, those that 
q>ect the stocks to. gain in the : .. a rare case of a still-legal an~; .t~latively · ay!)l~.)the securities of companies selling 
Mr. Fischer says he will hang •. £heap item that people can use tO~terax and .foblicco, alcoholic beverages and other 
~up's more than one million 'relie_ve stress. He thinks demand)fiV con- .@Qt~tially harmful products. · · · 
JR, biittie Isn't buying more: iinue;:. even if prices rise and"iids are Such funds account for a minuscule 
gets me is that this isn't the resti"kted. O. l 7% of the assets in diversified U.S. stock 
; is only the !)eginning," Mr. ''How do you know people will still want funds, atii>'Ut:llie·sa1J1e level as in 1995 and 
ys. "You have' to. ~'¥· is this to smoki?:tit20 years? Well, I say, just look lower'tliaii.\ti\ie'!years ago, according to 
1acea? And therl'; ~at happens at marijila:tia\" the Bernstein analyst says. fund 'rl!Searchers Morningstar Inc. in Chi-
tak~s this for.a year:~"i}d:chews:, .Jt!MP,rug ·~. 'ther legal nor advertised. cago. · 
wornes that the stock$could be1 iJlf"~s. Ii · still smoking 
ility. 1~~b:. ·.;-,1·;i', ·'.&°( •• ·'im· , :. . And responding to the low demand 
mt Lott, the Republican ~-aj(;r;·~~ · Mr.~ffll l: - · ~"til~ way. among investors, few fund companies have 
has said it will be September or ·without any settlemen( ·iie projectS l998 accepted the ~·s invitation to s~~ar off 
:he earliest before Congress can p'er-share earnings for Philip MorrH(of tob~cco and v.:m some free publicity for 
e issue. In the meantime, oppo- .· S3A5: Based on Friday's close, the: conic··\ their no-smok1~~ funds as members of 
scrutinize the proposal for de- :paiiy's stock trades at 13 times ''thii.C~:tpe '.'AMA .?>ahtmn fo~ Toba~eo:Ft:ee .In-
1ount their. attack. '"There is a.. amount, compared to 19 times for stocks .. in ·. ':_'.-,_~e_stments. After.~endmg. wntten mvrta-
!live news now," notes Robert the Standard & Poor's 500; liability worries' · '.l1or:is to t~g~!lnd,~otf~~· Jhe AMA_ ~as 
ief investment officer at the mean investors today won't pay as much ?•~C?rne .. up>with 'if lls.t of JUst:;53 coalition 
) asset management unit. ror a tobacco stock· as for other consumer ·: :fUf1_ds•. l?.llt..of a· um verse of:_about 7,000 
;ame, tobacco analysts includ- stocks. · ~!µ1145'~.:.'~,~l all of the ,.5~' .funds are 
ldman of PaineWebber, David To finance the settlement, the Bern- soc;l11:HY; consct~~-funds that ~ave shunned 
1r Morgan Stanley and Gary stein analyst expects cigarette makers to tob_ac~o stocks an~ bonds_f?ryears. 
nford C. Bernstein all say they raise prices about 50 cents a pack whole- "Public sentiin~nt is)n<;reasingly turn-
~ess to approve the deal. prob- sale (more at retaill. which he figures will ing against the.::'tobac:co::· industry, but 
ear-end. Too many powerful cut consumption by about 11'7. and knock 15 whether that trarislateS.lilto consciousness· 
>m politicians and lawyers to cents off Philip Morris per-share earnings. among investors remains to be seen, .. says 
nd health-care providers, stand Interest costs of financing settlement pay- Doug Cogan, who tr~cks tobacco-investing 

sage is far from a sure thing. 
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Few Mutual Funds Dump TobacccY-'Stbcks .r---~··~7···_··, 
Net YTD , 

. . N•m• NAY Chi ...... , ·N•mit .Ni Continued From Page Cl extensive lineups. Fidelity managers .are difficultto say the funds "never" invest m corpDI 1.99 ... + 2.6 sTGls 1 2 
bility Research Center in Washington. trying to achieve the highest possible re- certain areas, she explains, because a a~1,U'j,. 1 ~-~ !g·~ ! 1 :·~ t1~s Ii 

Dr. Randolph Smoak Jr., the AMA's turns and "the concern& ofspecial-interest portfolio company might make an acquisi- 1ntGov 9:83 +0:01 + 3:3 s1Fe T~ ~ ~· 
secretary-treasurer, acknowledges that groups are not part or that," says Fidelity tion or earn a small portion or its revenues ~ld~~~1 \i:ll +g::fl ! 

1U ~lnu"Z!1, 5· 
there hasn't been a. "landslide" or funds spokesman Scott Beye1i. Vanguard from one or those areas. (Other Franklin sID'r.:'~1 sr:itMgd':+ 

3
·1 Intl 18· 

I k B · M tt b th t Resources funds do make 1·nves.tments in toreFxln io.29 +0-02 + 3·4 h'i~tl shunn ng tobacco this past year, but he spo esman nan a es o serves a ·EmoMkl13.J1+0.oJ+16.8 MlnnTxF 10 
says, ·•we didn't fool ourselves into think- there are large variations in the types or tobaccoandothercontroversialstocks.l EQldx 28·58 +0-02 +22.J smt1PGr11 HI Yid 11.34 ... + 5.8 TxFr~ 10 
ing that would occur either." securities considered acceptable and unac- Socially conscious funds rarely show up •nt1eq 10.63+0.01 + 8.4 us Gov 10 · · lnllFlx 10.69-0.03- 3.1 SkyllnoFd• 

The AMA and other tobacco foes have ceptable by the various socially conscious as options in company 401(k) retirement 1ntMun1 10.16+0.01 + 3.3 5PEqu1t 21. 
seen more tangible gains among state pen- funds. plans. Calvert Group, a Baltimore com- t~~e~f l~:~- 0-~rn:~ 5~~::"~~1,.:.: 
sion plans.· a number ot which have acted The small universe or socially conscious pany that manages several socially con- ~~~e~y lrn :g::fl t 1~:~ ~~lfr~Ai/'3~ 
to limit or divest tobacco holdings. Mean- funds have been "a mixed bag" in terms or scious funds, Is hoping to change that by 55GA Funds: ApprA P 1! 
· ' rf M Co · Th · · . d. d"vld I t d Actlnll 11.51 ... + 6.2 AzMuApl! while, Dr. Smoak says a key goal oC the pe ormance, says r. gan. at 1s con- encouraging mtereste m 1 ua s o sen BdMkt P 9.8Ho.02+ 3.J eonvA PH 
AMA's mutual-fund campaign has been firmed by Morningstar data. Dreyfus petitions on the matter to their company a~~~~' /?:~+g:~!~U l!il~A Jt 
simply to "sensitize" investors to thinking Third Century Fund, the largest socially benefits managers. ~':r.:lxeq 1~-.~ :!:g:gJ ! 1g ~~~~'lAPP1 ~ 
about possible tobacco exposure in their conscious fund with $650 million in assets, At a few companies that do offer such ~~~P · ~:~ :;g:~ !J:; ~~~:}. P V. 
funds and to make them aware that to- ranked in the top 22% or. "large growth" choices, though, only a small percentage or Yldpl 10.00 ... + 2.s G1GvtA P 1 
bacco-free options exist. stock funds over the past three years, ac- · · money ends up in the socially screened 5~!1~~· .. 11~'.45+0.02+1J.2 g~Fn't PI'. 

Some advocates of tobacco-free fund in- cording to Morningstar. But the second- fund. At Morningstar, for instance, only ~gg{~~ J~::ng:~!~:: ~f1~ 1 J' 
. vesting say they've seen a glimmer of largest fund, Calvert Social Investment · 1.5% or the 4-0l(kl assets invested in funds ~~~~~r1~".~!g:~+2~.~ :::r~_:~A 
progress lately. For instance, Smith Bar- Fund Managed Growth Portfolio, trailed areinvestedinDomlniSocialEquityFund. FLTxBdTl0.41 : .. + 2.7 •lnlNYA' 
ney In March became the first big broker-. more than 70% of the funds in Morn- At Gap Inc.,·4% of assets are in a calvert ~~~~~d~T&~+o.ii.i!1U :~:~~r 
age firm to offer a socially screened fund,. ingstar's "domestic hybrid" category. fund, says benefits director Sally Brew- :::gg~ jg:~!g:~! U ll';iv~AP \ 
when it obtained investor approval to re- At the same time, a couple of well- ster, although one quarter of participants inTEBdi 11.36 ... + 2.9 MGllGrAr · . . kn · ( lnTEBdTr 11.34 ... + 3.0 MgMuA p 1 

make an existing fund as Smith Barney own fund groups, the P10neer unds and are directing at least some dollars there. 1nteqT 14.31+0.01+16.J M•MuA P ' 
Concert Social Awareness Fund. Franklin Resources' Templeton funds, * * * ~=T/~:~:!:g:g~!1~:~ ~~Eld\1 : 

Many investment professionals say it have been quietly shunning tobacco, alco- .HIRING VETERAN AWAY: Neuberger · ~fi1~r1::~- 0·?.~!'g:~ ~~~~1~ ]: 
isn't wise for investors to employ social hol and gambling securities for many & Berman LLC hired veteran stock fund ~~J~~r1t:Lo.09+ ~i ~r:U'l~~ . 
. "screens"tolimitthestocksorbondsthey years while not explicitly labeling them- manager Jennifer Silver from rival ·Put- =~W1'::~:g:ll:! g ~~1~~Y'A~~ .will own. "The more restrictions that are selves as socially active funds. nam Investments Inc., both firms con- Y111ncF 114.10+0.01+16.0 Pr1n11A P 
put on the investment manager, the niore The policy at Templeton "goes back to firmed Friday. Ms, Silver will manage ~:::~;;r lrn ::: ! Jg mWt1t P 
difficult it is to get the best rates.of re- our founder, Sir John [Templeton!, who Neuberger & Berman's $600 million Man- st!'i'f~o r2~~:'' ... + 4_2 ~:if~k~; 
turn," says Donald Yacktman, whose didn't invest in those stocks," says Don hattan Fund. But she is also taking over g~~A 1rnt8:8l!1N ~~5,:i~p': 
YacktmanFundhasover9%ofitsassetsin Reed, chairman of the portfolio manage- controls at two of the worst-performing Grwth 20.13+0.08+18.6 ut11Ap 1 

Philip Morris Cos. stock. ment committee of the Templeton funds. ·funds that Neuberger & Berman managed ~~d 2::~:8:~! &: szi~~~=~r: 
AvoidingPhilipMorrisshareswon'tget "We don't think it necessarily has made within a variety of variable annuities of- ~~nlc J:JLo.iM! 1 ~:: ~~~u':i 11 1 

l>eople to stop smoking,. Mr. Yacktman any difference in our performance," he feredbyanumberofcompanies. 5~~~:~~;0~~;~-~+ 5.6 g~y~B1 11 
sayg.Headdsthatifsellingbysociallymo- says, and some investors may not even Ms. Silver, 40 years old, worked at A•l•GrAp11.1s+o.28+16.9 emOMkBt 
livated investors depresses the price of a know about this unwritten policy. Boston-based Putnam for 16 years, where ~T~idA ft:~+8:~! 1 ~:g ~~~~g · · 
~tock; and the company's financial outlook Neither Templeton rior Pioneer has put she most recently was Involved in co-man- ~~I~~~ ll:=z +0·?.~ t U ~~~~r 
is solid, other bargain-hunting investors iis . social investing policy into fund aging the company's S4.9 billion Vista mid- 1nvstA· 21.69-0.05 + 16.2 GIGvtB P . · 
Win rush In~· · prospectuses nor signed itS funds up for the cap groWth fund. Starting July 1, she will l~~~g Rrf:g:ll:!l~::· g~giPBBt ~ 

Fund industry giants Fidelity Invest- AMA coalition. Franklin Resources isn't headanewinvestmentgroupatNeuberger NaintMuAio.43 ••• + 3·1 GvscBI 
ments and Vanguard Group are among the inclined to do so either, says a company & Berman, at newly created offices in ~r:i jg:*:rnrH :~~i~g l: 
"tundcompaniesthathavesofarchosennot spokeswoman, because it doesn't want to Boston. TotRetA12.16 ... +10.J MoGvBt. 
to include socially conscious funds in their be locked into a particular position. It is -Ellen Schultz 0°~~~A1WJ~ +a.iii! U ~g~~~B,' 
=========================================================! s~recs.::~g~~":!'o.01 +20.0 ~~~~g; 

N~mo NAY ~~~ ~~ 
CAMunBd 10.n +0.01 + 3.4 
CAlnsM 10.79+0.01 + 3.0 
FLMunBd 10.73 +0.01 NS 
MDMuilBd 10.3' ... + 2.9 
MAMunBd9.89+0.01 + 3.1 
MA'ncAA 10.39 ... + 2.6 
.MIN 11.82 ... NS 
"NJNu111Du 10.37+0.01 + 3.9 
NYMunBd 10.68.+0.0I + 3.9 
NYlnsM 10.54 ... + 2.8 
OHMunBd 11.54+0.01 NS 
PAMunBd 10.38 ... NS 
YAMunBd 10.n+o.01 NS 

OFFITBANK Funds: 
·EmgMkl 11.56+0.02+ 9.8 
HI Yid 10.32 ... + 5.8 
LalAmEQ 15.11 +0.05+30.5 
NYMu 10.52+0.0I + 3.3 

ONEt:-...-17.65-0.0S+ 12.• 
ONE 15.69+0.03+12.0 
ova ru1idt: 
CapAppA 15.n-O.OI .+ 12.4 
EmGrwthA 11.65 ... - 6.4 
EQlnc 12.33 +0.02 + 13.7 
Govl5ecA 9.79+0.0I + 2.7 
WVaTxA 10.08 +0.01 + 3.5 

oak Hall 15.84-0.08 + 8.0 
oak Value 21.03 -0.04 + 20.2 
Qakmark Funds: 
B11ance 13.08-0.05+13.2 

'lnllSmCp 12.53 ... + 8.1 
Oakmark 39.16-0.17+21.1 

·011kmr1c.lntl 18.20 +O.OA + 16.1 
Select 14.32 +0.01+25.• 
SmCap 17.AS+0.02+21.I 

Oberwei• Funds: 
EmcroGr 31.92 +0.12 - 2.9 
Mi-:roCao 17 91 -1-0.11 ._ 5.1 
'/;dean ll)_Jl - fl.OJ.;. 0.3 

1nr::·.: ·· : 

MUTUAL FUND QUOTATIONS 
Nel YTD 

Name NAY Chg 'II.rel 
QustFdA 19.51+0.03+15.4 
QustFdB 19.24 +0.02 + 15.1 
Qu>IFdC p 19.2• + 0.03 + 15.1 

OppenhelmerRochester: 
LldNYApJ.29 ... + 3.5 
LldNYX p 3.30 ... + 3.2 
RoMu p 18.20+0.0I + 4.2 

OSlll11t1111!CG 11.70+0.02+16.2 
Overland Express: 

CA TF A I0.64 +0.01 + 3.8 
ldxAllA 16.01 +0.03+15.1 
ldxAllO I 19.90+0.03+14.7 
MulncA 10.83 ... + 3.6 
ShlMulnc 4.97 ... + 1.8 
StrgGrA 18.64-0.06+ 1.2 
StrgGrD 22.78-0.08+ 0.8 
USGvl A 10.12+0.01 + 2.9 
VRG A 9.30 +0.01 + 3.3 

PBHG Funds: 
CoreGr 12.19 -0.10 - 8.2 
EmgGro 22.46 +0.04 - 7.3 
Growth 24.81-0.04- 5.6 
Intl 12.59+0.04+12.J 
Limited 11.16+0.09+ I.I 
LrgtpGr 11.n -0.06 + 11.1 
LrgCpVI 11.63 -0.02 + 16.3 
LrgCp2011.66 ... + 18.6 
MldCpVol ll.37 +0.06 NA 
SelEQ 19.38+0.02- 1.1 
SmCpVI 11.56+0.07 NA 
SlgSmCo 10.82 + O.QJ + 8.2 
TechCom 18. IB - 0.01 + 3.5 

PIMCO Funds Admln: 
CorEQAd IS.BJ ... + 14.l 
LOurAdol0.14 ... + 3.7 
TotRIAd 10.59+0.02+ 3.8 

PIMCO Funds. Ins.ti: 
Tot Rt 10.59 ·-0.02 + J.9 
TPll ll').J'!-001- J.R 

., ··.r.\. 1r1 

Nel YTO 
Name NAY Chg 'II.rel 
~!:'t~ftc J:~:tg:gl !2U 
USGC p 8.75 +0.02 + 2.9 
UllC p 10.87 -0.01 + 3.9 
GlbEQY 19.94+0.09+12.3 
GrlncY 28.81-0.02 NA 

PalntWebber PACE: 
GlobFxd 12.18 ... - 1.0 
GovtFxd 12.49+0.02+ 3.8 
lnlFxd 12.11 +o.02+ J.O 
lnllEM 15.18+0.04+19.3 
lnllEQIV 15.13+0.03+12.6 
LCGEQly 17.80+0.02+15. I 
LcYEQlv 18.82+0.0I + 18.2 
MunlFxd 12.49 ... + 2.7 
SmGEQly 13.27+0.02+ 4.6 
SmYEQIV 16.33 -0.09 + 15.2 
SlraFxd 12.78 +0.02 + 3.3 

PIOD AmAb<l 25.19 +0.09 +28.7 
PIPP LRSlk 28.66-0.02 + 26.J 
Pan AA 12.91 ... + 5.0 
Panlnll 12.17+0.0J+I0.0 
Parkstone Inv A: 
B1IAlc 13.05 +0.03 + 6.9 
Bond 9.72 +0.01 + 3.4 
EQlnc 19.45+0.10+16.9 
Govt Inc 9.16 ... + 2.8 
lnl Govt 9.75 +0.01 + 2.4 
I nll Dis 16.24 + 0.02·+ 10.6 
Lrot•P p 14.66 +0.04 + 20.J 
Lim Mal 9.49+0.0I + 2.6 
Ml Mu 10.9• ... + 2.7 
MldCap 15.86+0.06+ 3.3 
Mu Bd p 10.58 ... + 2.4 
Sm Cp 26.85 + 0.06 - 6.6 

Parkstone Inv 8: 
EQlnc 19.39+0.10+16.5 
Govt Inc 9.14 ... + 2.4 
I Dis Inv 15.85 +O OJ+ 10.2 
:._.'.irr~:'~n 1_~·17 .. n.?~' ··· 7.? 

Net YTD 
Name NAY Chg 'II.rel 
Fxdlnl 10.23 .+0.02 + J.O 
Grlh I 10.99+0.02 NS 
lntmGvll 10.19+0.01.+ 3.0 
MldCapl 14.32-0.06 + 7.6 
NJMul 10.79 ... .+ J.O 
PAMUI 10.24 ... + 2.8 
STlnvA 10.01 ... + 2.2 

PlllOlkA111St1: 11.99 -0.11 + 2.6 
Pioneer Fund: 
Amer Inc p 9.75 .+0.01 + 3.0 
BalancA p 11.20-0.02 + 6.9 
Bond p 9.14 .+0.01 + 3.2 
BondB I 9.10.+0.01 + 2.8 
CapGr p 22.34 -0.15 + 12.1 
C1pGrB 21.92-0.15+11.7 
CapGrC p 21.88-0.15+11.7 
EmgMklA 16.38+0.10+24.5 
Em!IMklB p 16.05 + 0.10 .+ 24. I 
EQlnc p 23.43-0.04+17.0 
EqlncB 23.31.-0.05 + 16.5 
EurapB p 25.74.+0.14+13.0 
FundB 32.93 +0.03 +22.1 
Gold 6.51 -0.16-13.1 
Grwth p 14.92+0.07+27.4 
GrwthB p 14.67+0.06+27.0 
India A 7.76 ... + 14.0 
lndlaB p 7.58-0.01+13.3 
lnllGrB p 24.74 +0.18 + 14.6 
Europ p 26.36+0.14.+13.4 
Fund p 32.88+0.03+22.7 
lntTxFr p 10.32 ... + 2.5 
lntlGr 25.27 ... + 15. I 
llP 25.02-0.07+16.6 
Micro A p 15.87-0.06 NS 
Micro B p 15.86-0.0S NS 
MldCapA p 20.30 -0. 18 + 1.2 
Ren I Est 15.79-0.08 + J.2 
RcalEstB 15.71 -0.08 + 1.9 
Sm Com A 1).68 - 0.05 + 10.5 
.SrnCcmB I~. S? - O 06 .._. 10. I . , ......... 1: . - . ~ .· (·~ . i I) 7 

Nel YTD 
Name NAY Chi 'II.rel 
WorldB I 9.44+0.04+14.0 

Provldnl Inv counsel: 
Growth 17.45 ... + 19.5 
SmC1pGr 22.411+0.01- 2.7 
smcoGr 9.24 ... - 3.0 

PructntBearp 7.68+0.0J- 9.4 
Pn1dontl1I Fds Cl A: 
AllBalA p 13.32+0.0I + 7,7 
AllSlrA p 13.07 ... .+ 7.7 
BlckGvA p 9.34 ... + 2.5 
CAlnA p 10.67 ... + 3.6 
DlvrBdA P IJ.n+o.03+ ·5_3 
EmerGrA p 10.11-0.01 + 8.0 
EQufA p 19.57-0.03+15.2 
EQlncA p 18.82-0.04+17.0 
EurGrA p 16.71 +0.03 + 9.1 
Gib A p 18.12.+0.03+11.7 
GlbGn A P21.6S.+0.01 + 9.4 
GlbGovA 7.41 +0.02+ 1.5 
GlbTolA 8.14+0.02+ 1.9 
GlbNolApl5.9J-0.14- 1.7 
GlbUI A p 16.71 .c. + 9.8 
GvlncA p8.83+0.01 + J.O 
GvlSC A P9.66+0.01 + 2.9 
HIYldA p 8.52 ... + 5.9 
lnlGlb A pU4+0.01 + 1.7 
lnlSlkA 19.43+0.07+ 13.2 
JennlA p 13.59 ... + 19.1 
JenGlcA p 11.60 ••• + 12.5 
Mlgln AP 14.33+0.02 + 3.6 
MulllA p 15.29-0.02+ 8.2. MuCA A p 11.71. . .. + 3.4 
MuFL A p 10.39 ••• + 3.1 
MuHIApll.03 ... + 3.6 
MulnsApl1.17 ... +J.O 
MUMA AD 11.67 .•• + 3.0 
MuMI A p 12.0CI ... + l.J 
MuNC AD 11.24 ... + 3.2 
MuNJ A p 10 95 ... + J.O 
MuN Y Ao 11.90 ... + J 6 
"•10H ;. ll 11 'J~ • 0.01 - J 0 

o .. 

Net YTD 
Nome NAY Chi 'II.rel 
EuGr·t 18.49+0.02.+13.9 
FL Tx I 9.26 ... .+ ·3.3 
Grin t 20.64+0.02+16.7 
GrlnllB 114.13+0.01 +17.1 
Geo I 18.10.+0.03+12.5 
GIGv I IJ.82x -0.21 - 0.5 

c GIGr I 12.12+0.03+15.0 
GINIRs 120.70,-0.09+ 12.0 
Hllh I 54.82.+0.30+20.8 
HYAd I 9.75.+0.01 + 5.2 
HIYld I 12.66.+0.01 + 5.8 
lncm I 6.99 +0.01 + 3.0 
1nt1Gr I 17.24 .+0.03 + 16.0 
lnlGrln 110.68+0.01.+15.7 
lnllNoP 113.71+0.02.+14.1 
:~l~~.111rntg:~+ ~l 

· .1nv I 10.76+0.02.+19.8 
M1TX I 9.42 +0.01 + 3.3 
Ml Tx I 9.22 ... .+ 3.1 
MNTX I 9.02 ... .+ 2.7 
Munl I 9.07 +0.01 + 3.4 
NWOI> I 43.30+0.08+ 9.6 
NwVal p 14.28 -0.02 + 13.5 
NJTx I 9.12+0.01 + 3.3 
NYTx I 8.91 ... + 3.4 
NYOp I 9.01 : .. + 3.5 
OHTX I 9.08 ... + 3.1 
OTC I 14.20-0.01 + 0.3 
PATE I 9.32.+0.0I + 3.2 
TxEx I 9.00+0.0I + 3.5 
TFHY 114.34+0.01+ 3.1 
TFln t 15.2.4 ... + 3.0 
USGv I 12.85 .+0.01 + 3.3 
Utll t 11.88x-0.1• + 6.6 
vsta t 11.28-0.06+11.2 
vov t 17.33 ... + 12.J 
Vov11 t 16.80-0.02+ 9 . .C 
AAGr C p 11.39-0.01+11.9 

Pufnam Funds Class M: 
,\f.B,il o 11.~:_i .rJ o;. ti) 6 
· . ..:.•.r· ,. 

SCF Intl p 211.06-0.03 + 14.2 Na Res I' 
SCFUSEQ 9.64 ... + 15.J NIMuB I . 
SCFUSSml3.n-0.08+13.9 PrTRBI: 
SEQVal 14.54+0.01.+19.6 SPEQB I 2 
SlnvGrd 9.60 +0.01.+ 2.8 TxExB I I. 
5Sh1Trm 9.Ux ... + 2.2 UlllB 1· 1 
SSmC1pV1115.14-0.13+19.7 Smith Bari 

SChwab Funds: AgGrC I : 
AD BalG 12.35.+0.01+10.8 ApprC I 1 
AD Cons 11.42+0.01 + 7.9 DslpC . 

. AD HIGr 13.11+0.01+13.4 EQlnC p 1· 
An1lvtlc 13.24+0.01+18.5 FdValC .I 

·cA SI 10.15 .... + 2.J Hllnct 11 
CA TF 11.06+0.01 + 4.0 lntlEQC I: 
GovSI 9.74 ... + 2.8 MadGrC 1 · 
lnlllx 14.03 +0.04 +•11.9 MgMuC I 
L TGvBd 9.n +0.02 + 3.9 MuLldC p 
NllTF B 10.53 +0.01 + 3.7 PrmTRC : 
OS Bal f 10.89 +O.OS + 9.7 SpEQC 12 
OS Gro I 11.13+0.07+12.0 Smith Bre< 
OS Intl f 11.41 +0.05+12.5 EQPlus I 
lOOOlnv r 24.46 · ... +20.3 lnlUSGv 
IOOOSS 24.46 ... NA Shi Govt 
S&P e. 13.87 +0.01 +22.0 SoGen Fur 
S&Plnv 13.86+0.01+21.9 Gold 
S&PSS 13.88 +0.01 NA lntnl 
SI TF Bd 10. lS ... + 2.1 ovseas 
SmCpldx 15.72-0.09+ 10.2 SoundSh 2•. 

Sdlw1rt1Yll 21•7-0. IJ + 10.8 SouthTrust 
Scour Group: Bond 10 
Bond . 11.02 +0.01 +· 2.7 Income 9 
Reglonal 11.08v-0.30+ 9.0 Stock P 17 
Stock 18.J3v-0.52+ 1i.o· Spectra I· 
World 15.85x -0.10 +.14.6 Stagecoach 

Scudder Fund I: AooGr A 1 
21CenGr 12.09-0.10 + 2.• AslAllA 2: 
Balanced 16.64 + 0.01 + 14.7 AZTxEA p : 
CelTx 10.n +0.01 + J.a· BalanceA o 
ClasslcG 16.75+0.03+25.1 CA TA A,.. 
Oevel 38.88-0.22- 2.3 CA TF A 1 
EmgMkGr 16.34-0.04+18.4 CpSlk 5· 
EmMklnc IJ.JS+o.a..+11.1 ovslnA 1· 
GNMA 1•.62 +0.02 + J.-4 EQValA D : 
Globl 33.59 +0.01 + 16.6· GNMA A I 
GlbDls 21.27-0.07+ 6.6 GthtncA ~ 
Gold 10.61 - 0.12 - 16.J lnlmBdA P . 
GrEuGro 19.98 + 0.07 ..:. 10.5 LP2000.:.. 
Cf•:nn 27. l:i --0.0~ .._. 111 .. : LP?'J!')..'.. 
l. • .. ,, .=:.11 1- : • ·.~ . .,- . 
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The tax was a deterrent, the anti­
smoking groups say, but so was their 
effort to educate people about tobac­
co's health effects; 

Men in Eastern Europe and the 
former Soviet Union have the highest 
death rates in the world from smok­
ing, according to the Epidemiologi­
cal Studies Unit at Oxford University 
in Britain, headed by Dr. Richard 

· Peto, one of. the leading anti-smoking 
campaigners. He says that 40 per­
cent of all male deaths in middle age 
are related to tobacco. 

In Poland, one of Dr. Peto's allies 
is an eloquent and highly visible can­
cer specialist, Dr. Witold Zatonski. 
Dr. Zatonski has bolstered his influ­
ence with numerous lectures about 
the health hazards of cigarettes and 
the high. incidence of lung cancer in 
Poland. He has used his connections 
in the political and religious spheres 
of Polish life to fight the tobacco 
companies. 

Dr. Z~tonski, who infuriates the 

Tobacco Company Lawyer Says 
Pact Might Lead to Bankruptcy 

By JOSEPH 8. TREASTER 

A lawyer for the Liggett Group· 
Inc., the first cigarette maker to ne­
gotiate a deal with government offi­
cials, said yesterday that the historic 
$368 billion product liability settle­
ment reached with other leading to­
bacco companies last week could 
force it into bankruptcy. 

Marc Kasowitz, who represents 
Liggett's parent company, the 
Brooke Group Ltd., said that Liggett 
had been a_ssured by the state attor­
neys general and plaintiffs' lawyers 
negotiating with the industry that the 
much smaller settlement Liggett 
had reached in March would be pre­
served. But, Mr. Kasowitz said, that · 
provision was not included in the 
agreement announced last Friday. 

He said Liggett, the maker· of 
Chesterfield and· Lark cigarettes, 
was mounting a campaign to have its 
March contract with the state attor­
neys general honored. 

In March, seeking to settle law­
suits filed by 22 states accusing the 
industry of hiding knowledge of the 
adverse health effects from tobacco, 
Liggett acknowledged that tobacco 
was addictive and caused cancer and 
that the industry had for decades 
consciously marketed its products to 
children as young as 14. 

The company also agreed to turn 
over thousands of pages of internal 
documents that the attorneys gen­
eral said would prove that the indus­
try had for decades carried out a 

conspiracy of silence and deceit. 
Under the agreement in March, 

Mr. Kasowitz said, Liggett agreed to 
pay 25 percent of its pretax profits 
for the next 25 years into. a settle­
ment fund for the states. 

The attorneys general said at the 
time of the pact that they would 
make their "best efforts" to insure 
that the liabilities for Liggett and its 
parent .would not increase under a 
future agreement that proved to be, 
as expected, much more expensive. 

Mr. Kasowitz said that Liggett, 
which is the smallest of the major 
cigarette companies with about 2 
percent of the market, had been as­
sured that· the earlier agreement 
would remain in effect. 

"You have a really unfair and out­
rageous situation here," Mr. 
Kasowitz said. "The one company 
that had the courage and took the 
steps of breaking with the entire 
industry is now in a position where 
its going to be bankrupt if the settle­
ment is enacted into legislation." 

Mr. Kasowitz contended that if 
Liggett were bound by the industry 
agreement reached on Friday, it 
would end up paying even more, in 
proportion to its size, than the com­
panies that signed the agreement. 
Payments for the companies are to 
be allocated by their market share, 
he said. But any company that did 
not sign the agreement, he said, like 
Liggett, would have to "pay 50 per­
cent more" than the others. 
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DEPARTMENT OF HEAL TH AND 
HUMAN SERVICES 

Food and Drug Administration 

21 CFR Parts 801, 803, 804, 807, 820, 
and 897 

[Docket No. 95N--0253) 

RIN 0910-AA48 

Regulations Restricting the Sale and 
Distribution of Cigarettes and 
Smokeless Tobacco to Protect 
Children and Adolescents 

AGENCY: Food and Drug Administration, 
HHS. 
ACTION: Final rule. 

SUMMARY: The Food and Drug 
Administration (FDA) is issuing 
regulations governing access to and 
promotion of nicotine-containing 
cigarettes and smokeless tobacco to 
children and adolescents. 

The regulations prohibit the sale of 
nicotine-containing cigarettes and 
smokeless tobacco to individuals under 
the age of 18; require manufacturers, 
distributors, and retailers to comply 
with certain conditions regarding the 
sale and distribution of these products; 
require retailers to verify a purchaser's 
age by photographic identification; 
prohibit all free samples and prohibit 
the sale of these products through 
vending machines and self-service 
displays except in facilities where 
individuals under the age of 18 are not 
present or permitted at any time; limit 
the advertising and labeling to which 
children and adolescents are exposed to 
a black-and-white, text-only format; 
prohibit the sale or distribution of 
brand-identified promotional 
nontobacco items such as hats and tee 
shirts; prohibit sponsorship of sporting 
and other events, teams, and entries in 
a brand name of a tobacC:o product, but 
permit such sponsorship in a corporate 
name; and require manufacturers to 
provide intended US& inlOrmatlon on all 
cigarette and smokeless tobacco product 
labels and in cigarette advertising. 

These regulations will address the 
serious public health "problems caused 
by cigarettes and smokeless tobacco 
products. They will reduce children's 
and adolescents' easy access to 
cigarettes and smokeless tobacco and 
will significantly decrease the amount 
of positive imagery that makes these 

-- _products_so appealing to that age group. 
The regulations are predicated on the 

agency's assertion of jurisdiction under 
the Federal Food, Drug, and Cosmetic 
Act over cigarettes and smokeless 

tobacco as delivery devices for nicotine, 
incorporated as part of the regulations 
for purposes of, and to facilitate, 
congressional review under the Small 
Business Regulatory Enforcement 
Fairness Act of 1996. 
DATES: Effective date. The regulation is 
effective August 28, 1997, except that 
§ 897.14(a) and (b) are effective February 
28, 1997 and § 897.34(c) is effective 
February 28, 1998. 

Compliance dates. Manufacturers and 
distributors are required to comply with 
the requirements of 21 CFR parts 803 
and 804 August 28, 1997; manufacturers 
are required to comply with the 
requirements of 21 CFR parts 807 and 
820 February 28, 1998. 
ADDRESSES: References listed in the 
footnotes of this document have been 
placed on public display at the Dockets 
Management Branch (HFA-305), Food 
and Drug Administration, 12420 
Parklawn Dr., rm. 1-23, Rockville, MD 
20857, and may be seen by interested 
persons between 9 a.m. and 4 p.m., 
Monday through Friday. 
FOR FURTHER INFORMATION CONTACT: 
Nancy Yeates, Office of Policy (HF-26), 
Food and Drug Administration, 5600 
Fishers Lane, Rockville, MD 20857, 
301-827--0867. 
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I. Introduction 

A. Purpose and Overview of the Rule 

This rule es~blishes regulations 
restricting the S&le and distribution of 
cigarettes and smokeless tobacco to 
children and adolescents, implementing 
FDA's determination that it has 
jurisdiction over these products under 
the Federal Food, Drug, and Cosmetic 
Act (the act). As described in "Nicotine 
in Cigarettes and Smokeless Tobacco Is 
a Drug and These Products Are Nicotine 
Delivery Devices Under the Federal 
Food, Drug, and Cosmetic Act: 
Jurisdictional Determination" (the 1996 
Jurisdictional Determination), annexed 
hereto, FDA has determined that 
cigarettes and smokeless tobacco are 
intended to affect the structure or 
function of the body, within the 
meaning of the act's definitions of 
"drug" and "device." The nicotine in 
cigarettes and smokeless tobacco is a 
"drug," which produces significant 
pharmacological effects in consumers, 
including satisfaction of addiction, 
stimulation, sedation, and weight 
control. Cigarettes and smokeless 
tobacco are combination products 
consisting of the drug nicotine and 
device components intended to deliver 
nicotine to the body. 

FDA has chosen to regulate cigarettes 
and smokeless tobacco under the act's 
device authorities. This rule allows the 
continued marketing of these products, 
while employing measures to prevent 
future generations of Americans from 
becoming addicted to them. As 
discussed in section l.B. of this 
document, most people who use 
cigarettes and smokeless tobacco begin 
their use be!ore the age of 18 and, 
therefore, before they fully understand 
the addictive nature and serious health 
risks of these products. Even though the 
sale of tobacco products to minors is 
illegal in 50 States, the tobacco industry 
has adopted extensive marketing 
campaigns which appeal to children 
and adolescents. Therefore, the rule 
effects measures that would both 
complement the existing State 
restrictions ·on access and prevent 
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operations which injuriously affect the received that would affect the agency's 
value of or destroy property-for previous determination that this action 
example, restrictions upon the height or has no significant impact on the human 
character of buildings, destruction of environment, and that neither an 
diseased cattle, trees, etc., to prevent environmental assessment nor an 
contagion-but for which no remedy is environmental impact statement is 
afforded. Contracts in this respect do required. 
not differ from other kinds of property~ XV. Analysis oflmpacts 4-
(ld. at pp. 508 through 509). The Court 
reviewed earlier decisions and stated A. Introduction and Summary 
that: The Food and Drug Administration 

The conclusion to be drawn • • • is, that (FDA) has examined the impacts of the 
for consequential loss or injury resulting final rule under Executive Order 12866, 
from lawful governmental action, the law 
affords no remedy. The character of the under the Regulatory Flexibility Act (5 
power exercised is not material. • • • If, U.S.C. 601-612), and under the 
under any power, a contract or other property Unfunded Mandates Reform Act of 1995 
is taken for public use, the Government is (Pub. L. 104-4). Executive Order 12866 

· liable; but, if injured or destroyed by lawful directs agencies to assess all costs and 
action, without a taking. the Government is benefits of available regulatory 
not liable. alternatives and, when regulation is 
(Id. at p. 510) necessary, to select regulatory 
The Court held that while the approaches that maximize net benefits 
Government took the steel, it did not (including potential economic, 
take the contract itself and that environmental, public health and safety, 
"[f]rustration and appropriation are and other advantages; and distributive 
essentially different things" (Id. at p. impacts and equity). If a rule has a 
513). (See also Louisville fr Nashville significant economic impact on a 
R.R. Ca. v. Mottley, 219 U.S. 467, 484 substantial number of small entities, the 
(1911); NL Industries, Inc. v. United Regulatory Flexibility Act requires 
States, 839 F.2d 1578, 1579 (Fed. Cir.), agencies to analyze regulatory options 
cert. denied, 488 U.S. 820 (1988) that would minimize any significant 
("frustration of a business by loss of a impact cif such rule on small entities. 
customer was not a taking"); Carruth, Section 202 of the Unfunded Mandates 
627 F.2d at 1081 ("[I)n cases where Reform Act requires that agencies 
there has been no direct appropriation prepare an assessment of anticipated 
of property by governmental agencies, costs and benefits before proposing any 
consequential damages resulting from rule that may result in an expenditure 
the exercise of lawful regulations are not by State, local and tribal governments, 
compensable takings within the in the aggregate, or by the private sector, 
purview of the Fifth Amendment").) of $100,000,000 (adjusted annually for 

Thus, FDA disagrees with the inflation) in any year. Section 205 of the 
comments suggesting that the rule will Unfunded Mandates Reform Act also 
result in a taking of jobs or future requires that the agency identify and 
revenues associated with sponsored consider a reasonable number of 
events. regulatory alternatives and from those 

(9) Several comments said that the alternatives select the least costly, most 
1995 proposed rule's restrictions on the cost-effective, or least burdensome 
use of trade names constitute a taking of alternative that achieves the objective of 
trade names or the goodwill associated the rule. The following analysis, in 
with a tradename or asserted that one conjunction with the remainder of this 
has a "right" to use ll"braiid name in any preamble, demonstrates that this rule is 
manner. consistent with the principles set forth 

As discussed in section XI. of this in the Executive Order and in these two 
document, the agencY.. disagrees that any statutes. 
provision in this rule effects a taking of FDA published its preliminary 
trademarks and goodwill. economic analysis in the preamble to its 

XIV. Environmental Impact 

In the Federal Register of August 11, 
1995 (60 FR 41314), the preamble to the 
proposed rule stated that FDA had 

- detennirted under§ 25.24(a)(8). (a)(l 1). 
and (e)(6) that the proposed action was 
of a type that does not individually or 
cumulatively have a significant impact 
on the human environment. No new 
information or comments havr. been 

1995 proposed regulation. In response, 
the agency received thousands of 
comments raising economic issues or 
concerns. Representatives of affected 
industry sectors emphasized burdens in 
excess of those estimated in the 
preliminary economic analysis. Other 
comments stressed the considerable 
economic value of the expected public 
health benefits. Although few comments 
provided quantifiable data on projr.cted 

economic impacts, whether benefits or 
burdens, a report prepared by the 
Barents Group and presented as Volume 
11 of the Tobacco Institute submission 
provided a comprehensive critique of 
the methodology, assumptions, and cost 
estimates presented in FDA's 
preliminary economic analysis and 
developed alternative estimates of 
regulatory costs. Other comments 
addressed selected economic issues. 
FDA carefully examined and evaluated 
the reasoning and data presented in 
these comments, accepted those that 
were persuasive, and presents this 
revised analysis of the final rule. 

In its preliminary analysis, FDA based 
the benefits of the 1995 proposed rule 
on a finding that compliance could help 
to achieve the Department's "Healthy 
People 2000" goal of reducing underage 
tobacco use by one-half. Comments 
received in response to the proposal 
have reinforced the agency's conviction 
that this goal can be realized, although 
it will require the active support and 
participation of State and local 
governments and civic and community 
organizations, as well as manufacturers 
and retail dispensers of tobacco 
products. In the Federal Register of 
January 19, 1996 (61FR1492), the 
Substance Abuse and Mental Health 
Services Administration (SAMHSA) 
issued a regulation governing a program 
of State-operated enforcement activities 
to restrict the sale or distribution of 
tobacco products to individuals under 
the age of 18. SAMHSA predicted that 
its rule would cut the rate of underage 
tobacco consumption by between one­
tenth and one-third. FDA can not 
separately quantify the incremental 
benefits of the respective agency 
programs, due to the substantial 
interdependencies and uncertainties 
regarding future complianc& with these 
rules; but finds that its final rule and the 
SAMHSA regulation are fully 
complementary and, working together, 
will produce results that would more 
than equal the sum of their independent 
efforts. 

Each year, an estimated 1 million 
adolescents under the age of 18 begin to 
smoke cigarettes. The Centers for 
Disease Control and Prevention (CDC) 
estimate that approximately one in three 
of these adolescents will die of smoking­
related diseases, and FDA has 
concluded that this projection provides 
the best estimate of the excess fatality 
rate. FDA finds that even overly 
conservative projections indicate that 
achieving the '"Healthy People 2000" 
goal of reducing underage tobacco use 
by onr.-half would prevent well over 
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60,000 early deaths, gaining over 
900,000 future life-years for each year's 
cohort of teenagers who would 
otherwise begin to smoke. The monetary 
value of these health benefits (at a 3 
percent discount rate) is estimated to 
total $28 to $43 billion per year and 
includes $2.6 billion in medical cost 
savings, $900 million in productivity 
gains from reduced morbidity, and 
$24.6 to $39.7 billion per year in 

willingness-to-pay values for averting 
premature fatalities. (Because of the 
long periods involved, a 7 percent 
discount rate reduces the total benefits 
to about $9.2 to $10.4 billion per year). 
If the agency's goal were exceeded, 
these benefits would be even larger. 
Moreover, if even a fraction of the goal 
were achieved, the benefits would 
substantially outweigh tb.e costs of the 
rule. As shown in Table le, halting the 

onset of smoking for only 1/20 of the 1 
million adolescents who become new 
smokers each year would provide 
annual benefits valued at from $2.8 to 
$4.3 billion a year. In addition, although 
FDA has not quantified the benefits of 
reducing the number of serious illnesses 
attributable to the use of smokeless 
tobacco by youngsters under the age of 
18, the agency is convinced that these 
benefits also will be substantial. 

TABLE 1c.-ANNUAL ILLNESS-RELATED BENEFITS OF ALTERNATIVE EFFECTIVENESS RATES 
(UNDISCOUNTED LIVES AND LIFE-YEARS; 3% DISCOUNT RATE FOR MONETARY VALUES)! 

Fewer Teen-
Fraction of T ee:pe a11ers who Smoking Re- Life-Years Medical Molbldity-Re-

lated Produc-
Cohort Deterr will Smoke lated Deaths Saved (No.) Savings tMi Savings as Aduftsl Averted (No.) ($blls.) Sblls.) (No.) 

1/'22 250,000 60,200 905,300 2.6 0.9 
1/3 167,000 40,100 603,600 1.8 0.6 
115 100,000 24,100 362,100 1.1 0.4 
1/10 50,000 12,000 181,100 0.5 02 
11'20 25,000 6,000. 90,500 0.3 0.1 

'Totals may not add due to rounding. 
2 Estimate used In analysis. 
3 Assumes 50% of adolescents who are deterred from smoking continue to refrain as adults. 

In Its evaluation of the economic 
impact on industry, FDA also includes 
those costs that might be attributable to 
the SAMHSA program, as the rules of 
both agencies work collectively to 
reduce youth access to tobacco 
products. As a result, the overall 
estimated compliance costs of the rules 
range from $174 million t.o $187 million 
in one-time costs and from $149 million 
to $185 million in annual operating 

costs (see Table 2). Manufacturers of 
tobacco products will incur one-time 
costs ranging from $78 million to $91 
million, primarily for removing . 
prohibited point-of-sale promotional 
items and self-service displays, and for 
changing package labels. As the 
responsibility for removing the 
prohibited point-of-sale promotional 
and display items resides with the 
owner, manufacturers and retailers may 

Mortality-Related Will-
lngness-to-Pay 

Total Benefits 

-Life-Yrs. Deaths Low H" h 
Saved Averted ($bHs.) (Sb~s.) 
($blls.) (Sblls.) 

24.6 39.7 28.1 432 
16.4 26.4 18.7 28.8 
9.8 15.9 112 17.3 
4.9 7.9 5.6 8.6 
2.5 4.0 2.8 4.3 

ultimately share the costs of removal 
and replacement. FDA's cost estimates 
assume that manufacturers will pay for 
most removal and installation activities 
and retailers will pay for most 
replacement items. (If, in fact, retailers 
assume most removal responsibilities, 
the estimated manufacturer costs fall by 
about $47 million). 
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TABLE 2.-COSTS OF FDA AND SAMHSA REGULATIONS($ mils.)1 

Requirements By Sector One-Time Costs Annual Operating Costs 

Tobacco Manufacturers 78-91 2 
Point-of-Sale Advertising 30 
Self-Service Ban 40 
Label Changes 4-17 
Paperwork Requirements 1.2 
Training 1.5 0.2 
Readership Surveys 2 1 

Retail Establishments 96 78 
Training 34 20 
l.D. Checks 43 
Self-Service Ban 57 11 
Point-of-Sele Advertising 5 
Vending Machines 3.5 

Consumers 41-60 
l.D. Checks 41-50 

Government 28-65 
States (SAMHSA) 25-50 
FDA 3-6 

TOTAL 174-187 149-185 

I Assumes mar:iulacturers .remove prohibited retail display. II retaliers bear lull burden manufacturer one-time ts f 11 b abo · · 
at nd retailer onde:-t1

1
me <?<>Sis nse by about $17 million. Advertising restrictions are conslde;ed under distributional e~ts ~xcl~es c'!~701nusholhortn 

erm resource IS ocallon and educational programs. · -

Retail establishments will incur en 
estimated $96 million in one-time costs. 
About $57 million of these costs are due 
to the self-service restriction, primarily 
for replacing display cases and other 
functional promotional items. (If 
retailers rather then manufacturers 
remove the prohibited point-of-sale 
advertising and display items, the 
estimated retailer costs rise by about $17 
million). The retail sector will also incur 
about $78 million in annual costs. In 
addition to new labor costs attributable 
to the self-service restrictions, both the 
FDA and SAMliSA rules impose costs 
for training employees to verify 
customer ages, for routinely checking 
I.D. 's of young purchasers, and for 
foregoing profits due to reduced 
vending machine sales. Consumers will 
bear costs of up to $50 million annually 
for incurring some1!.elay in checkout 
lines. Finally, enforcement of these 
rules may cost the FDA from $3 million 
to $5 million per year and State 
governments from $25 million to $50 
million per year for administering 
various SAMHSA enforcement 
programs. 

FDA could not, however, quantify 
every regulatory cost. For example, the 
agency may require certain tobacco 
manufacturers to broadcast educational 
messages under the agency's 
notification process. Cost estimates for 
these activities will be developed in 
parallel with the program elements. In 

addition, a number of commercial 
sectors will experience costs for short­
term dislocations of current business 
activities. Neither FDA nor any of the 
industry comments on the agency's 
proposal projected the magnitude of 
these costs, but they would be mitigated 
for those businesses that anticipate the 
adjustments in long-term business 
plans. 

In addition to the costs described 
previously, the rule will create 
significant distributional and 
transitional effects. Some industry 
comments asserted that FDA had 
neglected the cost of lost sales revenues 
in its preliminary economic analysis· 
and one industry study estimated these 
"lllustrative Costs" at from $1.3 billion 
to $3.3 billion per year. In fact, FDA had 
considered these sector-specific revenue 
reductions, but described the impacts as 
distributional effects, rather than as net 
societal costs. For example, any lost 
sales experienced by suppliers of 
advertising were considered 
distributional impacts, because dollars 
not spent on advertising will not be lost 
to the U.S. economy, but will be spent 
on other goods and services. As 
acknowledged by the authors of one of 
the economic impact analyses 
commissioned by the tobacco 
manufacturing industry: 

• • • when tobacco product 
manufacturers decrease their advertising 
expenditures, the money not spent translates 
into increased profils for the industry. The 

increased profits ultimately end up in the 
hands of the companies' owners 
(shareholders) either as direct payouts or as 
investments on their behalf In other lines of 
business. In general, these profits are 
ultimately recycled into Increased 
consumption and investment by the owners 
of the companies. 
Similarly, the anticipated slow but 
persistent decline in tobacco product 
sales revenues are not societal costs, 
because the dollars not spent on 
tobacco-related items will be spent on 
other goods or services. 

Nevertheless, FDA is aware that many 
tobacco-related industry sectors will be 
adversely affected by this rule. Tobacco 
manufacturers and suppliers will face 
increasingly smaller sales, because 
reduced tobacco consumption by youth 
will lead, over time, to reduced tobacco 
consumption by adults. The impact of 
this trend on industry revenues, 
however, will be extremely gradual, 
requiring over a decade to reach an 
annual decrease of even 4 percent. Also, 
if State and Federal excise tax rates on 
tobacco products remain at current 
levels, tax revenues would decrease 
slowly over time, falling by about $231 
million and $196 million, respectively. 
by the 10th year following compliance 
with the regulation. 

Tobacco manufacturers spent $6.2 
billion on advertising. promotional. and 
marketing programs in 1993, and about 
30 percent may be substantially altered 
to reflect the various "text only"' 
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restrictions or other prohibitions. If 
tobacco companies choose to reduce 
advertising and promotional activities 
due to the FDA restrictions, the sectors 
affected would include advertising 
agencies and communications media, 
owners of retail and outdoor advertising 
space, and recipients of corporate 
brand-name sponsorships (especially 
auto racing). These businesses would 
need to attract new revenues to 
maintain current levels of profitability. 
Similarly, vending machine operators 
will need to find substitute products to 
replace up to 3 percent of their sales 
revenues. 

In summary, FDA finds that 
compliance with this rule will bring 
significant health benefits to the U.S. 
population. The rule will also exact 
long-term revenue losses on the tobacco 
industry and short-term costs on various 
affiliated industry sectors. With regard 
to small businesses, many near-term 
impacts will be small or transitory, but 
some business will be adversely 
affected. For a small retail convenience 
store not currently complying with this 
rule, the additional first year costs could 
average $400. For those convenience 
stores that already check customer 
identification, these costs average $137, 
largely to relocate tobacco product 
displays. Moreover, the rule will not 
produce significant economic problems 
at the national level, as the long-term 
displacement within tobacco-related 
sectors will be offset by increased 
output in other areas. Thus, under the 
Unfunded Mandates Act, FDA 
concludes that the substantial benefits 
of this regulation will greatly exceed the 
compliance costs that it imposes on the 
U.S. economy. In addition, the agency 
has considered other alternatives and 
determined that the current rule is the 
least burdensome and most cost­
effective alternative that would meet the 
objectives of this rule. 

B. Statement of Need for Action 

The need for action stems from the 
agency's determination to ameliorate the 
enormous toll on the public health that 
is directly attributable to the 
consumption by adolescents of 
cigarettes and smokeless tobacco. 
According to the nation's most 
knowledgeable health experts, tobacco 
use is the most important preventable 
cause of morbidity and premature 
mortality in the United States, 
accounting each year for over 400,000 
deaths (approximately 20 percent of all 
deaths). Moreover, these morbidity and 
mortality burdens do not spare middle 
aged adults-with the average smoking-

related death responsible for the loss of 
up to 15 life-years. 268 

In its guidelines for the preparation of 
Economic Impact Analyses, OMB asks 
that Federal regulatory agencies 
determine whether a market failure 
exists and if so, whether that market 
failure could be resolved by measures 
other than Federal regulation. The basis 
for this request derives from standard 
economic welfare theory, which by 
assuming that each individual is the 
best judge of his/her own welfare, 
concludes that perfectly competitive 
private markets provide the most 
efficient use of societal resources. 
Accordingly, the lack of perfectly 
competitive private markets (market 
failure) is frequently used to justify the 
need for Government intervention. 
Common causes of such market failures 
include monopoly power, inadequate 
information, and market externalities or 
spillover effects. 

While FDA agrees that various 
elements of market failure are relevant 
to the problem of teenage use and 
tobacco addiction, the agency also 
believes that this regulatory action 
would be justified even in the absence 
of a traditional market failure. As noted 
previously, the impliq1.tions of the 
market failure logic are rooted in a basic 
premise of the standard economic 
welfare model-that each individual is 
the best judge of his/her own welfare. 
FDA, however, is convinced that this 
principle does not apply to children and 
adolescents. Even steadfast defenders of 
individual choice acknowledge the 
difficulty of applying the "market 
failure" criterion to non adults. 
Littlechild, for example, adds a footnote 
to the title of his chapter on "Smoking 
and Market Failure" 269 to note that 
"[t)he economic analysis of market 
failure deals with choice by adults." 
Although both Beales 270 and Viscus! 
find that young persons balance risks 
and rewards in making decisions on 
whether or not to smoke, Viscus! 
explains that: 

[n)evertheless, there are some classes of 
choices· that have major consequences, and 
for that reason society may wish to reserve 
the privilege of making these choices until a 

zoe Statement or Clyde Behney and Marla Hewitt 
on Smoking-Related Deaths and Financial Costa: 
Orrica or Technology Assessment Estimates for 1990 
Before the Senate Finance Committee, pp. 1-2, 
April 28, 1994. 

~·· Littlechild, S. C., "Smoking and Market 
Failure," in "Smo~ing and Society: Toward a More 
Balanced Assessment," edited by R. D. Tollison, 
Lexington Books, p. 271, 1986. 

""Beales Ill,). Howard, "Adver1ising and tho 
Determinants ofToenago Smoking Behavior." p. 44, 
t993. 

particular age is reached. These limits 
should, however, be set according to the age 
at which individuals are believed to be 
capable of making reasonable long-term 
decisions regarding their welfare, rather than 
some arbitrary date independent of the 
choice context. The emerging consensus of 
smoking restriction policies has focused age 
18 as the minimum age for the purchase of 
cigarettes. 211 

FDA concludes, therefore, that even if 
some children do make rational choices, 
the agency's regulatory determinations 
must reflect the societal conviction that 
children under the age of legal consent 
cannot be assumed to act in their own 
best interest. 272 

In particular, FPA iinds that the 
pervasiveness and imagery used in 
industry advertising and promotional 
programs often obscure adolescent 
perceptions of the significance of the 
associated health risks and the strength 
of the addictive power of tobacco 
products. Section VI. of this document 
describes numerous studies on the 
shortcomings of the risk perceptions 
held by children. Health economist 
Victor R. Fuchs describes the typical 
sequence: 

There Is considerable evidence that the 
[time discount) rete falls as children mature. 
Infants and young children tend to live very 
much for the present; the prospect of 
something only a week in the future usually 
has little influence over their behavior. All 
children get older their time horizons 
lengthen, but once adult status Is reached 
there seems to be little correlation between 
time discount and age. zn 
Thus, although most youngsters 
acknowledge the existence of tobacco­
related health risks, the agency finds 
that the abridged time horizons of youth 
make them exceptionally vulnerable to 
the powerful imagery advanced through 
targeted industry advertising and 
promotional campaigns. In effect, these 
conditions constitute an implicit market 
failure not adequately remedied by 
existing government action. 

Moreover, the agency does not view 
these results as inconsistent with the 
growing economic literature based on 
the Becker and Murphy models of 
"rational addiction." 274 Although 
several empirical studies have 

111 Vbcusi, W. K., "Smoking: Malr.ing the R!Jky 
Decision," Oxford University Press, New York. p. 
149, 1992. 

'"Goodin, R. E., "No Smoking: The Ethical 
Issues," University or Chicago Pross, pp. 30-32, 
1989. 

'"Fuchs, V. R., "How We Live," Harvard 
University Press, Cambridge, MA, pp. 228-229, 
1983.+ 

'"Becker. G. S., end K. M. Murphy. "A Theory 
or Rational Addiction," Journal of Political 
Economy. vol. 96, No. 4, pp. 675-700, 1988. 
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demonstrated that, for the general 
population, cigarette consumption is 
"rationally addictive" in the sense that 
current consumption is affected by both 
past and future consumption, 2 7s 
Chaloupka notes that this "rationality" 
does not hold for younger or less 
educated persons, for whom past but 
not future consumption maintains a 
significant effect on current 
consumption. He concludes, "[t]he 
strong effects of past consumption and 
weak effects of future consumption 
among younger or less educated 
individuals support the a priori 
expectation that these groups behave 
myopically." 276 

FDA's justification of this regulation 
relies on the total costs associated with 
childhood addiction to tobacco, rather 
than on the external or spillover costs to 
nonusers. Nevertheless, a further market 
failure would exist if the use of tobacco 
imposed such costs on nonusers. Many 
studies have attempted to calculate the 
societal costs of smoking, but few have 
addressed these externalities. The most 
detailed research on the issue of 
whether smokers pay their own way is 
the 1991 study by Manning, et al., 211 

which develops estimates of the present 
value of the lifetime external costs 
attributable to smoking. This study 
examines differences in costs of 
collectively financed programs for 
smokers and nonsmokers, while 
simultaneously controlling for other 
personal characteristics that could affect 
these costs (e.g., age, sex, income, 
education, and other health habits, etc.). 
The authors found that nonsmokers 
subsidize smokers' medical care, but 
smokers (who die at earlier ages) 
subsidize nonsmokers' pensions. On 
balance, they calculated that, before 
accounting for excise taxes, smoking 
creates net external costs of about $0.15 
per pack of cigarettes in 1986 dollars 
($0.33 per pack adjusted to 1995 dollars 
by the medical services price index). 
While acknowledgin& that these 

an Beclr.er, G. S., M. Grosaman, and K. M. 
Murphy, "An Empirical Analysis of Cigarette 
Addiction," The American Economic Review, vol. 
84, No. 3, pp. 396-418, June 1994; Chaloupb, F., 
"Rational Addictive Behavior and Cigarette 
Smok.lng," Journal of Political Economy, vol. 99, 
No. 4, pp. 722-742, 1991; Keeler, T. E., T. W. Hu, 
P. G. Barnett, and W. G. Manning, "Taxation, 
Regulation, and Addiction: A Demand Function for 
Cigarettes Basad on Time-Serles Evidence," Journal 
of Health Economics, vol. 12, pp. 1-18, 1993. 

21•chaloupka, F., "Rational Addictive Behavior 
and Cigarette Smoking," Journal of Politico/ 
Economy, vol. 99, No. 4, p. 740, 1991. 

"'Manning, W. G .. E. B. Keeler, J.P. Newhouse, 
E. M. Sloss, end J. Wasserman, "The Costs of Poor 
Health Habits. A RAND Study.'" Harvard University 
Press, C-.mbridge, MA. 1991. 

estimates ignored external costs 
associated with lives lost due lo passive 
smoking. perinatal deaths due to 
smoking during pregnancy, and deaths 
and injuries caused by smoking-related 
fires, the authors concluded that there is 
no net externality, because the sum of 
all smoking-related externalities is 
probably less than the added payments 
imposed on smokers through current 
Federal and State cigarette excise taxes. 
A Congressional Research Service 
Report to Congress concurred with the 
study's conclusion, 27a although many 
uncertainties remain regarding the 
potential magnitude of the omitted cost 
elements. 

C. Regulatory Benefits 

1. Prevalence-Based Studies 

The benefits of the regulation include 
the costs that would be avoided by 
reducing the adverse health effects 
associated with the consumption of 
tobacco products. Most research on the 
costs of smoking-related illness has 
concentrated on the medical costs and 
productivity losses associated with the 
prevalence of death and illness in a 
given year. These prevalence-based 
studies typically measure three 
components: (1) The contribution of 
smoking to annual levels of illness and 
death, (2) the direct costs of providing 
extra medical care, and (3) the indirect 
costs, or earnings foregone due to 
smoking-related illness or death. 2 7e 

In a recent statement; the former U.S. 
Office of Technology Assessment (OTA) 
declared that "the greatest 'costs' of 
smoking are immeasurable insofar as 
they are related to dying prematurely 
and living with debilitating smoking­
related chronic illness with attendant 
poor quality of life." Nonetheless, OT A 
calculated that in 1990 the national cost 
of smoking-related illness and death 
amounted to $68 billion and included 
$20.8 billion in direct health care costs, 
$6. 9 billion in indirect morbidity costs, 
and $40.3 billion in lost future earnings 
from premature death. zao More recently, 

"'"Gravelle, J. G., and D. Zirnmennan, "CRS 
Report for Congreaa: Cigarette Taxes to Fund Health 
Care Reform: An Economic Analy1ls," 
Congreaalonal Research Sarvlce, p. 1, March 8, 
1994. 

210 Sae "Smoking end Health In the Americas: A 
1992 Report of the Surgeon General In collaboration 
with the Pan American Health Organization," 
Department of Health and Human Services (DHHS), 
Public Health Service (PHS), CDC, National Center 
for Chronic Disease Prevention and Health 
Promotion (NCCDPHP). Office on Smoking and 
Health (OSH). pp. 105-112, 1992, (hereinafter 
referred to as "1992 SGR") for a full summary of 
lhcse methodologies and findings. 

200 Statement of Clyde Dehney and Maria Hewitt 
on Smoking·Reloted Deaths and Financial Costs: 

the CDC estimated the 1993 smoking­
allributable costs for medical care, 
alone, at $50 billion. 261 Unfortunately, 
these prevalence-based studies do not 
answer many of the most important 
questions related to changes in 
regulatory policy, because they present 
the aggregate cost of smoking-related 
illness in a single year, rather than the 
lifetime cost of illness for an individual 
smoker. As noted in the 1992 Report of 
the Surgeon General, most prevalence­
based studies fail to consider issues 
concerning "the economic impact of 
decreased prevalence of cigarette 
smoking, the length of time before 
economic effects are realized, the 
economic benefits of not smoking, and 
a comparison of the lifetime illness 
costs of smokers with those of 
nonsmokers." 262 In effect, although 
these studies are designed to measure 
the smoking-related draw on societal 
resources, they are not well-suited for 
analyzing the consequences of 
regulation-induced changes in smoking 
behavior. 

2. FDA's Methodology 

An alternative methodology, termed 
incidence-based research, compares the 
lifetime survival probabilities and 
expenditure patterns for smokers and 
nonsmokers. As this approach models 
the individual life-cycle consequences 
of tobacco consumption, FDA relied on 
these incidence-based studies for its 
original analysis of the proposed rule to 
value the beneficial effects of the rule 
over the lifetime of each new cohort of 
potential smokers. The methodology 
incorporates the following steps: 
• A projection of the extent to which the 
rule will reduce the incidence, or the 
annual number, of new adolescent users 
of tobacco products; 
• A projection of the extent to which the 
reduced rates of adolescent tobacco 
consumption will translate to reduced 
rates of lifetime tobacco consumption; 
• A projection of the extent to which the 
reduced rates of lifetime tobacco 
consumption will decrease the number 
of premature deaths and lost life-years; 
and 
• An exploration of various means of 
estimating the monetary value of the 
expected health improvements. 

Office of Technology Assessment Estimates for 1990 
Before the Senate Finance Committee, p. 2, April 
28, 1994. 

•••"Medical-Cara Expenditures Attributable to 
Cigarette Smoking-United States, 1993," in 
Morbidity and Morlality Weekly Reporls (MMWR), 
CDC, DHHS. vol. 43. No. 26. pp. 469-472, July 8. 
1994. 

'"2 1992 SGR. p. 111. 
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The annual benefits of the 1995 
proposed rule were measured as the 
present value of the lifetime benefits 
gained by those youngsters, who in the 
absence of the proposed regulation, 
would have become new smokers. Upon 
review of the public comments, FDA 
found none that would persuade the 
agency to revise its projections. In 
general, the relevant comments 
expressed no objection to the basic 
methodology or model, but some 
disputed the accuracy of the specific 
data estimates. The following 
paragraphs describe the FDA 
assumptions that underlie these benefit 
estimates and present the agency's 
response to the applicable public 
comments. 

3. Reduced Incidence of New Young 
Smokers 

FDA's preliminary analysis assumed 
that 1 million youngsters become new 
smokers each year. One trade 
association comment questioned this 
figure. asserting that the relevant studies 
included individuals over the age of 18. 
However, the 1985 National Health 
Interview Survey reported 1.08 million 
20-year old smokers, and the Combined 
National Health Interview Surveys for 
1987-1988 found that 92 percent of 20-
year old smokers had started smoking 
by age 18. Taking 92 percent of 1.08 
million yields 993,600 new underage 
smokers per year. This figure is 
supported by parallel estimates of the 
SAMHSA. Based on data from the 1994 
National Household Survey on Drug 
Abuse, SAMHSA estimated that 1.29 
million persons under age 20 became 
daily smokers in 1993, and that 1.1 
million of these persons were under the 
age of 18. As a result, FDA retains 
confidence in its original estimate of 1 
million new smokers per year. 

The regulation targets youngsters by 
restricting youth access to tobacco 
products and by limiting advertising 
activities that affect adolescents. Several 
communities have demonstrated that 
access restrictions are extremely 
effective when vigorously applied at the 
local level. Woodridge, IL, for example, 
achieved a compliance rate of over 95 
percent. Moreover, 2 years after that law 
was enacted, a survey of 12- to 14-year­
old students indicated that overall 
smoking rates were down by over 50 
percent (over 2/J for regular 
smokers). 201 

"'Jason. L.A .. P. Y. Ji. M. D. Anes. and S. Ii. 
Birkhead, "Active Enforcement of Cigarclle Control 
Laws in tho Prevention of Cigarette Sales to 
Mi 1wrs.'' The /oun1al of the t\mcrcio11 Medical 

Advertising and promotional 
restrictions will augment these efforts to 
limit the attractiveness of tobacco 
products to underage consumers. As 
discussed in detail in section VI. of this 
document, no one study has definitively 
quantified the precise impact of 
advertising or of advertising restrictions. 
Nevertheless, much of the relevant 
research indicates that advertising 
restrictions will reduce consumer 
demand. For example, according to the 
1989 report of the Surgeon General, 
"The most comprehensive review of 
both the direct and indirect mechanisms 
concluded that the collective empirical, 
experiential, and logical evidence makes 
it more likely than not tha~ advertising 
and promotional activities do stimulate 
cigarette consumption." 284 Similarly, 
after a careful examination of available 
studies, Clive Smee, Chief Economic 
Adviser to the United Kingdom 
Department of Health determined that, 
"the balance of evidence thus supports 
the conclusion that advertising does 
have a positive effect on 
consumption." 2es A detailed evaluation 
of the effects of advertising on youth 
consumption of tobacco products is 
provided in section VI. of this 
document. 

In Northern California, 24 cities and 
unincorporated areas in 5 counties 
adopted local youth tobacco access 
ordinances that prohibit self-service 
merchandising and point-of-sale tobacco 
promotional products in retail stores. 
Survey measures of the impact of these 
ordinances by the Stop Tobacco Access 
for Minor Project (ST AMP) found that, 
on average, tobacco sales to minors 
dropped by 40 to 80 percent. 28e 

In its analysis of the 1995 proposed 
rule, FDA argued that, while 
quantitative estimates of the 
effectiveness of its regulation cannot be 
made with certainty, comprehensive 

A..,ociation VA.MA.), voL266, No. 22, p. 3159, 
December 11, 1991. 

... DHHS, "Reducing the Hee Ith Consequences of 
Smoking: 25 Yean of Progress," A Report of the 
Surgeon General, U.S. Department of Hee Ith and 
Human Services, Public Heelth Service, Centers for 
Disease Control, National Center for Chronic 
Disease Prevention and Heelth Promotion, Office on 
Smoking and Heelth, DHHS publication No. (CDC) 
89-8411, p. 517, 1989 (the 1989 SGR). 

19' Leaney, K., "Effect of Tobacco Advertising on 
Tobacco Consumption: A Discussion Document 
Reviewing the Evidence," Economics and 
Operational Research Division, Deportment of 
Hoalth. London, p. 22, October 1992. 

Zllft Kropp. R., "A Position Paper on Reducing 
Tobacco Salos to Minors by Prohibiting the Sale of 
Tobacco Products by Means of Self·Servico 
Merchandising and Requiring only Vendor-Assistod 
Tobacco Sales," North Oay Health Resources 
Center, Stop Tobacco Access to Minors Program 
(STAMP(. Petaluma. CA. p. 4. November 3, 1994. 

programs designed to discourage 
youthful tobacco consumption could 
reasonably achieve the "Healthy People 
2000" goal of halting the onset of 
smoking for at least half, or 500,000, of 
the 1,000,000 youngsters who presently 
start to smoke each year. In the Federal 
Register of January 19, 1996 (61 FR 
1492) SAMHSA published a regulation 
governing a program of State-operated 
enforcement activities that would 
restrict the sale or distribution of 
tobacco products-to ui.dividuals under 
18 years of age. SAMHSA had originally 
estimated that its program would reduce 
tobacco consumption by youth and 
children by from 'lne-third to two­
thirds, but subsequently determined 
that reductions of between one-tenth 
and one-third would be "more realistic 
given the uncertainties implicit in 
varying levels of State enforcement and 
the absence of meaningful controls on 
tobacco advertising and promotion." 287 

While strongly supporting the objectives 
of the SAMHSA program, FDA finds 
that achieving the "Healthy People 
2000" goal will demand a full arsenal of 
controls to complement and fortify the 
new State inspectional programs, 
including restrictions on industry 
advertising and promotions and quite 
possibly educational messages to 
counter the influence of ongoing 
marketing activities. 

Numerous public comments to the 
1995 proposal addressed the issue of the 
effectiveness of the regulation. Many 
argued that tobacco advertising does not 
increase tobacco use, or that the 
enforcement of existing or forthcoming 
State laws, alone, could accomplish 
reasonable goals. In contrast, many 
others supported a comprehensive 
regulation, contending that only 
vigorous enforcement of new 
restrictions would bring significant 
results. As outlined earlier in the 
preamble in this document, FDA has 
determined, based on a full examination 
of the evidence, that the combined effect 
of the regulations (restricting advertising 
and promotion, prohibiting self-service 
sales, providing new labeling 
information, and imposing age 
verification obligations) and educational 
programs will significantly diminish the 
allure as well as the access to tobacco 
products by youth. The agency 
acknowledges the imposing size of the 
required effort, but is confident that its 
goals are reasonable and presents 
regulatory benefils based on the 
presumption that the "Healthy People 
2000" goals wi II be met. 

'"' fi I FR 1502. January 19, 1996. 
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FDA agrees, however, that these 
projections are uncertain and therefore 
also presents estimates of benefits at 
effectiveness levels that are 
considerably smaller. The agency 
conducted this exercise not because its 
estimates are excessively speculative or 
arbitrary, as suggested by one comment, 
but because sensitivity analyses are part 
of generally accepted "best practice" for 
the conduct of cost-benefit analysis and 
are recommended by OMB guidance. 
These results demonstrate that even if 
the rule were only modestly effective in 
reducing tobacco use, it yields 
justifiable benefits. 

One comment urged the agency to 
demonstrate the effectiveness of tobacco 
marketing restrictions over and above 
those for access restrictions or public 
information campaigns. FDA is unable 
to forecast the independent results of 
each regulatory provision, due to the 
high degree of interdependence among 
the various requirements, but notes that 
SAMHSA concluded that its access 
restrictions, alone, would reduce 
underage tobacco consumption by cine­
tenth to one-third. If so, accomplishing 
the "Healthy People 2000" goal implies 
that the FDA rule would generate 
incremental tobacco use reductions of 

between 17 and 40 percent for 
youngsters under 18 years of age. 

4. Reduced Number of Adult Smokers 

The major beneficiaries of the rule are 
those individuals who would otherwise 
begin using tobacco early in life and 
who, accordingly, are unlikely to start 
using tobacco products as an adult. 
Evidence suggests that this percentage 
will be high, as over half of adult 
smokers had become daily cigarette 
smokers before the age of 18. Moreover, 
the 1994 Surgeon General's Report 
indicates that 82 percent of persons 
(aged 30 to 39) who ever smoked daily 
began to smoke before the age of 18. 
That report concludes that "if 
adolescents can be kept tobacco-free, 
most will never start using tobacco." 288 

Although some comments disagreed 
with that conclusion, FDA believes that 
the Surgeon General's Report is correct. 
Nonetheless, to account for the 
possibility that some would-be smokers 
who are prevented from smoking until 
they are age 18 may eventually start 
smoking as adults, FDA uses the more 
conservative assumption that these rules 
will lead to a tobacco free adult life for 
only one-half of the estimated 500,000 
youngsters who will be deterred from 
starting to smoke each year.· 

Accordingly, FDA calculates the annual 
benefits from the lifetime health gains 
associated with preventing 250,000 
adolescents from ever smoking as an 
adult. Further, in response to comments 
that challenge this estimate, FDA 
presents sensitivity analysis showing 
results using a wide range of alternative 
rates. 

5. Lives Saved 

Based largely on data from Peto, et al., 
who found that about half of all 
adolescents who continue to smoke 
regularly throughout their lives will 
eventually die from a smoking-related 
disease, 289 CDC estimates that about 
one in three adolescent smokers will die 
prematurely. 2&0 Although the CDC 
projection provides the best estimate of 
this excess fatality rate, it does not 
provide a distribution of the smoking­
related fatalities over time. 
Consequently, FDA derived this 
distribution by comparing age-specific 
differences in the probability of survival 
for smokers and nonsmokers. The 
probability of survival data for the 
agency's estimate are derived from the 
American Cancer Society's Cancer 
Prevention Study Il, as shown in Table 
3. 

TABLE 3.-PROBABlLITY OF SURVIVAL BY AGE, SEX, AND SMOKING STATUS 
(Probabilities of a 17-year-old surviving to age shown) 

Age {Years) Male Neversmokers Male All Smokers Female Neversmokers Female All 
Smokers 

35 1 1 1 1 
45 0.986 0.966 0.988 0.984 
55 0.951 0.893 0.962 0.939 
65 0.867 0.733 0.901 0.831 
75 0.689 0.466 0.760 0.630 
85 0.336 0.159 0.453 0289 

Source: Thomas Hodgson, MCigarette Smoking and Lifetime Medical Expenditures," The Milbank Quarterly, vol. 70, No. 1, 1992, p. 91. Based 
on data from the American Cancer Society's Cancer Prevention Study II. 

FDA initially multiplied differences 
in the probabilities of death for smokers 
versus nonsmokers within each 10-year 
period by the number of smokers 
remaining at the start of each 10-year 
period. Assuming an equal number of 
males and females, the excess deaths 
among smokers in all age groups totaled 
almost 28 percent of the 250,000 cohort. 
FDA recognizes that this methodology 
probably understates the current risk of 

_ • 80 1994 SGR, pp. 5 and 65. 

•H Peto, R., "A. D. Lopez, J. Bore ham. M. Thun. 
and C. Heath, Jr .. "Mortality lrom Smoking in 
Developing Countries. 195(}-2000," Ox lord 
University Pross. p. A 10, 1994. Indirect estimates 
from national vital statistics. 

smoking, because it arbitrarily assumes 
that the smoking-related risks for 
females will continue to be smaller than 
for males, even though female smoking 
patterns are presently comparable to 
those of males. Nevertheless, FDA used 
this model to support its proposed 
regulation and maintains the calculation 
to demonstrate the robustness of the 
results. Moreover, because some 
comments suggested that these data may 

290 Memorandum from Michael P. Eriksen (CDC) 
to Catherine Lorraine (FDA) August 7, 1995 and 
CDC Fact Sheet; citing Pierce, J.P., M. C. Fiore. T. 
E. Novotny, E. J. Hatziandrau, and R. M. Davis, 
"Trends in Cigarette Smoking in the United States: 
Projections to the Year 2000," /AMA. vol. 261, pp. 
61--05, 1969; Unpublished data from the 1'186 

not account for all potentially 
confounding variables, such as alcohol 
consumption or other lifestyle 
differences·, FDA further adjusted the 
mortality estimate to 24 percent to 
reflect findings by Manning et al., that 
such nontobacco versus tobacco lifestyle 
factors may account for 13 percent of 
excess medical care expenditures. Thus, 
the benefits projections presented below 
conservatively rely on the probabilities 

National Mortality Followback Survey, CDC, OSH; 
Peto. R .. A. D. Lopez, J. Boreham, M. Thun, and C. 
Heath. "Mortality from Smoking in Developed 
Countries, 1950-2000: Indirect Estimates from 
national Vital Statistics," Oxford University Press. 
Oxlord, 1994. 
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shown in Table 3, corrected by the 13 
percent lifestyle influence adjustment. 
In sum, they indicate that achieving the 
"Healthy People 2000" performance 
goal will preverit about 60,200 smoking­
related fatalities among each year's 
cohort of potential new smokers. 

The economic assessment of health­
related variables requires discounting 
the value of future events to make them 
commensurate with the value of present 
events. For this analysis, a 3 percent 
discount rate is used to calculate the 
present value of the projections. (This 
rate was recommended by the Panel on 
Cost-Effectiveness in Health and 
Medicine, a nonfederal 
multidisciplinary group of experts in 
cost-effectiveness analysis, convened by 
the Office of the Assistant Secretary for 
Health in 1993. zet Since the Office of 
Management and Budget (OMB) 
Circular A-94 recommends the use of 7 
percent as a base case, FDA presents 
summary estimates below for discount 
rates of both 3 percent and 7 percent.) 
On the assumption that it would be 
roughly 20 years for each year's cohort 
of new adults to reach the midpoint of 
the 35 to 45 age bracket and 60 years to 
reach the 75 to 85 age bracket, these 
calculations indicate that the present 
value of these benefits equate to 15,863 
lives per year. 

6. Life-Years Saved 

The number of life-years that will be 
saved by preventing each year's cohort 
of 250,000 adolescents from acquiring a 
smoking addiction was calculated from 
the same age-specific survival . 
differences between smokers and 
nonsmokers. In each 10-year life span, 
the number of years lived for each 
cohort of persons who would have been 
smokers but who were deterred was 
compared to the number of years that 
would have been lived by that same 
cohort if they had been smokers. The 
difference between these two measures 
is the life-years saved for that 10-year 
period. zsz Deducting the 13-percent 
lifestyle adjustment indicates that, over 
the full lifetime of each cohort, the 
regulations will gain an estimated 
905,000 life-years, which translates to 
almost 4 years per smoker and 15 years 

.. , Gold, M. R., J. E. Siegel. L. 8. Russell, and M. 
C. Weinstein, "Cost-effectiveness in Health and 
Medicine," Oxford University Press, p. 232, 1996. 

'"'For each 10-year age intern I. the number of 
life-years is calculated as the number of people in 
each cohort (250,000) times the probability of 
surviving until the end of that age inlarval times 10 
years of life, plus the number expected lo die in that 
interval limos en assumed 5 years of lifo. 

per life saved. 2 ~ 3 The present val.ue of 
these additional life-years equates to 
211,391 life-years annually. 

7. Monetized Benefits of Reduced 
Tobacco Use 

There is no fully appropriate means of 
assigning a dollar figure to represent the 
attendant benefits of averting thousands 

· of tobacco-induced illnesses and 
fatalities. However, to quantify 
important components of the expected 
economic gains, FDA developed 
estimates of the value of the reduced 
medical costs and the increased worker 
productivity that will result from fewer 
tobacco-related illnesses. In addition, 
since productivi~y measures do not 
adequately address the avoidance of 
premature death, FDA adopted a 
willingness-to-pay approach to value 
the benefits of reduced tobacco-related 
fatalities. 

8. Reduced Medical Costs 

On average, at any given age, smokers 
incur higher medical costs than 
nonsmokers. However, nonsmokers live 
longer and therefore continue to incur 
medical costs over more years. Several 
analysts have reported conflicting 
estimates of the net outcome of these 
factors, but the most recent research is 
the incidence-based study by 
Hodgson, 294 who found that lifetime 
medical costs for male smokei:s were 32 
percent higher than for male 
neversmokers and lifetime medical costs 
for female smokers were 24 percent 
higher than for female neversmokers. 
Hodgson determined that the present 
value of the lifetime excess costs were 
about $9,400 in 1990 dollars (future 
costs discounted at 3 percent). 295 As 
noted earlier, the incidence-based study 
by Manriing, et al., implies that about 13 
percent of the excess medical costs were 
attributable to factors other than 
smoking. Accounting for this reduction 
and adjusting by the consumer price 
index for medical care raises the present 
value ofHodgson's excess medical cost 

'"'The calculation procedure probably 
understates total life-years &aved, because It mlases 
1moklng related-fatalities that occur within the 
&&me 10-year age Interval. However, because more 
of those mlues involve fatalities that, If avoided. 
would add few life-years, the resulting 15-year 
average life-years &aved may be high. FDA'• benefit 
estimates, however, remain understated because 
they are based on total life-years &aved, not average 
life-years saved. 

... Hodgson, T. A .. "Cigarette Smoking and 
Lifetime Medical Expenditures," The M;/bank 
Quarlerly, vol. 70, No. 1, p. 97, 1992. (Based on data 
Crom the American Cancer Society's Cancer 
Prevention Study II). 

'"'Id. (Using the average or Iha male and fomala 
totals). 

per new smoker to $10,590 in 1994 
dollars. Thus, those 1,000,000 young 
people under the age of 18, who 
currently become new smokers each 
year, are responsible for excess Hfetime 
medical costs measured at a present 
value of $10.6 billion (1,000,000 x 
$10,590). Because FDA projects that 
achieving the "Healthy People 2000" 
goals will prevent 250,000 of these 
individuals from smoking as adults, the 
medical cost savings are estimated at 
$2.6 billion per year. 

9. Reduced Morbidity Costs 

An important cost of tobacco-related 
illness is the value of the economic 
output that is lost wli.ile individuals are 
unable to work. Thus, any future 
reduction in such lost work days 
contributes to the economic benefits of 
the regulation. Several studies have 
calculated prevalence-based estimates of 
U.S. productivity losses due to smoking­
related morbidity, but FDA knows of no 
incidence-based estimates. Hodgson, 
however, has shown that, in certain 
situations, incidence measures can be 
derived from available prevalence 

. measures. For example, he demonstrates 
that in a steady-state model the only 
difference between prevalence and 
incidence-based costs is due to 
discounting. 296 Accordingly, FDA has 
adopted Hodgson's method to develop a 
rough approximation of incidence-based 
costs from an available prevalence­
based estimate of morbidity costs. 

Rice, et al., 2s1 found that lost wages 
due to tobacco-related work absences in 
the United States amounted to $9.3 
billion in 1984. This equates to $12.3 
billion in 1994 dollars when adjusted by 
the percentage change in average 
employee earnings since 1984. Although 
FDA does not have a precise estimate of 
the life-cycle timing of these morbidity 
effects, the relevant latency periods 
would certainly be shorter than for 
mortality effects. Thus, to account for 
the deferred manifestation of smoking­
related morbidity effects, FDA assumed 
that they would occur over a time 
horizon equal to 80 percent of that 
previously measured for mortality 
effects. Although one comment 
mistakenly assumed that FDA had made 
no adjustment for lifestyle differentials 
between smokers and nonsmokers, in 
fact, these estimates were further 

, .. Hodgson. T. A .. "'Annual Costs of Illness 
Versus Lifetime Costs of Illness and Implications of 
Structural Change.'' Drug Information journal, vol. 
22, No. 3, p. 329. 1988. 

,., Rice, D. P .. et al., "Tho Economic Costs of tho 
Health Effects or Smoking. 1984," The Milbank 
Quarlerly. vol. 64, No. 4, p. 526, 1986. 
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reduced by 13 percent to reflect the 
Manning, et al., findings. Finally, 
because the long-term decline in 
smoking prevalence has exceeded the 
growth in population, FDA reduced the 
incidence-based costs by another 20 
percent. At a 3 percent discount rate, 
this methodology implies that the 
incidence-based cost of smoking-related 
morbidity, or the present value of the 
future costs to 1 year's cohort of 
1,000,000 new smokers, is about $3.5 
billion. Thus, the estimated annual 

- morbidity-related savings associated 
with preventing 250,000 new youths per 
year from smoking as adults is estimated 
at about $879 million. 

10. Benefits of-Reduced Mortality Rates 

From a societal welfare perspective, 
OMB guidance advises that the best 
means of valuing benefits of reduced 
fatalities is to measure the affected 
group's willingness-to-pay to avoid fatal 
risks. Unfortunately, the specific 
willingness-to-pay of smokers is 
unknown, because institutional 
arrangements in the markets for medical 
care obscure direct measurement 
techniques. 298 Nevertheless, many 
studies have examined the public's 
willingness-to-pay to avoid other kinds 
of life-threatening risks, especially 
workplace and transportation hazards. 
An EPA-supported study 299 found that 
most empirical results support a range 
of $1.6 to $8.5 million (in 1986 dollars) 
per statistical life saved, which 
translates to $2.2 to $11.6 million in 
1994 dollars. However, the uncertainty 
surrounding such estimates is 
substantial. Moreover, Viscusi has 
shown that smokers, on average, may be 
willing to accept greater risks than 
nonsmokers. For example, smokers may 
accept about one-half the average 
compensation paid to face on-the-job­
injury risks. 300 FDA therefore has 
conservatively used $2.5 million per 
statistical life, which is towards the low 
end of the research findings, to estimate 
society's willlngness-to"flay to avert a 
fatal smoking-related illness. Thus, the 
annual benefits of avoiding the 
discounted number of 15,863 premature 
fatalities would be $39.7 billion. 

An alternative method _of measuring 
willingness-to-pay is to calculate a value 
for each life-year saved. This approach 

"'" Scholllng, T. C., '"Economics and Cigarettes."' 
Preventive Medicine. vol. 15. pp. 549--560, 1986. 
_ '"Fisher, A., L. G. Chestnut, end D. M. Violette. 
'"The Value of Reducing Risks of Death: A Note on 
New Evidence,'" Journal of Policy Analysis and 
Management, vol. 8, No. 1, pp. 86--100. 1989. 

>OOViscusi, W. K., "Fatal Tredeoffs: Public and 
Private Responsibilities for Risk."" Oxford 
University Press. p. 24, 1992. 

is intuitively appealing because it places 
a greater value on the avoidance of 
death at a younger than at an older age 
and is the traditional means of assessing 
the cost-effectiveness of medical 
interventions. Nevertheless, there have 
been few attempts to determine the 
appropriate value of a life-year saved. 
OMB suggests several methodologies, 
including annualizing with an 
appropriate discount rate the estimated 
value of a statistical life over the average 
expected life-years remaining. For 
example, at a 3-percent discount rate, a 
$2.5 million value per statistical life for 
an individual with 35 years of 
remaining life-expectancy converts to 
about $116,500 per life year. Since 
achieving the agency's goals were 
estimated to save 211,391 discounted 
life-years annually, this calculation 
yields annual benefits of $24.6 billion. 

FDA notes that even these values 
understate the full value of the health 
impact, because they fail to quantify any 
reduction in either the adverse effects 
attributable to passive smoking or the 
infant and child fatalities caused by 
mothers' smoking. Moreover, these 
totals may not capture the heavy toll of 
psychic loss to surviving family 
members, or the corresponding 
economic losses among family members 
for the mental health care of grief­
related depression and other conditions 
that often foHow the premature death of 
middle aged adults. 301 

11. Reduced Fire Costs 

Every year lighted tobacco products 
are responsible for starting fires which 
cause millions of dollars in property 
damage and thousands of casualties. In 
1992, fires started by lighted tobacco 
products caused 1,075 deaths and $318 
million ln direct property damage. 302 A 
reduction in the number of smokers, 
and the corresponding number of 
cigarettes smoked, will result in a drop 
in the number of future fires. In the 
1995 proposal, FDA estimated that if the 
number of fires falls by the same 
percentage as the expected reduction in 
cigarette sales, this implies present 
value savings of $203 million for the 
value of lives saved and $24 million for 
the value of averted property damage, 
totaling $227 million annually over a 
40-year period. 

'"'Harris. M., '"The Loss That is Forever The 
Lifelong Impact of the Early Death ol a Mother or 
Father.'' Penguin Books, 1995. 

'"'Miller, A. L., '"The U.S. Smoking-Materiel Fire 
Problem Through 1992: The Role of Lighted 
Tobacco Products in Fire," National Fire Protection 
Association, p. 2, 1994. 

One comment denied the existence of 
any association between fires and 
cigarette consumption. FDA 
acknowledges that the relationship may 
be nonlinear, but finds the asserted Jack 
of a positive correlation implausible. 
This comment further stated that 
residential fires caused by smoking and 
deaths from residential fires caused by 
smoking decreased from 1983 to 1992 
by 39 percent and 40 percent, 
respectively, or about 5.5 percent 
annually. Accounting for this trend 
would lower FDA's fire cost estimate to 
a present value savings of $145 million 
for the value of Ii ves saved and $17 
million for the value of averted property 
damage, totaling $162 million annually 
over a 40-year period. Even these 
estimated savings significantly 
underestimate the potential benefits, 
however, because they exclude both 
nonfatal injuries and the need for 
temporary housing. 

12. Smokeless Tobacco 

The Smokeless Tobacco Council, Inc., 
remarked that FDA had not attempted to 
measure the benefits that would result 
from the decreased use of smokeless 
tobacco products by underage youths. 
The introduction to the 1995 proposed 
regulation, however, explained that the 
use of smokeless tobacco causes severe 
health effects. While data are not 
available on age-specific differences in 
the probability of survival for smokeless 
tobacco users as compared to nonusers, 
the 1994 Surgeon General Report 
indicates that the "primary health 
consequences during adolescence 
include leukoplakia, gum recession, 
nicotine addiction, and increased risk of 
becoming a cigarette smoker. 
Leukoplakia and/or gum recession occur 
in 40 to 60 percent of smokeless tobacco 
users." 3o3 Oral leukoplakias have a 5-
percent chance of becoming 
malignancies in 5 years. 304 Cancers of 
the nasal cavity, pharynx, larynx, 
esophagus, stomach, urinary tract and 
pancreas have also been linked to 
smokeless tobacco use. 305 Other effects 
include discoloration of teeth, 
periodontal disease and excessive tooth 
wear and decay. 306 One study of female 
snuff users showed that it increased 
one's risk of developing oral and 

'"' 1994 SGR, p.39. 
'"'Id. 
>••Goolsby, M. )., "Smokeless Tobacco: The 

Health Consequences of Snuff and Chewing 
Tobacco", NurseProctitioner, vol. 17, No. 1, p. 31, 
January t 992. 
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pharyngeal cancer between 1.5 to 4.2 
tirnes. 307 

If the provisions pertaining to 
5rnokeless tobacco are as effective as 
those pertaining to cigarettes, the rule 
will prevent about36,500 youths from 
becoming adult users of smokeless 
tobacco. This projection assumes that 
the nwnber of underage users will 
decrease by 50 percent and one-half of 
those youths will remain nonusers after 
reaching 18 years of age. The estimate 
also assumes that the ratio of new 
underage users to total underage users 
parallels that of cigarette users (i.e., 
approximately one-third) and that about 
440,000 youths under the age of 18 are 
current users of smokeless tobacco 
products. 3oa 

Leukoplakia and/or gum recession are 
estimated to occur in 40 to 60 percent 
of smokeless users. 309 If even 50 
percent of these cases were caused by 
smokeless tobacco use, the previous 
assumptions imply that these 
regulations will prevent from 7 ,300 to 
11,000 cases of leukoplakla and/or gum 
recessions per year. Although FDA can 
not estimate the number of oral or other 
cancers prevented, the realized number 
will be substantial. 

13. Summary of Benefits 

The discussion above demonstrates 
the formidable magnitude of the 
economic benefits available from 
smoking reduction efforts. As described, 
FDA forecasts annual net medical cost 
savings of $2.6 billion and annual 
morbidity-related productivity savings 
of $900 million. From a willingness-to­
pay perspective, the annual benefits of 
reduced smoking-related disease 
mortality range from $24.6 to $39.7 
billion. As a result, the value of the 
annual disease-related benefits of 
achieving the "Healthy People 2000" 
goal is projected to range from $28.1 to 
$43.2 billion. (Following Hodgson, this 
analysis uses a 3-percent discount rate. 
A 7-percent rate reduces these benefits 
to a range of $9.2 to $10.4 billion). 
These totals do not include the benefits 
expected from fewer fires (over $160 
million annually), reduced passive 
smoking, or infant death and morbidity 

>o• Winn. D. M .• W. J. Blot. C. M. Shy, l.. W. 
Pickle, A. Toledo, and J. F. Fraumoni, "Snurr 
Dipping and Oral Cancer Among Women In the 
Southern United States," The New England Journal 
of Medicine. vol. 304. No. 13, pp. 745-749, Table 
2. March 26, 1981. 

Joe Estimates of youth smokeless usage vary. This 
projection relies on a conservative estimate of total 
youth (ages 12-17) usage calculatod from data in 
the Statistical Abstract of the U.S. 1995. I 15th 
edition. Tables 16 and 218. 

""' 1994 SGR. p. 39. 

associated with mothers' smoking. 
Moreover, while FDA believes these 
effectiveness projections are plausible, 
much lower rates still yield impressive 
results. Table le of this section 
summarizes the disease-related health 
benefits and illustrates that youth 
deterrence rates as small as 1/20, which 
would prevent the adult addiction of at 
least 25,000 of each year's cohort of 
1,000,000 new adolescent smokers, 
would provide annual benefit values 
measured in the billions of dollars. 
Moreover, the higher risk estimates 
suggested by Peto, et al., could 
significantly increase these values. In 
addition, while FDA could not quantify 
the benefits that will result from the 
projected decline in the use of 
smokeless tobacco, they would be 
considerable. 

D. Regulatory Costs 

A recently issued guideline for 
conducting economic analysis of 
Federal regulations, prepared under the 
auspices of OMB, states that: 

rrJhe preferred measure of cost is the 
"opportunity cost" of the resources used or 
the benefits foregone as a result of the 
regulatory action. Opportunity costs include, 
but are not limited to, private-11ector 
compliance costs and government 
administrative costs. Opportunity costs also 
Include losses in consumers' or producers' 
surpluses, discomfort or Inconvenience, and 
loss of time • • •. An Important, but 
sometimes difficult, problem In cost 
estimation ls to distinguish between real 
costs and transfer payments. Transfer 
payments are not social costs but rather are 
payments that reflect a redistribution of 
wealth. While transfers should not be 
Included In the [Economic Analyses') 
estimates of the benefits and costs of a 
regulation, they may be important for 
describing the distributional effects of a 
regulation. >to 

Accordingly, FDA finds that the final 
rule will impose new cost burdens on 
manufacturers, retailers, consumers, and 
Government regulators of tobacco 
products. In addition, certain industry 
sectors will experience lost sales and 
employment, but these revenue losses 
will be at least partly offset by gains to 
other sectors, as discussed in the 
"Distributional Effects" section of this 
document. 311 While a number of 
industry comments argued that the 
agency's preliminary analysis was 

,,. Economic Analysis of Federal Regulations 
Undor Executive Order 12866. January 11, 1996. 
Prepared by intoragoncy group convened by OMB 
and co-chaired by a Member or the Council or 
Economic Advisors. 

,, 1 Thi5 analysis evaluates the regulation 
following the Kaldor-Hick.s criteria for societal 
welfaro maximi7..ation. 

deficient for not including these lost 
revenues in its cost-benefit assessment, 
FDA finds that the revenue losses 
suggested by these comments do not 
meet the previous definition of 
"opportunity cost;" because they fail to 
provide the changes in net costs that are 
necessary to estimate producer surplus, 
conventionally defined as sales minus 
variable costs. This rule will affect 
producer surplus in several industries 
and only net change.sin .these surplus' 
are social costs. Calculating such 
changes would require a multi-market 
model of economic changes over many 
years. Such general equilibrium models 
have not been used IiY Federal agencies 
for regulatory an11.lyses, are not 
specifically recommended by the OMB 
guidance, and would be impractical to 
use, especially where major markets are 
dominated by few firms. 

The most comprehensive critique of 
FDA's preliminary economic analysis 
was prepared by the Barents Group, 
economic consultants to the Tobacco 
Institute. While the Barents Group 
developed independent estimates of 
economic costs, in many instances its 
methodology was consistent with FDA's 
analysis of its 1995 proposal. Often, 
however, the Barents Group had access 
to more recent data, or to additional 
data provided by the affected industries. 
FDA's revised cost estimates rely 
extensively on these new data, but as 
described below, the agency's final cost 
estimates are far smaller than those 
presented by the Barents Group. 

1. Number of Affected Retail 
Establishments 

A critical variable underlying the 
agency's cost estimates is the number of 
retail outlets currently selling over-the­
counter (OTC) tobacco products. A 
major confounding factor is that the U.S. 
Census publishes product line data only 
for establishments with payroll. For its 
original estimate of the number of retail 
establishments selling tobacco products, 
FDA relied on 1987 Census data to 
count the number of affected payroll 
establishments and very conservatively 
included every nonpayroll 
establishment in those categories that 
traditionally sell tobacco products 
(general merchandise stores, grocery 
stores, service stations, eating and 
drinking places, drug stores, and liquor 
stores). FDA estimated that the number 
of establishments selling tobacco 
products OTC included 275,000 payroll 
establishments and 215,000 nonpayroll 
establishments, for a total of 490,000 
retail establishments. To account for all 
other business categories that might sell 
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OTC tobacco products, FDA estimated a 
total upper bound range of 600,000 
establishments. FDA did not know how 
many locations currently served by 
cigarette vending machines would 
convert to OTC operations following 
implementation of the regulation, but 
estimated the number at 100,000, raising 
the upper bound total to 700,000 future 
establishments. 

FDA still has no definitive estimate of 
the number of retail outlets selling 
tobacco products. For their economic 
analysis, the Barents Group used 1992 
U.S. Census estimates for the number of 
affected retail establishments with 
payroll, but adopted an alternative 
methodology to estimate the number of· 
affected establishments without payroll. 
The Barents Group subdivided retail 
businesses into 10 categories: General 
merchandise stores, supermarket/ 
grocery stores, convenience stores 
without gas, convenience stores with 
gas, gasoline service stations, eating 
places, drinking places, drug and 
proprietary stores, specialty tobacco 
stores, and miscellaneous retail stores. 
Within each category, the Barents Group 
assumed that the percentage of 
nonpayroll establishments selling 
tobacco products would be the same as 
the percentage of payroll establishments 
selling tobacco products. As a result, 
they concluded that the number of retail 
payroll establishments selling tobacco 
products OTC is approximately 283,000, 
and the number of retail nonpayroll 
establishments selling tobacco products 
OTC is about 107 ,000, for a total of 
390,000 retail outlets. The Barents 
Group's subsequent calculations are less 

clear and not documented in their 
appendix on methodology. Noting that 
FDA had estimated an upper bound of 
600,000 establishments selling OTC 
tobacco products, they assumed the 
existence of an additional 100,000 to 
200,000 nonretail establishments, such 
as operations within manufacturing or 
service businesses, that sell OTC 
tobacco products. Finally, the Barents 
Group accepted FDA's estimate that 
about 100,000 current vending machine 
locations would convert to OTC sales 
for tobacco products and proposed total 
lower and upper bound estimates of 
from 500,000 to 700,000 establishments. 

For this final economic analysis, FDA 
adopts the apparent mid-point of the 
Barents Group's forecast of the number 
of establishments that will sell tobacco 
products, or about 500,000 current 
establishments and a total of 600,000 
future establishments. FDA estimates by 
business category are displayed in Table 
4 and follow closely the methodology 
presented by the Barents Group, except 
for slight adjustments to eliminate 
nonstore outlets. Because Census data 
on the number of establishments 
without payroll were not reported 
separately for convenience stores, 
convenience stores with gas, or 
specialty tobacco stores, these outlets 
are counted with the higher level outlet 
categories. 

2. Removing Self-Service and Other 
Prohibited Retail Displays 

The 1995 proposed regulation 
restricted all point of purchase 
advertising to "text only" and banned 
the use of all self-service displays by 
requiring vendors to physically provide 

the regulated tobacco product to 
purchasers. In its original analysis, FDA 
explained that the proposed ban on self­
service displays would affect many 
retail stores selling tobacco products, 
although shoplifting concerns had 
already caused a large number of these 
stores to place tobacco products in areas 
not directly accessible to customers. 
Those retailers that discontinued self­
service displays typically modified their 
stores by either: (1) Placing tobacco 
products behind or above store cashiers 
or in locked cases located within close 
reach of store cashiers; (2) placing 
tobacco products behind only one or 
two checkout lines, similar to the "cash 
only" or "less than 10 items" lines 
commonly found in supermarkets, (3) 
dispensing tobacco products from a 
controlled area of the store, where store 
employees also conduct other 
administrative or customer-service 
tasks, or (4) installing a signaling 
system, whereby assigned store clerks 
bring requested tobacco products to 
individual checkout stations. Each 
store's physical configuration dictates 
the most cost-effective approach, but at 
least one regional survey found that 
retail outlets readily complied with 
comparable local ordinances without 
architectural remodeling or substantial 
refitting of checkout counters or store 
aisles. 312 

• 12 Kropp. R., "It. Poalllon Paper on Reducing 
Tobacco Sales to Minors by Prohlblllng the Sale of 
Tobacco Products by Means of Salf-Sarvlce 
Merchandising and Requiring only Vendor-Assisted 
Tobacco Salas," North Bay Health Resources 
Canter. Stop Tobacco Access for Minors Project 
(STAMP), Petaluma, Ch, p. 5, November 3, 1994. 

.. 



TABLE 4.-ESTIMATED NUMBER OF ESTABLISHMENTS CURRENTLY SELLING TOBACCO PRODUCTS OVER-THE-COUNTER 

Number of Retail Percentage of Retail Number of Retail Total Number of Retail Estimated Number of 

Kind of Business Establishments with Establishments with Establishments with Establishments without Retail Establishments 

Payroll Payroll Selling Tobacco Payroll Selling Tobacco Payroll without Pa~roll Selling 
Products Products Tobacco roductsm 

(1) (2) (3) (4) (5) 
Retail Establishments: 

General Merchandise 34,606 35.01o/o 12, 117 28,01010 9,807 
Supermar1':et/Grocery 126,785<•> 56.19% 71,240 97,061C.l 54,538 
Convenience Stores 30,748 95.62% 29,400 - (h) -
Convenience Stores 

with Gas 57,033(11) 91.02% 51,913 - (h) -
Service Stations 71,336«> 53.21 o/o 37,958 14,248 7,581 
Eating Places 3n,760!d> 3.17% 11,992 96,538 3,065 
Drinking Places 55,848 19.24% 10,745 27,733 5,336 
Drug Stores 48,142 60.33% 29,046 3,031 1,829 
Tobacco Stores 1,4n 100.00% 1.4n - (h) -
Miscellaneous Retail 

Stores 273,256<•) 9.15% 24,995 490,63311> 44,879 
Other Establishments - - - - -
Total 1,076,991 280,883 757,254 127,035 

{a) Category contains food stores (SIC 54) with payroll, excluding convenience food stores (SIC 541 pt) and convenience food/gasoline stores (SIC 541 pt). 
(b) Category contains convenience food/gasoline stores (SIC 541 pt) and gasoline/convenience food stores (SIC 554 pt). 
(c) Category excludes gasoline/convenience food stores (SIC 554 pt). 
{d) Category contains eating and drinking places (SIC 58), excluding drinking places (SIC 5813). 
(e) Category contains miscellaneous retail stores (SIC 59 ex. 591), excluding nonstore retailers (SIC 596) and tobacco stores and stands (SIC 5g93). 
(f) 1992 Nonemployer Statistics Series only provides data on variety and miscellaneous general merchandise establishments without payroll. 
(g) 1992 Nonemployer Statistics Series only provides data on grocery stores, retail bakeries, and other food stores without payroll. 
{h) 1992 Nonemployer Statistics Series does not provide data on establishments without payroll for these categories. 
{i) Category contains miscellaneous retan stores (SIC 59 ex. 591), excluding nonstore retailers (SIC 596). 
ti) Column (2) times Column (4). 
(k) Column (3) plus Column (5). 

Estimated Total of 
Establishments Selling 

Tobacco Products Over-
the-Counter<"> 

(6) 

21,924 
125,n8 
29,400 

51,913 
45,539 
15,057 
16,081 
30,875 

1,477 

69,874 
100,000 

507,918 

Source: Columns (1H4l from U.S. Census of Retail Trade Merchandise Line Sales and Nonemployer Statistics Series; Columns (5) and (6) projections according to Barents Group LLC 
Appendix I methodology. 
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Because prevailing business practice 
is for tobacco manufacturers to assist 
and even pay for most product display 
equipment, 313 FDA had assumed that 
manufacturers would share with 
retailers any expense of relocating 
displays and that the majority of the 
costs would be to relocate self-service 
displays for cartons. FDA estimated one­
time costs of $22 million to be shared 
by manufacturers and retailers and 
additional annual operating costs of $14 
million to be incurred by retailers (all in 
1994 dollars). In stark contrast, the 
Barents Group projected one-time costs 
of from $558 to $780 million in 1996 
dollars ($520 to $728 million in current 
dollars), with 62 percent attributed to 
the replacement of display items by 
retailers and the remaining 38 percent to 
manufacturers due to "time costs 
involved in removing banned display 
and promotional items, whether the 
work would be perfonned directly by a 
manufacturer's employee or 
subcontracted out to a display 
distributor." As explained below, FDA 
finds that many aspects of the Barents 
Group's estimates are seriously flawed. 
Nevertheless, the agency has adopted 
the basic framework of that analysis and 
its revised estimates reflect the Barents 
Group's methodology and data, unless 
specifically modified as discussed 
below. 

a. The Barents Group's methodology. 
The Barents Group's cost projections 
were based on estimates of an average 
outlet cost for each of seven outlet 
categories. Each average outlet cost was 
multiplied by the total number of 
outlets of that category in the United 
States to produce national cost 
estimates. The actual outlet cost data 
were collected by A. T. Kearney, Inc., 
still another business consulting finn. 
The Barents Group explained that: 

(O)ur estimates are based on a compliance 
audit study conducted especially for this 
purpose by A. T. Kearney, Inc. A. T. Kearney 
performed an In-depth study of the actions 
and efforts that would ae required of tobacco 
manufacturers' representatives, of polnt-of­
aale display Item distributors, and of tobacco 
retailers In order to bring stores Into 
compliance with the proposed regulations. 
Detailed surveys were conducted of seven 
categories of retail outlets In five U.S. 
metropolitan areas, for a total of 88 retail 
outlets. Surveyors performed a detailed 
inventory of the many types of tobacco 
product displays and promotional materials 
which are currently found in stores. The 
surveyors noted which items would need to 
be modiffod or replaced. 

A. T. Kearney reportedly completed a 
comprehensive on site compliance 

111/d. 

protocol checklist at 88 establishments 
randomly selected in 5 general regions 
of the United States. The individual 
display items were grouped into 41 
discrete item categories and a lengthy 
discussion of the methodology and 
results are presented as a Technical 
Appendix to the Barents Group's 
comments. 

b. The Barents Groups's 
miscalculations. To evaluate these 
results, FDA carefully reviewed the A. 
T. Kearney survey data and the Barents 
Group's extrapolation procedures and 
attempted to replicate the aggregate 
estimates. In doing so, numerous 
computational discrepancies were 
identified. For example, in calculating 
retailer time costs, the Barents Group 
intended to use an estimated retail 
employee wage of $9.51, but in fact used 
the estimated wage for a manufacturer's 
sales representative of $25.70. (See 
Appendix Table "Initial Compliance 
Effort Costs per Retail Store.") Also, the 
Barents Group's calculations relied on 
incorrectly transposed data for the 
average number of disposable displays 
per store and miscalculated compliance 
effort costs for five of the seven types of 
business. Further, A. T. Kearney 
reported that only one-third of the 
lighted signs and clocks would need to 
be replaced by retailers, but the Barents 
Group's calculations assumed that all 
would be replaced. Finally, A. T. 
Kearney reported that retailers would 
not replace most promotional posters, 
signs and displays, but the Barents 
Group's calculations assigned each $85 
in replacement costs. Correcting these 
errors reduces the Barents Group's low 
and high cost estimates by $77 and $108 
million, respectively. 

Even more important, in aggregating 
the unit costs for "Compliance Activity 
No. 19-Remove and replace interior 
newsstands and shopping basket racks 
and baskets and shopping carts," A. T. 
Kearney committed il major error that 
dominates the aggregated cost totals. In 
discussing the costs for this item, A. T. 
Kearney focused on the need to replace 
shopping basket racks, which "* * * 
are free-standing units and contain 
about 20 shopping baskets, that also 
contain the name or logo of the cigarette 
manufacturer." Although it seems 
probable that the logos or brand names 
affixed to these items could be either 
removed or obscured, the survey data 
indicate that six supermarket/grocery 
stores, three convenience stores, two 
tobacco stores and one convenience 
store with gas would replace shopping 
basket racks. The detailed survey data 
for supermarket/grocery stores, 

however, reveal that one store 
supposedly possessed 71 racks, two 
stores 50 racks, and the remaining three 
stores 41, 32, and 10 racks, respectively. 
Even a casual review of these data 
suggests that individual hand-held 
shopping baskets rather than basket 
racks were counted. Indeed, an FDA 
contractor visited the five Washington, 
DC area outlets in which A. T. Kearney 
observed the largest number of racks 
and found scores of plastic hand-held 
baskets adorned with simple advertising 
stickers, but only a few basket racks. 31• 

Although the advertising on these 
plastic baskets could easily be removed 
or covered, or new plastic baskets 
purchased quite inexpensively, the 
Barents Group's calculations 
inadvertently assumed that a 
distribution services contractor would 
be hired to remove each plastic hand­
held shopping basket at a fee of $45 
apiece and that a retailer would spend 
30 minutes plus an additional $89 
replacement fee for each plastic hand­
held shopping basket in its possession. 
Thus, the estimated cost attributed to 
each hand-held basket was $138 and the 
cost for just the one outlet reporting 71 
shopping baskets totaled $9,850. 
Extrapolating to each outlet category, 
the A. T. Kearney results implied that 
removing and replacing plastic hand­
held baskets would cost, on average, 
over $1,300 for each supermarket/ 
grocery store and $300 for each 
convenience store in the United States. 
Its projected costs for removing and 
replacing the hand-held shopping 
baskets in all supermarket/grocery 
stores in the United States ranged from 
$163 million to $229 million. For all 
outlet types, costs for these hand-held 
baskets were estimated at $194 to $271 
million, or 43 percent of the national 
point-of-sale costs estimated by the 
Barents Group. 

Based on site visits, FDA modified 
Kearney's field data for the correct 
number of shopping basket racks in the 
Washington, DC area establishments. 
Furthermore, FDA contractors 
detennined that the hand-held shopping 
baskets could easily be modified by a 
marketing representative, who would 
take, at most, 5 minutes to affix new 
stickers on each basket or rack. For a 
rack of 20 baskets, this task was 
estimated to take a total of 105 minutes, 
plus about $42 for stickers. These 
adjustments reduce the Barents Group's 
estimated one-time costs by $180 to 
$252 million. 

'"Buck. E .. ''Site Visit Report.'' April 24. 1996. 

_,., 
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c. The Barents Group's extrapolation 
procedure. The Barents Group 
contributed still another bias by their 
method of extrapolating these survey 
results to the assumed range of 500,000 
to 700,000 retail establishments. A. T. 
Kearney surveyed stores in only seven 
business categories: General 
Merchandise, Supermarket/Grocery, 
Tobacco Specialty, Convenience Store 
without Gas, Convenience Store with 
Gas, Service Station, and Drug Store. To 
represent all affected outlets, the 
Barents Group apportioned the full 
upper and lower bounds for their 
estimated number of establishments 
(500,000 and 700,000) among 10 
business categories "based on the 
fractions they represent in the Census 
sample of with-payroll retail stores 
selling tobacco products." (Eating 
Places, Drinking Places, and 
Miscellaneous Retailers were added for 
this outlet allocation, but were assigned 
no costs because they are not"* * *the 
types of retail outlets where the vast 
majority (more than 90 percent) of 
tobacco product sales occur and where 
promotional items are most prevalent." 
That is, the Barents Group used a 
proportional adjustment to raise each 
establishment category count so that the 
lower and upper bound totals sum to 
500,000 and 700,000, respectively. The 
estimated number of establishments in 
each category was then multiplied by 
the average cost for each business 
category using data from the A. T. 
Kearney site visits. 

The implications of these 
inappropriate establishment number 
extrapolations are considerable. For 
example, A. T. Kearney surveyed a 
sample of 10 outlets from its first 
business category-General 

Merchandise Stores. These 10 outlets, 
which include three K-Mart and two 
Wal-Mart stores, averaged over 84,000 
square feet of space, with the smallest 
store measuring 40,000 square feet. The 
U.S. Census reports only 12,117 such 
establishments with payroll. The 
Barents Group's proportional 
adjustment automatically expanded this· 
outlet type count to between 21,299 and 
29,818. (See Barents Group's Appendix 
Table.) Thus, to generate a national 
estimate of costs, the Barents Group 
applied the cost per establishment for 
its sample of very large general 
merchandise stores to roughly double 
the number reported in the U.S. Census 
for such establishments with payroll. 
This methodology inappropriately bases 
the per outlet cost for thousands of 
small nonpayroll and nonretail outlets 
on the per outlet cost reported for very 
large general merchandise stores. 

The identical problem holds for the 
Barents Group's projection of the A. T. 
Kearney survey sample of 27 
Supermarket/Grocery stores. Although 
this sample includes a few moderately 
sized establishments (1 less than 1,000 
square feet and 4 less than 5,000 square 
feet), 21 of the establishments exceed 
10,000 square feet and the average sized 
facility is al.most 35,000 square feet. 
Nevertheless, the Barents Group's 
apportionment procedure inflates the 
number of establishments in this 
category from the U.S. Census estimate 
of 71,240 with payroll to 125,222 and 
175,311, on the dubious assumption 
that thousands of small nonpayroll or 
other nonretail establishments are best 
represented by the A. T. Kearney sample 
of mostly large supermarkets/grocery 
stores. 

FDA's fundamental concern is not 
with the Barents Group's estimate of 
500,000 to 700,000 affected 
establishments (although the upper 
bound of this estimate should be 
600,000, because there would be no 
display relocation costs for the 
additional 100,000 outlets assumed to 
be established at existing vending 
machine locations), but with the 
allocation of the small establishments 
among the largest business categories 
surveyed by A. T. Kearney. To offset 
this bias, FDA reallocated the number of 
establishments in the business 
categories used to extrapolate the outlet 
cost estimates. As shown, in Table 5, 
FDA takes the numbe"r of establishments 
in the first two business categories­
General Merchandise and Supermarket/ 
Grocery stores-directly from the U.S. 
Census number of establishments with 
payroll; because there would be very 
few nonpayroll or nonretail 
establishments equivalent to those 
surveyed. For outlet extrapolation 
purposes, FDA assigns its estimated 
number of non payroll establishments in 
these two business categories to the 
Convenience Store category, on the 
assumption that this category is most 
representative of the small 
establishments excluded from the 
Census product line data. Although the 
Barents Group omitted all costs for 
Eating Places, Drinking Places, and 
Miscellaneous Retail Stores, FDA 
groups these outlets under Other 
Establishments and assumes certain 
minimal costs, as explained below. This 
redistribution of the establishment 
category groupings reduces the Barents 
Group's low cost estimate by $65 
million and its high cost estimate by 
$170 million. 

TABLE 5.-ESTIMATED NUMBER OF ESTABLISHMENTS REMOVING SELF-SERVICE AND OTHER 
PROHIBITED RETAIL DISPLAYS 

Number of Retail Estab- Estimated Number of 
lishments with Payroll Retail Establishments 

Kind of Business without Payroll Selling Selli'&Tobacco Prod- Tobacco Products Over-ucts er-the-Counter 
t~unter 

A. T. Kearney Categories: 
General Merchandise 12, 117 -(A) 

SupermarkeVGrocery 71,240 _(8) 

Convenience Stores 29,400 64,345 (C) 

Convenience Stores with Gas 51,913 -(D) 

Service Stations 37,958 7,581 
Drug Stores 29,046 1,829 
Tobacco Stores 1,477 - (E) 

Other Establishments - -

Total 233,151 73.755 

(A) Variety and miscellaneous general merchandise stores are tallied as convenience stores. 
(8) Food stores are tallied as convenience stores. 

Estimated Total Number 
of Establishments sen-
Ing Tobacco Products 

Over-the-Counter 

12,117 
71,240 
93.745 
51,913 
45,539 
30,875 

1,477 
201,012 (Fl 

507.918 
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(C) This cate9ory includes food, variety, and miscellaneous general merchandise stores. The 1992 Nonemployer Statistics Series does not 
provide information about convenience stores without payroll. 

(D) The 1992 Nonemployer Statistics Series does not provide ln_formalion about establishments without payroll for this category. 
(E) The 1992 Nonemployer Statistics Series does not provide information about establishments without payroll for this category. 
(F) Includes retail establishments excluded from the Kearney field audit and other establishments selling tobacco products over-th~nter. 

d. Further modifications. The Barents 
Group faulted FDA for not including 
costs for the removal of banned display 
items or for the replacement of banned 
point-of-sale promotional materials. 
Their estimates assumed that 
manufacturers alone would bear these 
costs, since the proposed regulation 
required that manufacturers remove all 
prohibited advertising displays. The 
final regulation, however, places this 
responsibility on the owners of the 
displays, which may frequently be the 
retail establishments. FDA cannot 
forecast the ultimate distribution of 
display ownership, but in view of . 
current business practices, assumes that 
the manufacturer representatives will at 
least participate in the removal process. 
Nevertheless, this change in regulatory 
responsibility is likely to shift a greater 
share of the cost burden to retailers. 

On the other hand, the Barents Group 
assumed that retailers alone would 
replace those promotional items having 
a utilitarian function, including display 
cases, signs, shopping carts or baskets, 
newspaper reeks, ash trays, and clocks. 
FDA believes that this assumption is 
unfounded, because many retailers will 
modify rather than replace these items 
and many manufacturers will share the 
replacement burden with retailers. For 
example, one report describing the 
results of a local self-service ban 
indicated that, "tobacco distributors and 
tobacco company sales representatives 
furnished behind-the-counter shelving 
and locking cases for tobacco products 
to retailers at no charge in order to assist 
retailers comply with self-service/ 
vendor-assisted regulations." 3ts Again, 
however, the future allocation of these 
costs among manufacturers and retailers 
is unknown. For its initial estimates, 
except as explained beTow, FDA 
maintains the Barents Group's 
assumptions that removal costs are 
primarily borne by the manufacturer 
and replacement costs by the retailer. In 
fact, both cost categories will be shared 
and the implications of these 
assumptions are illustrated below 
through sensitivity analysis. 

'"Kropp, R., "A Posilion Paper on Reducing 
Tobacco Sales lo Minors by Prohibiling lhe Sale of 
Tobacco Products by Means of Self-Service 
Merchandising and Requiring only Vendor-Assisled 
Tobacco Sales," North Bay Hcallh Resources 
Center, Stop Tobacco Access for Minors Project 
(STAMP). Pelaluma, CA. p. 5, November J. 1994. 

In February 1996, economic 
consultants to FDA attempted to 
replicate the A. T. Kearney field audit 
in Boston (the Eastern Research Group, 
Inc. (ERG),) 318 and in Washington, DC 
(an independent contractor). While most 
observations of the number of effected 
display cases were reasonably 
consistent with the A. T. Kearney 
findings, the observed number of 
exterior and interior promotional 
materials dev~ated significantly from the 
A. T. Kearney audit data. One 
explanation may be that the seasonal 
items available at the end of November 
had been removed by the following 
February. As a result, FDA has not 
adjusted its calculations to account for 
these discrepancies (except for the cost 
of basket racks in the Washington, DC 
stores), but used certain insights from 
these visits to revise the Barents Group's 
unit cost assumptions, as follows: 

(i) The agency rejects the Barents 
Group's assumption that retailers rather 
than manufacturers will bear the costs 
of replacing promotional unattached 
counter displays. Because many of these 
items will be moved to visible locations 
behind counters, it is far more likely 
that manufacturers, not retailers, would 
pay for replacements. For its revised 
estimate, therefore, FDA assumes that 
manufacturers will pay replacement 
costs for unattached counter displays. 
Although total costs are unchanged, this 
assumption increases the costs for 
manufacturers by $17 million and 
decreases the costs for retailers by an 
equal amount. 

(ii) A. T. Kearney and the Barents 
Group contradict themselves on the cost 
of removing disposable display cases. A. 
T. Kearney describes these units as 
temporary displays "frequently found in 
association with promotional offerings, 
sales, or seasonal themes," but assumes 
that retailers will replace them with 
permanent self-standing retail pack 
cases at $250 each. In contrast, the 
Barents Group calculations imply that a 
distribution services company will 
remove each display for a fee of $150 
and retailers will replace each item for 
$50. FDA agrees with the Barents Group 
that retailers will not replace temporary 
units with permanent re_tail pack cases. 

J 1e "ERG's Review or Docket Materials 
Concerning FDA's Proposed Regulalions Covering 
Tobacco Products: Final Site Visit Report," Eastern 
Research Group. April 22, 1996. 

Moreover, if a marketing representative 
can throw away free-standing ash trays 
filled with sand, as noted by A. T. 
Kearney, then a marketing 
representative can also dismantle and 
throw away disposable displays made of 
cardboard and plastic. FDA estimates, 
therefore, that instead of hiring a 
distribution services company, the 
manufacturer's representative will take 
no more than 15 minutes to remove 
each disposable unit, install a new . 
unattached counter display and restock 
any excess inventory in a noiiself­
service area. This assumption decreases 
the estimated one-time costs by $7 
million. 

(iii) The A. T. Kearney cost-estimating 
methodology for the self-service ban 
implies that store modifications take 
piece in a sequential pattern, with no 
allowances for economies of scale. For 
example, the outlet cost for hiring a 
distribution services contractor to 
relocate or replace display cases was 
calculated as a fixed multiple of the 
number of cases to be removed, even 
though many establishments must 
remove several display cases. This 
approach overstates costs by ignoring 
the significant scale economies 
achievable by performing all 
compliance activities at one time. Thus, 
FDA modified A. T. Kearney's 
distribution services costs for the 
removal, relocation and installation of 
smell attached, retail pack, and carton 
self-service display cases by assuming 
that the first display unit in an outlet 
would be removed at a unit charge of 
sgo, $150, or $185, respectively, but that 
each additional unit would be removed 
at one-half of these.costs. For those 
stores with different sizes of display 
cases, the first unit was assumed to be 
the most expensive to remove (e.g., a 
carton display would be considered the 
first item when there is also a retail pack 
display or a small attached display). 
Adjusting for these scale economies 
reduces the estimated total costs by $15 
million. 

(iv) A. T. Kearney assumed that many 
promotional items, such as signs and 
clocks, would be removed by a 
distribution services company hired by 
the manufacturer. FDA's consultants, 
however. found that almost all of the 
promotional material observed could be 
easily removed or modified by retail 
personnel or marketing representatives. 
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For example, rather than needing a 
contractor to remove the lighted sign in 
one of the sampled outlets, ERG found 
that the front panel was easily 
removable and could be quickly 
replaced by an acceptable panel. 
Although a few signs may require 
substantial time to dismantle, most of 
these items will take just a few minutes 
to remove. To account for this range, 
FDA assumes that a manufacturer's 
representative will take 15 minutes to 
remove and dispose of the various 
exterior signs, banners, clocks and news 
stand displays, as well as the interior 
lighted signs and clocks, lowering total 
costs by $27 million. 

(v) A. T. Kearney assumed that many 
display cases located in nonself-service 
areas would be removed and replaced, 
because of improper advertising. They 
assumed that the manufacturer would 
pay for the removal of the old case and 
the installation of the new case, but that 
the retailer would purchase the new 
display case. Contrary to this finding, 
FDA consultants found no sites in the 
Boston or Washington, DC regions 
where it was necessary to replace 
nonself-service displays. Because in 
each instance, all visible advertising 
could be altered or obscured, retailers 
would almost always opt to cover 
impermissible advertising rather than to 
purchase new display cases costing up 
to $300. Accordingly, FDA estimated 
that it would take 15 minutes and $5 
worth of stickers to cover each small 
attached display; 25 minutes and $10 
worth of stickers to cover each retail 
pack display; and 35 minutes and $15 
worth of stickers to cover each carton 
display. This modification decreases 
total costs by $20 million. 

(vi) Even though the A. T. Kearney 
audit identified a number of self-service 
display cases that did not fit in the 
nonself-service area but could be 

retrofitted with locks, the Barents Group 
did not include cost estimates for these 
items. FDA estimates that it would take 
30 minutes of retailer time and cost 
about $10 for materials to add a lock to 
these display cases, increasing the total 
one-time costs by $1.5 million. 

(vii) In its analysis of the 1995 
proposed regulation, FDA 
acknowledged that the required 
reconfiguration of tobacco displays may 
also impose added labor costs for some 
purchase transactions, especially for 
those stores that move inventory to 
areas located away from employee work 
stations. On the assumption that the ban 
on self-service tobacco displays would 
require 10 second,s of additional labor 
time for 75 percent of all retail 
transactions involving cartons, FDA had 
estimated costs of about $14 million per 
year. Although a few comments 
indicated that the self-service ban 
would increase labor costs, the Barents 
Group did not include such costs in its 
assessment. Nevertheless, FDA believes 
that some establishments, particularly 
those selling a substantial number of 
cigarette cartons that could not be stored 
within easy reach of a checkout station, 
could experience increased annual labor 
costs. Thus, FDA recalculated its 
estimate based on the updated retail 
employee compensation rate of $9.51 
suggested by the Barents Group and the 
new site visit data from the A. T. 
Kearney study, which imply that only 
about 40 percent of cigarette cartons are 
purchased at establishments that sell 
cigarette cartons from self-service areas. 
These adjustments project additional 
annual labor costs of about $10.9 
million per year. 317 

'"Derived from assumption that 10 percent of 
carton transacliona are for multiple (2) cartotU, and 
that cartotU cotUtitute 85 percent of tobacco Mies 
at 1upermarlr.et/grocery atorea. general merchandise 
stores, drug stores. and tobacco stores, and 10 

Except for those adjustments, FDA 
used the information found in the A. T. 
Kearney field audit to develop its 
revised estimate. For comparison, the 
original Barents Group estimates of the 
number of establishments and one-time 
point-of-sale costs (corrected for 
miscalculations as described above) are 
shown in Table 6 and FDA estimates of 
one-time costs in Table 7. Detailed 
summaries of the FDA one-time cost 
estimates are presented in Table 8 and 
Table 9 and indicate that costs related 
to self-service display cases comprise 73 
percent of the total. followed by 18 
percent for promotional materials and 9 
percent for nonsel.£.service display 
cases. As explained above, these 
estimates assume that manufacturers 
will bear the cost of removing all 
promotional items and retailers will 
bear the cost of replacing most 
functional items. Because the regulation 
places the removal responsibility on 
owners of the materials, FDA does not 
know how these obligations will be 
divided. However, if retail outlets, 
rather than manufacturers, must remove 
these items, the overall cost to 
manufacturers falls by about $47 million 
and the cost to retailers increases by 
about $17 million. (Retail compensation 
rates are about one-third of 
manufacturer rates, according to the 
Barents Group data). The following 
discussion describes specific 
compliance costs for each outlet 
category. 

BILLING COOE 41-1...J' 

percent of tobacco sales at other outlets. Tobacco 
sales data from 1992 Census of Retail Trade, pp. 3-
31. Kearney site visits found that 80 percent of 
general merchandise stores. 33 percent of 
supermarket/grocery stores, 25 percent or 
convenience stores, 17 percent of service stations, 
30 percent of drug stores, 42 percent of tobacco 
stores bad self-service carton display cases. 



TABLE 6.-BARENTS GROUP LLC ESTIMATE OF ONE-TIME POINT-OF-SALE REGULATORY COSTS 1 

Estimated Number of 
Avera~e Cost 

Estimated Point-of-Sale Costs (Lower) Estimated Point-of-Sale Costs (Upper) 

. Kind of Business Establishments per acility Retail Costs Manufacturer Total Costs Retail Costs Manufacturer Total Costs 
Lower Upper ($) ($) Costs($) ($) ($) Costs($) ($) 

General Merchandise 21,299 29,818 1,067 13,268,172 9,449,404 22,717,576 18,575,066 13,228,900 31,803,966 
Supermarket/Grocery 125,222 175,311 2,356 182,028,407 112,960,223 294,988,630 254,840,061 158, 144,493 412,984,554 
Convenience Stores • 51,678 72,349 925 24,408,368 23,382,610 47,790,978 34,171,621 32,735,564 66,907,185 
Convenience Stores with Gas 91,250 127,750 515 21,656,668 25,294,382 46,951,050 30,319,336 35,412,134 65,731,470 
Service Stations 66,721 93,409 217 4,894,902 9,616,053 14,510,955 6,852,833 13,462.416 20.315,250 
Drug Stores 51,056 71,478 167 4,472,540 4,054,323 8,526,863 6,261,520 5,676,020 11,937,541 
Tobacco Stores 2,596 3,635 2,940 4,486,055 3,147,456 7,633,511 6,281,514 4,407,166 10,688,680 

Total 409,822 573,750 255,215,112 187,904,451 443,119,563 357,301,952 263,066,694 620,368,645 

1 Totals may not add due to rounding. 

TABLE 7.-FDA ESTIMATE OF ONE-TIME POINT-OF-SALE REGULATORY COSTS 

Estimated Number of Average Cost Per Facility Estimated Point-of-Sale Costs2 

Kind of Business Establishments• ($) Retail Costs ($) Manufacturer Costs ($) Total Costs ($) 

General Merchandise 12,117 919 7,874,058 3,263,894 11,137,952 
Supermarket/Grocery 71,240 810 32,655,560 25,067,316 57,722,876 
Convenience Stores 93,745 364 12,271,061 21,879,370 34,150,431 
Convenience Stores with Gas 51,913 213 1,397,066 9,644,359 11,041,425 
Service Stations 45,539 122 2,560,164 2,974,000 5,534,164 
Drug Stores 30,875 160 2,978,007 1,966,563 4,944,570 
Tobacco Stores 1,4n 2,175 2,165,591 1,046,163 3,211,753 
Other Establishments 210,012 19 522,765 3,384,741 3,907,506 

Total 507,918 62,424,273 69,226,404 131,650,677 

1 Number of establishments from Table 5. 
2 Totals may not add due to rounding. 
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Compliance Act iv it ie• 

f:rcm2~1onai Ha~e[~•i1: 

No ) Ext. Attached Siqna 
No . • Ext. Movable Sign Board 
No 5 Ext. Decal/Stickers 
No • Ext. Lighted S iqns /Clocks 
No 7 Ext Si;ns, Posters ' Displays 
No 8 Ext Movable Window Si9na 
No 9 Ext Open/Closed Si9na 
No 10 Ext Siqns on Ca.a Pump• 
No 11 Ext. Ne ... a Stand Displays 
No 12 Ext. Novelty Item Oi•playa 
No. ll E>t Bannrr!I 
No. 14 Siqns. Posters • Banner• 
No. 15 Lqted. Siqns, Clocka/11ach. Dev. 
No 16 Oeca ls/ Stickers 
No. 17 Shelf Marker w/Adv. 
No. 18 Shopper Aids 
No. 19 News Racki. Shop. Baek., Carts 
No. 20 Fl. St. Ash Trays, waate Basket 
No. 21 Herch. .. , Re!. to Tobacco Prod. 

Promot i.onal "•terial• Subtotal: 
Se -~-"'V "' ..,_ av t""a 

Small, Unattached 
No. 22 Space Available, Ad• Removed 
No. 23 Unit K\Ht be Replaced 

Small. Attached 
-- Removal and In•tallation/llelocation 

No. 24 Unit Mu•t be Rel)laeed 
No 25 Space Available, Ado Removable 

Pack• 
-- .-.emoval ond Inatallatlon 

No. 26 Space Available, No Ada 
No. 27 Space Available, Ad• 1'emovable 
No. 28 Unit Mult Be llleplaced 
No. 29 Unit Hodi Ued v/Locldng Doore 

TABLE 8.--SUMMARY OF AVERAGE COMPLIANCE COSTS BY KIND OF BUSINESS' 

General Superrna:rket/ convenience convenience Service Oruq Store• 
Kerchandi11e Grocery Stores Stores with Station• 

Gao 

A.vq. ' Avv. ' Avg. ' Avg. ' Avg, ' AVV. ' outlet Outlet Outlet Outlet outlet Outlet 
Coat ($) Cost ($) Coat 1$1 Co11t ($) Coat ($) Cost ($) 

1.19 0 . . I. 07 1 . . 
0. 95 0 6. 43 2 2. 86 l l. 7S ) . . 
0. 85 0 6. 03 2 2. 82 1 0. 85 1 . . 
0 .61 0 4. 09 l 9. 08 4 I. 36 l . . 
0. 38 0 l. 93 I I. 33 l . . . . 0. 95 0 10. 44 J 2 .14 l 1.61 I . . 
0.43 0 2. 20 I . . . 0. 59 0 . 0 24 0 0.14 0 . . . 7 .42 1 . . . . . . . . . . . . . 0. BO 0 3. 57 l I. 07 1 . . 

0. 34 0 l. 14 0 I. 71 0 l. 71 1 I. 71 1 0 .17 0 
19. 61 l 10 .19 1 18. l9 5 16. 34 8 8 .17 7 . J .17 2 

0. 26 0 0.79 0 l. ]6 1 0. 67 0 0.71 1 1. 29 1 
0. 60 0 0. 44 0 l .14 l 1. 49 1 1.83 2 0.37 0 
0. 04 0 0.42 0 0 .19 0 0. ll 0 0.02 0 0 .04 0 . B3. 75 10 43. 49 12 9. 66 5 . . . . . 3. 30 0 . . 9. B9 5 . . . . . . . . 0.48 0 0. 71 0 1.18 1 . . 
20. 85 2 112. 91 14 100. 67 lB 62. 81 30 2l .'7 19 5. 7) 4 

. . 0. )2 0 1.34 0 2. 38 1 0. 71 1 1.07 1 
10. 60 l 25. 52 3 53. 00 15 53. 00 25 B. Bl 7 . . . 
13. 50 1 65.00 B . . 10. 00 5 . . 9.00 6 
10. 00 1 55. 56 7 . . . . . . . . . . . . . . . . . . . 
". 50 7 86.11 11 . . . . 6 .25 5 7. 50 5 . . . . . . . . . . . . 
0.79 0 o. 29 0 . O.Ba 0 . . . . 

100. 00 22 222.12 27 . . . . 20.83 17 25. 00 16 
I. 48 0 3.lB 0 . . . . . . . . . 

Specialty Tobacco 
Store• 

A"'J. ' Outlet 
Cost ($) 

. . 
8. 57 0 
4. 02 0 

16. 34 1 
I. 43 0 

. 54 0 
0. 98 0 . . . . 
0.54 0 
l .14 0 

lB. 60 1 
0. 93 0 
0. 96 0 
0. 21 0 

14.50 1 
24. 71 1 
I. 93 0 

106.39 5 

3. 21 0 
141. 3l 6 . . . . . . 
193. 75 9 . . 

0.66 0 
625.00 29 . . 

Other 
Establishments 

Avg. ' outlet 
Coat ($) 

. 

. 
0. 59 3 . . . . 
0 .17 1 
3. 27 17 
1. 29 7 
0.37 2 
0. 04 0 . . . 
5. 73 29 

I. 07 6 . 
9.00 46 . . . . 
. . . . . . . 

z 
!=> 
.... 
O'l 
co 



TABLE 8.--SUMMARY OF AVERAGE COMPLIANCE COSTS BY KIND OF BUSINESS--(CONTINUED) 

General Supermarket/ Convenience Convenience Service Dru9 Store• 
Compliance Activities Merchandise Grocery Stores Stores vith Station• 

Ga• 

Avv. \ Avv. \ AVV. \ Avv. \ Avv. \ Avv. \ 
outlet Outlet Outlet outlet Outlet Outlet 
Coat !SJ Coat ($J Coat ($) Coat ($) Coat ($) Coat ($) 

Cartons 

-- Removal and Installation 166. 50 18 65 .09 8 46.25 13 . . 15.42 13 37. 00 23 
No. JO Space Available, No Ada . 0.26 0 . . . . . . . . . l.1' 0 . . . . 
No. J2 Unit Ku at Be Replaced )90. 00 42 155.56 19 112. 50 JI . 25. 00 21 60. 00 37 
No. JJ Unit HodiUed v/Locking Doon 35.41 4 l.83 0 . . ) .69 ) 8. 85 6 
No. l4 Disposable, Replaced . . 2.09 0 . . . 4. 70 4 . 

Self-Service Subtotal: 895.78 97 685 .12 85 214. 28 59 66. 26 JI 85.44 70 148. 42 9J 
N20-~tU-~erv~'~ D~!Hi?l!X s;:aae1: 

5"'all. Unattached 
No. JS Advertising Removable . . 0 .16 0 2.41 I 6. 43 3 3. 75 3 2 .14 1 
No. J6 Unit Hust be Replaced . . . 26. 50 7 ".11 22 . . . 

Small, Attached 
No. J7 Advertiaing Removable . . I. 27 0 3. 75 1 4. 52 2 2. 86 2 I. 50 1 
No. JB Unit Hust be Replaced . . . . 8. 57 2 . . 0.95 I . 

Packa 
No. J9 Advertising Removable . . 0 .40 0 I. 07 0 0. 4B 0 0. J6 0 I. 71 I 
No. 40 Unit Must be Replaced . . 2. JO 0 . . . . . 

Cartons 
No. 41 Advertising Removable 2. 57 0 I. 4) 0 . . . 0.64 0 
No. 42 Unit Must be Replaced . . 6. 66 1 . . . . . . . 
No. 4l Di•po•able. Replaced . . . . 7. 05 2 25. OB 12 4. 70 4 . 

Non-Sel !-Service Subtotal 1 2.57 0 12. 22 2 49.J5 14 Bl. 61 J9 12. 61 10 6. 00 4 

TOTAL' 919. 20 100 810. 26 100 J64. 29 100 212. 69 100 121.SJ 100 160 .15 100 

1 Totals may not add due to rounding. 

Speci•lty Tobacco 
Stores 

Avv. \ 
Outlet 
Coat ($J 

262. 08 12 . . 
l. 5• v 

775. 00 J6 
11.07 I 
37. 62 2 

2.051.JO 94 

0.89 0 
13. 25 1 

2.14 0 . . 
0.18 0 . . 
0. 36 o. . . . . 
16 . 82 l 

2.174 . 51 100 

Other 
E•tabl iahalent• 

Avv. \ 
Outlet 
Coat ($) 

. . . . . . 
10 .07 52 

2 .14 11 . . 
I. 50 B . 
. 
. . . 

J . 6• 19 

19 " 100 

z 
? 
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c.o 
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TABLE 9.--SUMMARY OF TOTAL COSTS FOR COMPLIANCE ACTIVITIES BY JC.IND OF BUSINESS' 

General Supermarket/ convenience Convenience Service Drug Specialty 
Compliance ActiYiti•• Merchandl•e Grocery St.ore• St.ore• with Stations Storea Tobacco 

Ga• Store• 
($000) ($000) ($000) ($0001 ($000) ($000) ($000) 

-.,_.. -- a, •. 

Ho. 3 Ext. A.tt.aehed 91qn• . 85 . . 49 . . 
Ho. 4 Ext. Movable Siqn Board . 68 602 148 171 . 13 

Ho. 5 Ext. Oeca l /Sticker• . 60 565 146 39 . 6 

Ho. 6 Ext. Lighted Signa/Clocka . 4l 383 471 62 . 24 

No. 7 Ext. Sign•, Poater• ' Di•playa . 27 181 '9 . . 2 

Ho. 8 Ext. Kovable Windov SifJT'.• . 61 979 111 73 . 1 

Ho. 9 Ext. Open/Clooed Sign• . ll 206 . . 18 1 

Ho. 10 Ext. Siqna on Ga• Pump• . . . 12 7 . . 
Ho. 11 Ext. Neva Stand Diaplay• . 529 . . . . . 
Ho. 12 Ext. Novelty Item Diaplaya . . . . . . . 
Ho. ll Ext. Banner a . . - 75 us 49 . l 

Ho. 14 Siqn1, Poat.era ' B&nnera 4 Bl 161 89 78 5 3 

Ho. 15 Lqted. Si;na, Cloeka/Kaeh. Dev. 238 7)) l, 724 848 372 101 42 

Ho. 16 Deeala/St.icker• 3 57 221 35 33 40 1 

Ho. 17 Shelf Karker w/ ""-v. 7 31 201 77 83 12 l 

Ho. lB Shopper A.id.a l 30 18 16 l 1 0 

Ho. 19 Newa flack•, Shop. Baak., Cart• . 5, 967 4, 077 502 . . 21 

No. 20 Pl. St. Aah Tray•, Waate Baaket . 235 . 513 . . l7 
Ho. 21 Herch. w/ Ref. to Tobacco Prod. . . 45 37 54 . 3 

Promoc.ional Kat.erial• SUbtotal: 253 8,00 9, 07 3, 261 l, 069 177 157 
I~- If- ... : -- av ra 

S-11, Unatt&ched 
No. 22 Space Available. Ad9 Removed . 23 125 12' ll 33 5 

NO. 23 Unit tcuat be Replaced 128 1,818 4, 968 2, 751 402 . 209 

S-11, Attached 
-- Removal and Inatallatlon/ltelocatlon 164 4,631 . 519 . 278 . 

No. 24 Unit Muat be Replaced 121 3, 958 . . . . . 
No. 25 Space Available. Ada lleaovable . . . . . . . 

Paco 
-- Removal and Inatallation 818 6, 135 . . 285 232 286 

No. 26 Space Available, No Ada . . . . . . . 
No. 27 Space Available, Ad9 Removable 10 21 . 46 . . 1 
No. 28 Unit Kuat. Be Replaced 2,423 15, 831 . . 949 772 923 

No. 29 Unit Modified w/LOckincJ Doora 1B 234 . . . . . 
Carton• 

-- Removal and tn•tallation 2,017 4,637 4, 336 . 7-02 1, 142 387 

No. 30 Space Available, Ho"""-• . 19 . . . . . 
Ho. ll Space Available, Ad9i Removable . . 111 . . . 2 

No. 12 Unit Kuat Be Replaced 4, 726 11, 082 10, 546 . l, 138 1, 853 1, 145 

No. )) Unit >1odified v/Locting Door• 429 27) . . 168 27"<11 . 16 

No. )( Diapoaahle, Replaced . 149 . 214 .. 56 
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TABLE 9.--SUMMARY OF TOTAL COSTS FOR COMPLIANCE ACTIVITIES BY KIND OF BUSINESS--(CONTINUED) 

General Supermarket/ Convenience Convenience Service Drug 
_Compliance Activitie• Merchandiae Grocery Store• Stores with Station. Store• 

Ga• 
1$000) ($000) ($000) ($000) ($000) ($000) 

Self-Service Subtotal: 10, 854 4B. 80B 20. OB7 3,440 3,B91 4. 5B3 

NQn-SeH-i~I:?~Sil l211Rla:z: !;•IS:I i 
Small, Unattached. 

No. 35 A.d.verti•ing Removable . 11 22, 334 171 66 
No. 36 Unit Hust be Replaced . . 2, CBC 2,446 . . 

Small. Attached 
No. 37 A.dvertisinq Removable . ,0 351 235 130 C6 
No. 3B Unit !1uat be Replaced . . B03 . 43 . 

Pack• 
No. 3, Advertiainq Renovable . 2B 100 25 16 53 
No. co Unit Ku•t be Replaced . 164 . . . . 

Cartons 
No. Cl Advertising Re!ftOvable 31 102 . . . 20 
No. C2 Unit Mu at be Replaced . 475 . . . . 
No. Cl Di•poaable, Replaced . . 661 1, 302 21C . 

Non-Self-Service S\lbtotal: 31 B70 c, _626·. C,HO 574 185 

TOTAL: 11,138 57. 723 JC, 150 11,0Cl 5,534 C,945 

Tota 1 & tr1ay not add due to rounding. 
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Specialty Others 
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3 301 . . 
0 . . . 
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,. 
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e. General merchandise stores. None 
of the general merchandise stores in the 
A. T. Kearney sample had exterior 
promotional materials and only a few 
had interior promotional materials. 
Eighty percent of the stores had only 
self-service displays, with carton 
displays more numerous than pack 
displays at these locations. The average 
per facility one-time costs estimated by 
FDA were $919. Overall, 97 percent of 
the outlet costs related to the 
replacement of self-service display 
cases, although in some general 
merchandise stores, tobacco products 
were stocked on shelves rather than in 
special display cases, which suggests 
that the costs for this business category 
may be overstated. 

f. Supermarket/grocery. Unlike 
general merchandise stores, 
supermarkets had significant 
promotional materials. While both 
packs and cartons were sold at most 
locations, over 75 percent of the stores 
already had nonself-service display 
areas. FDA estimates per facility costs at 
$810. Self-service display case removal 
and replacement amount to 85 percent 
of the total cost, whereas promotional 
materials account for 14 percent. 
Commenting on the feasibility of the . 
proposed FDA self-service ban, the Food 
Marketing Institute argued that most 
retail food stores do not have adequate 
space at checkout lines for tobacco 
products and rejected the practicability 
of alternative procedures. They 
suggested that the only option available 
to many food retailers would be to 
remodel and set-up a controlled area for 
the sale of tobacco products, costing up 
to $50,000 per store. The A. T. Kearney 
audit, however, found that a majority of 
supermarket/grocery stores have already 
installed nonself-service areas for 
tobacco products and would not need to 
reconfigure their stores. While some 
establishments will incur costs above 
the average, the A. T. Kearney site visit 
data suggest that most stores could 
comply by either moving inventory to 
nonself-service areas or by purchasing 
new displays that are compatible with 
existing store configurations. 

g. Convenience stores. Stores in this 
category exhibited numerous interior 
and exterior promotional items. All of 
the convenience stores surveyed had 
nonself-service display cases and 50 
percent had carton displays. FDA 
estimates per facility costs of $364. 
Costs for removing and replacing self­
service display cases made up 59 
percent of the total. while costs for 
promotional materials and nonsclf-

service display cases were 28 percent 
and 14 percent, respectively. 

The National Association of 
Convenience Stores (NACS) faulted 
FDA on its assumption that the main 
cost of the self-service ban would be to 
relocate tobacco product inventory, 
contending that their members would 
incur thousands of dollars in 
reconfiguration costs. According to . 
NACS: 

[i)t is largely irrelevant that retailers 
already keep packs behind the counter. Many 
NACS members keep large quantities of 
packs and cartons in self-service displays and 
would have to reconfigure their stores to 
comply with the ban on self-service sales. 
Based on an estimate from one member 
with a high volume of self-service 
cigarette sales, NACS suggested it could 
cost $4,320 and $10,120, respectively, to 
reconfigure a newer and older 
convenience store. 

Based on other evidence, however, 
FDA does not believe that a large 
number of stores will be forced to 
undergo extensive modifications and 
finds that most convenience stores can 
adequately adapt space either behind or 
above checkout counters. As noted 
earlier, one regional survey reported 
that retail outlets readily complied with 
local self-service restrictions without 
architectural remodeling or substantial 
refitting of checkout counters or store 
aisles. J1a Space above counters is 
typieally available for display cases 
either by suspending a case from the 
ceiling or by supporting a case on beams 
from the counter. In its survey, A. T. 
Kearney found at least some tobacco 
products sold from nonself-service 
space in every convenience store. 
Although it is possible that stores might 
incur added inventory handling costs if 
this space were smaller than optimal, 
FDA concludes that major 
reconfiguration would rarely be 
required and relies on the A. T. Kearney 
survey data, as adjusted, to project 
average costs for this sector. 

h. Convenience stores with gas. Like 
convenience stores without gas, these 
establishments had numerous interior 
and exterior promotional materials. 
About 89 percent of the stores surveyed 
had nonself-service display cases. FDA 
estimates per facility costs of $213. 
Consistent with the findings of the 
Barents Group, the average outlet cost 

""Kropp. R., "A Position Paper on Reducing 
Tobacco Sales to Minors by Prohibiting the Sale o[ 
Tobacco Products by Means o[ Setr-Sorvice 
Merchandising and Roquiring Only Vendor­
Assisted Tobacco Sales." North Bay Health 
Resourcos Ccntor, Stop Tobacco Access £or Minors 
Project (STAMP), Petaluma. CA. p. 5. November 3, 
1994. 

for this sector is about one-half that of 
convenience stores without gas. 

In comments to the 1995 proposed 
rule, the Society of Independent 
Gasoline Marketers of America (SIGMA) 
did not present specific data on the cost 
to their members, but indicated that 
many members would be required to 
reconfigure their stores. They stated 
that: 

(m]any SIGMA members keep large 
quantities of packs and cartons in self-service 
displays and would have to reconfigure their 
stores to comply with the ban on self-service 
sales. At a mlnimwn, these members would 
have to install new cabinets to accommodate 
tobacco products behind the counter. Many 
members would ha!\-e to enlarge the counter 
area to make room for the new cabinets. 
In contrast, the A. T. Kearney field audit 
found few convenience stores with gas 
that have self-service displays, other 
than unattached promotional counter 
displays. Costs to remove or replace 
promotional counter displays will be 
borne primarily by manufacturers, not 
retailers. In sum, the costs for self­
service display cases amount to about 
31 percent of the total, promotional 
material 30 percent, and nonself-service 
display cases 39 percent. 

i. Service stations. These 
establishments had both interior and 
exterior promotional material. Seventy­
five percent of the locations surveyed 
had only nonself-service display cases 
and one-fourth had carton displays. 
FDA estimates the per facility cost at 
$122. 

j. Drug stores. Drug store outlets had 
few exterior and interior promotional 
materials. As in general merchandise 
stores, tobacco products were stocked 
on shelves in some locations. Ninety 
percent of the stores surveyed by A. T. 
Kearney already had nonself-service 
displays and approximately 70 percent 
had carton displays. FDA estimated 
$160 cost per facility for this category of 
business. About 93 percent of the total 
one-time costs are for replacement of 
self-service display cases. 

k. Tobacco stores. These stores had 
substantial promotional materials and 
multiple display cases. FDA estimates 
per facility costs of $2,175. About 94 
percent of the costs are for self-service 
display cases, with promotional 
materials and nonself-service display 
cases dividing the remaining 6 percent. 
While not reflected in the cost totals, 
these establishments may choose to 
operate as "adult only" restricted areas 
to avoid replacing self-service display 
cases. 

I. Other establishments. This category 
includes eating/drinking establishments 
and miscellaneous retail stores. which 
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were excluded from the A. T. Kearney 
audit, plus the estimated 100,000 
nonretail establishments that sell 
tobacco products OTC, such as hotels, 
factories and sporting facilities. Due to 
the low volume of tobacco product sales 
at these establishments, FDA assumed 
that only a small quantity of packs and 
no cartons would be sold. Lacking 
detailed data, FDA assigned costs of $19 
per outlet, based on the costs of 
removing promotional materials and 
relocating and replacing small attached 
display cases, as reported for drug 
stores. 

3. Label Changes 

The final regulation requires that the 
tobacco product package contain the 
established name of the tobacco product 
in a specified size. FDA estimated the 
compliance costs for printing new labels 
in its earlier analysis of the proposed 
regulation and has received no 
comments that improve those original 
estimates. 

Approximately 933 varieties of 
cigarettes are currently produced in the 
United States. 319 FDA does not have 
information on the number of smokeless 
tobacco varieties, but assumes that the 
total number of cigarette and smokeless 
tobacco varieties is roughly 1,000. 
Because most varieties of cigarettes are 
packaged in both single packs and 
cartons, the total number of labels is 
assumed to number about 2,000. 

FDA used two approaches to estimate 
the cost to industry of changing these 
labels. The first approach relied on 
information compiled by The Research 
Triangle Institute (RTI) for its report to 
FDA on the cost of changing food 
labels. 320 RTI reported a cost of about 
$700 for a 1-color change in a 
lithographic printing process. FDA 
multiplied this figure by 4 to account for 
a 2-color change on the actual warning 
labels and an additional 2 colors for 
modifications to the existing label to 
malce room for the warning label. This 
calculation yielded inctemental printing 
costs of about $2,800 per label, or $5.6 
million for all 2,000 varieties of affected 
tobacco products. Adjusting this figure 
downward by RTI's methodology to 
account for the current frequency of 
label redesign predicts that the total 
one-time cost of completing these label 
changes within a 1-year compliance 

" 9 ""Tar. Nicoline, and Carbon Monoxide of the 
~Smoke of 933 _varietie5 of Domestic Cigarettes,'' 

Federal Trade Commission. 1994. 
"° French. M. T., D. M. Neighbors. L. K. Carswell. 

K. B. Heller. and G. L. McDougal. "'Compliance 
Costs of Food Labeling Regulations," Final Report. 
RTI Project Number 233U-3972-02 DFR. January 
1991. 

period would be approximately $4 
million. 

The second approach was to use cost 
information provided in the regulatory 
impact analysis of a roughly comparable 
Canadian regulation. 321 The Canadian 
Government estimated a cost of $30 
million to change labels for about 300 
cigarette varieties. Most Canadian 
cigarettes are likewise sold in two sizes, 
but about 20 percent are also sold in flip 
top packages. 322 Canadian labels, 
however, are typically printed using a 
gravure method; which, according to 
RTI, is about 3.5 times as expensive as 
the lithography process used in the 
United States. Adjusting the Canadian 
estimate upward, to account for the 
larger number of cigarette and 
smokeless tobacco varieties in the 
United States; and downward, for the 
smaller number of packages per variety 
and the smaller cost of the lithography 
printing process, provides a $17 million 
estimate1 for the total cost of these label 
changes. 

4. Educational Program 

FDA may issue notification orders 
under section 518(a) of the Federal 
Food, Drug, and Cosmetic Act (the act) 
(21 U.S.C.360h(a)) to require 
manufacturers of Cigarettes and 
smokeless tobacco products to fund 
consumer educational programs. While 
the precise details of these orders are 
still under development, these orders 
may involve the achievement of specific 
performance objectives by directing 
manufacturers to initiate informational 
programs designed to transmit messages 
that will reach the majority of young 
people. The 1995 proposed regulation 
directed manufacturers to spend at least 
$15? ~illion annually on this program. 
While industry comments were critical, 
many other comments suggested that 
this figure was too low. One comment 
noted that $150 million is equivalent to 
about one week of pro-tobacco 
expenditures and another that the 
industry gained $221 million in profits 
from underage sales. Still another 
pointed out that the current dollar value 
of the informational advertising that was 
conducted under the Fairness Doctrine 
would amount to about $300 million per 
year. One study appears to indicate that 
75 percent of adolescents aged 12 to 17 
could have been reached in 1985 to 

'"Department of National Health and Welfare, 
"Tobacco Products Control Regulations. 
amendment."" Canada Gazelle, Part U, vol. 127. No. 
I&. pp. 3277-3294. August 11, 1993. 

lll Kaiserman, M., Dopartmont of National Health 
and Welfare, Canadian Government, personal 
communication. February 1. 1995. 

1986 with multiple messages at a cost of 
about $17 million a year. 323 FDA is still 
evaluating various types of 
informatio?'al programs, with respect to 
both effecllveness and practicality. 
Before a final decision is reached, the 
agency will determine the costs of 
selected alternatives. 

5. Restricted Advertising and 
Promotional Activities 

a. Tobacco industry. The 
determination of the societal costs 
attributable to the restrictions on 
tobacco product advertising and 
promotion is complex. While there is no 
doubt that individual manufacturers 
realize enhanced goodwill asset values 
from advertising programs, the industry 
has long held that advertising prompts 
brand-switching, but does not increase 
aggregate sales. Of course, if this were 
true, advertising would be unprofitable 
from the standpoint of the industry as 
a whole and reduced levels would 
~ncrease rather than decrease aggregate 
mdustry profits. In addition, if the 
primary motivation for tobacco 
advertising is to promote brand­
switching, then, as long as all firms are 
equally restricted from advertising, the 
above mentioned loss in goodwill value 
will be substantially reduced. 

1?' its comments, the tobacco industry 
claimed that tobacco advertising and 
promotion have virtually no effect on 
youth consumption. Although FDA does 
not accept this claim, the agency does 
not consider the expected voluntary 
reduction in the consumption of tobacco 
products to be a societal cost. Although 
industry sales will fall, they will reflect 
new consumer preferences and · 
consumer dollars no longer used on 
tobacco products will be redirected to 
other more highly valued areas. Thus, 
for the most part, the resulting reduction 
in industry sales are not net costs and 
the potential magnitude of this revenue 
transfer is discussed below under the 
heading of Distributional Effects. 
Moreover, as shown in that discussion, 
any short-term frictional or relocation 
impacts will be significantly moderated 
by the gradual phase-in of the economic 
effects. 

b. Advertising industries. In its 
original analysis, FDA argued that 
advertising and promotional restrictions 
will impose no long term net costs on 
society. The Barents Group's study 
found that the various suppliers of 

'"Bauman, K. E .. J. D. llrown. E. S. Bryan, L. A. 
Fisher, C. A. Padgett, and J. M. Sweeney. "Three 
Mass Media Campaigns lo Prnvenl Adolescent 
Cigarette Smoking," Prr.vcntiv~ Medicine, vol. 17. 
pp. 510-510. 19BR. 
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industry advertising will incur 
substantial regulatory costs. It estimated 
that illustrative annual costs for this 
sector could reach $722 million to $2.17 
billion, or up to one-half of its estimate 
of the total costs of the FDA proposal. 

Upon review, FDA remains firmly 
convinced that its original position was 
correct. That is, from the standpoint of 
assessing societal costs and benefits, 
reduced revenues from tobacco 
advertising and promotional activities 
are not net costs and are appropriately 
considered a distributional impact. 
Indeed, FDA believes that a strong 
argument can be made that, even 
irrespective of health benefits, these 
advertising restrictions will decrease net 
societal costs by freeing productive 
resources for alternative uses. This does 
not imply that no individual business 
entities will be negatively impacted. 
Many of the companies that currently 
benefit from tobacco promotions (e.g., 
advertising agencies, publishers, 
sporting event promoters) will suffer 
lost revenues and those firms that 
specialize in those activities may lose a 
substantial part of their business. 
Nevertheless, from a societal 
perspective, these losses will be 
counterbalanced by an increase in 
demand for other consumption and 
investment goods, so that nontobacco­
related entities will gain sales. Although 
overlooked in most industry comments, 
this result is acknowledged within the 
comments submitted for the Tobacco 
Institute by the Barents Group: 

A key assumption in the slmulations Is 
that, when tobacco product manufacturers 
decrease their advertising expendlturus, the 
money not spent translates into increased 
profits for the industry. The incruased profits 
ultimately end up ln the hands of the 
companies' owners (shareholders) either as 
direct payouts or as investments on their 
behalf In other lines of business. In general. 
these profits are ultimately recycled into 
incruased consumption end Investment by 
the owners of the companies. 
That report also reveals the underlying 
distributional nature of the impacts by 
explaining that its modeling 
incorporates the assumption that: 

• • • in the long run economic losses In 
one sector of the economy will be 
redistributed to other sectors of the economy, 
i.e., winners and losers will generally balance 
out for the economy as a whole. 
Further discussion of the impact of 
these revenue transfers is included 
below under the section on 
"Distributional Effects." 

c. Retail sector. In addition to the 
previously estimated direct costs 
associated with the removal of 
prohibited point-of-purchase 
advertising. promotional restrictions 

will impact the retail sector because 
they will lead to a long-term decline in 
tobacco products sales and a potential 
fall in promotional allowances (slotting 
fees) from manufacturers. Once again, 
these impacts are riot net societal costs, 
since reduced tobacco product sales will 
be counterbalanced by increased sales 
for other products or services; and 
smaller promotional allowances, if they 
occur, are gains to tobacco 
manufacturers that would be used for 
other purchases. Consequently, these 
impacts also are examined below under 
"Distributional Effects." 

d. Consumers. Advertising restrictions 
may impose costs on society if they 
disrupt the dissemination of relevant 
information to consumers. Firms engage 
in advertising to inform potential 
customers about their product 
(informative advertising} or to persuade 
customers that a product is desirable 
(persuasive advertising). According to 
the FTC's Bureau of Economics, the 
benefits of advertising derive from: 

• • • its role In lncruaslng the flow end 
reducing the cost of information to 
consumers • • • First, advertising provides 
Information about product characteristics 
that enables consumers to make better 
choices among available goods • • • 
Second, theoretical arguments and empirical 
studies indicate that advertising incruases 
new entry and price competition and hence 
reduces market power end prices In at least 
some industries • • •. Third, advertising 
facilitates the development of brand 
reputations. A reputation, In tum, gives a 
firm an incentive to provide products that are 
of consistently high quality, that live up to 
claims that are made for them, end that 
satisfy consumers. n• 

FDA has considered each of these 
issues. First, while agreeing that many 
forms of advertising offer substantial 
benefits to consumers, the agency 
nevertheless believes that consumers 
will lose little utility from these 
particular advertising restrictions. The 
regulation does not prohibit factual, 
written advertising. Thus, the rule will 
not impede the dissemination of 
important information to most 
consumers. In its preliminary analysis, 
the agency concluded that, "(w)hile 
imagery and promotional activities may 
be important determinants of consumer 
perceptions and sales, they typically 
provide little meaningful information on 
essential distinctions among competing 
tobacco products" (60 FR 41314 at 
41368). 

'" Rocommcndalions a[ the Staff a[ the Federal 
Trade Commission, .. Omnibus Petition £or 
Regulation al Unfair and Oocoptive Alcoholic 
[lcvcrago Advertising and Marketing Practices,"' 
Appendix A, pp. J-4, March 1985. 

One industry comment strongly 
opposed this position, arguing that 
advertising is important for product 
improvement and that past restrictions 
on the advertising of "low tar" products 
retarded product innovation. The crux 
of the argument is that color and/or 
imagery are prerequisites for 
disseminating relevant quality 
information and that, in its absence, 
consumers could not be adequately 
informed about the merits of new 
products. FDA, however, is not 
persuaded that manufacturers will be 
unable to convey vital information. The 
agency finds that true product 
improvements in this.industry are rare, 
but where they exist, manufacturers 
could rely on traditional ads in adult­
oriented publications and on "text 
only" advertising elsewhere. Moreover, 
FDA and other public health agencies 
would likely coordinate with companies 
in disseminating truly important 
consumer safety information. 

The implications of FTC's second 
point, which addresses the effect of 
advertising restrictions on market power 
and prices, are less certain, as various 
empirical studies have reached 
conflicting conclusions. One industry 
comment insisted that FDA's regulation 
will deprive consumers of the benefits 
of competition, stating that, 
"[u]ndoubtedly the clearest measure of 
consumer benefit is the effect of 
advertising on price." To support this 
view, the comment references several 
studies that demonstrate the ability of 
advertising to reduce product prices. 
The comment also contended that the 
"(e)limination of advertising will · 
predictably consolidate the market as 
marginal brands are abandoned and 
fewer brands are introduced" and that, 
"[o]ver time this can also reduce the 
number of players, as companies with 
dominant brands drive out others." 

FDA agrees tha:t advertising can often 
lead to decreased product prices, but 
notes that the other industries 
referenced (e.g., eyeglasses and 
pharmaceuticals) are much more 
competitive than tobacco products. 
Moreover, economists have found that 
advertising can also serve as a barrier to 
entry in oligopolistic industries. One 
author, for example, determined that 
ready-to-eat breakfast foods companies 
used advertising programs to support 
brand proliferation strategies in order to 
dominate retail shelf space. J25 These 
programs helped to keep new firms out 
and prices high without necessarily 

n• Sutton. f., "Sunk Costs and Market Structure," 
The MIT Press. Cambridge. Massachusetts. pp. 22'}-
247. 1991. 
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embodying improved quality. Thus, in 
certain circumstances, oligopolistic 
firms can use extensive advertising to 
create barriers for suppressing 
innovation and competition. FDA 
cannot determine whether tobacco 
advertising restrictions would 
ultimately increase or decrease product 
prices. 

Finally, FTC's third point, which 
emphasizes the positive aspects of 
advertising in supporting brand 
reputations, is more relevant for long­
lived items, such as consumer durables, 
where purchases are infrequent or 
personal experience is inadequate. 
Advertising is less likely to play a key 
role in assuring high quality levels for 
tobacco products, where consumer 
search costs are low and a brand's 
reputation for quality is tested by 
consumers every day. For these 
products, high quality will remain a 
prerequisite of commercial success 
irrespective of advertising strategies. 

Other analysts suggest still other 
potential attributes of product 
advertising. For example, according to 
F. M. Scherer, author of a widely read 
text on industrial organization: 

Advertising ls art, and some of it is good 
art, with cultural or entertainment value in 
its own right. In addition, it can be argued 
that conswners derive pleasure from the 
Image advertising imparts to products, above 
and beyond the satisfaction flowing In some 
organic sense from the physical attributes of 
the products. There is no simple case in logic 
for distinguishing between the utility people 
obtain from what they think they are getting 
and what they actually receive. As Galbraith 
observed. "The New York housewife who 
was forced to do without Macy's advertising 

.. would have a sense of loss second only to 
that from doing without Macy's." ne 

Similarly, Becker and Murphy have 
argued that advertisements should be 
considered "goods" if people are willing 
to pay for them and as "bads" if people 
must be paid to accept them. sz7 They 
explain that, in general, the more easily 
the advertisements aui, be ignored, the 
more likely it is that the ads themselves 
provide utility to consumers. 
Newspaper and magazine 
advertisements, for example, must 
provide positive consumer utility or 
they would be ignored by readers. This 
final rule allows such advertisements to 
continue, some in their current form, 
others in a text-only format. (In fact, 
industry outlays for newspaper and 

- magazine ~dvertisements have dropped 

n& Scherer, F. M., Industrial Market Structure 
and Economic Pcrfonnance. 2nd edition. Rand 
McNally College Publishing Co .. Chicago. IL, p. 380, 
1980. 

sharply in recent years and currently 
constitute less than 5 percent of the 
industry's total advertising and 
promotion budget). 328 Conversely, the 
extraordinary growth in industry 
advertising and promotion has occurred 
in areas that are typically bundled with 
other products, or placed in prominent 
public settings that are difficult to 
ignore. Thus, there is considerable 
question about the contribution of these 
programs to consumer utility. 

6. Training 

a. Retailers. The final regulation does 
not explicitly require retail employees 
who sell tobacco products to be trained 
in checking customer l.D.'s. FDA 
understands, however, that some 
training is essential to effective 
performance. In its analysis of the 
proposed regulation, FDA estimated 
total annual costs of $10 million for 
employee training at retail outlets. This 
estimate assumed that an average of 12 
employees per store at 467,000 retail 
stores (assuming 1/3 of 700,000 stores 
already conducted training) would 
receive 15 minutes of training at a 
compensation rate of $7 .41/hour. The 
Barents Group commented that FDA's 
analysis did not account for many 
individual cost elements, resulting in a 
significant underestimate of total 
training costs. It estimated one-time 
training costs of $184 to $257 million 
and recurring annual training costs of 
$48 to $67 million. 

Specifically, the Barents Group stated 
that FDA relied on outdated 
compensation data. FDA had obtained 
these data from a 1992 report prepared 
by Price Waterhouse for the Tobacco 
Institute, but agrees that more recent 
data are available and employs the 
suggested compensation rate of $9.51 for 
its revised estimate. The Barents Group 
also claimed that FDA failed to consider 
recurring training costs due to annual 
employee turnover and annual 
updating, focusing instead on one-time 
training costs only. This criticism is not 
valid. Table 2 of the original analysis 
(60 FR 41314 at 41360) clearly lists 
training costs for retail establishments 
as an annual operating cost and the text 
(60 FR 41314 at 41367) refers to a "per 
year" cost. Because employees would be 
trained when first hired, this estimate 
implied a 100 percent employee 
turnover rate. 

'"Decker. G. S., and K. M. Murphy. ""A Simple 
Theory of Advertising.es e Good or Bed." Quanerly 
Journal of Economics, vol. 108, p. 941. November 
llJ'J'.l. 

To refine its analysis, however. FDA 
has disaggregated the cost elements. 
Although the Barents Group accepted 
FDA's preliminary estimate of 12 
employees per retail store, FDA now 
believes that this figure is accurate only 
for retail stores with payroll. Stores 
without payroll constitute a significant 
percentage of the stores selling tobacco 
products and, on average, are much 
smaller. As explained above, FDA 
estimates that about 600,000 
establishments will sell over-the­
counter tobacco products, including the 
100,000 that replace those vending 
machines that are removed. Table 10 
presents the data that underlie FDA's 
revised estimates of the number of 
employees who will be trained. For 
existing retail establishments with 
payroll, FDA assumes that training will 
be needed for all employees in the 
affected outlets, except in General 
Merchandise and Supermarket/Grocery 
stores, where one-third of the employees 
will be trained. For establishments 
without payroll, nonretail 
establishments, and new establishments 
replacing vending machines, Census 
data on the number of employees is not 
available, but FDA assumes that an 
average of six employees will be trained. 
As shown in Table 10, these 
calculations indicate that training will 
be required for a total of 4.2 million 
workers. 

The Barents Group further faulted 
FDA for underestimating the training 
time that would be required to educate 
retail sales clerks about recognizing 
proper forms of identification and 
handling related customer service 
problems. It assumed that 2 hours of 
training would be necessary. FDA, 
however, reviewed the time needed to 
present the training materials from 
several corporate entities and finds that 
they need not exceed one hour. For 
example, one large convenience store 
corporation uses a 45 minute training 
videotape that covers the sale of tobacco 
products, but also covers the sale of 
alcohol and possible inhalants, 
including means for recognizing 
inebriated or drugged individuals. 
Moreover, many establishments, 
especially small stores, will provide no 
formal training, but will provide 
instruction during the work day with 
minimal lost time. Thus, FDA believes 
that average costs are reasonably based 
on a 1-hour training program. 

321 Federal Trade Commission Report to Congress 
for 1993: Pursuenl lo !he Federal Cigarclle Labeling 
and Advertising Acl, issued 1995. 
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TABLE 10.-NUMBER OF EMPLOYEES TO BE TRAINED 

Payroll Establishments NonpayroU Establishments 

Total Establish-Kind of Business Establishments Employees Percent No.of ments Sell- No. of Employees 
Selling Tobacco Per Store Trained Employees i,, Tobacco Employees Trained 

Products Trained roducts Trained' 

General Merchandise 12, 117 60.1 33% 242,593 9,807 58,842 301,435 
Supermar1<el/Grocery 71,240 20.9 33% 497,253 54,538 327,228 824,481 
Convenience Store/no gas 29,400 5.6 100% 164,718 - - 164,718 
Convience Store/gas 51,913 6.8 100% 353,868 - - 353,868 
Gas Station 37,958 6.0 100% 228,002 7,581 45,486 273,488 
Eating Place 11,992 16.5 100% 198,212 3,065 18,390 216,602 
Drinking Place 10,745 5.4 100% 58,498 5,336 32,016 90,514 
Drug/Proprietary Store 29,046 12.2 100o/o 354,730 1,829 10,974 365,704 
Specialty Tobacco 1,4n 3.7 100o/o 5,530 - - 5,530 
Miscellaneous 24,995 5.2 100% 130,253 44,879 ~9,274 399,527 

Retall Subtotal 280,883 2,233,656 127,035 762,210 2,995,867 
Nonretalll 600,000 
Converted Vending Machlnes2 600,000 

Total 4,195,867 

1 Assumes 6 elJl>loyees per establishment. 
ZAssumes 100,000 outtets with 6 employees to be trained. 
Sources: Table 4 for description of establishment data; 1992 Census of Retail Trade, Subject Serles: Establistvnent and Firm Size (Table 1) 

for elJl>loyment data; FDA estimates for percent trained. 

Adopting FDA's original estimate that 
about one-third of all affected 
establishments already provid11 
employee training (also assumed by the 
Barents Group), implies one-time 
employee training costs of $26.6 million 
(4.2 million employees x 2/3 x $9.51). 
The Barents Group suggested, however, 
that even employees who currently 
receive training would need 5 extra 
minutes on the new regulations, which 
adds about $1.0 million to the cost 
estimate. Next, the Barents Group 
included costs for time spent by 
trainers, assuming that the training 
would be provided by an outside 
source. FDA believes that a more typical 
approach would have a store supervisor 
provide the training. Using $13.64 as the 
compensation rate for a retail manager, 
as suggested by the Barents Group, and 
adjusting for the assumed one-third 
current compliance rate in existing 
establishments, yields a one-time cost 
for trainer time of $6 million. Thus, 
FDA projects total one-time training 
costs of about $33.5 million. 

In addition, FDA estimates that 
employee turnover, using the Barents 
Group suggested rate of 42 percent, will 
add annually recurring training costs of 
about $11.2 million. Also, new 
employees will receive I.D. check 
training as part of their initial 
orientation activities. Since stores may 
provide this to several new employees 
at once, using either written or video 
training materials, FDA estimates that 
retail managers, on average, would 

spend about 1 additional hour per· year 
providing this training. This adds $6.0 
million to the annual training costs. The 
Barents Group also recommended 
annual reinforcement training. An 
annual 10-minute reinforcement 
training period for employees of those 
establishments that do not already have 
a training program will cost about $2.9 
million. In sum, these annual recurring 
training costs total about $20 million. 

The Barents Group also assumed that 
retail managers would need extensive 
training to understand the new 
regulations. FDA estimated in its 1995 
proposal that manufacturers' 
representatives would need about 8 
hours of training on their new 
responsibilities and the Barents Group 
assumed that retail managers would 
need a similar duration of training. FDA 
rejects this estimate, however, as the 
final provisions affecting retailers are 
straight-forward and will be routinely 

· commwiicated through traditional 
industry channels. 

b. Manufacturers representatives. In 
its preliminary economic analysis, FDA 
estimated that 7,300 manufacturer 
representatives would be trained for 8 
hours at a cost of $25.00 per hour. After 
noting FDA's "undocumented" cost 
estimate, the Barents Group proceeded 
to apply the identical number of 
training hours to their "documented" 
cost estimate of $25.70 per hour. They 
also suggested a 15 percent labor 
turnover premium, giving a total cost of 
$1.5 million. As the final rule eliminates 

the monitoring burden for these 
employees, this training cost should be 
correspondingly smaller. Nevertheless, 
these manufacturer employees will still 
need to determine the types of displays 
that remain permissible. FDA therefore 
accepts the $1.5 million cost estimate. 

7. Access Restrictions 

a. Manufacturers. Although voluntary 
decreases in the sale of consumer 
products do not impose long-term net 
societal costs, mandatory restraints on 
the access of consumers to desired · 
products may imply economic costs. 
Economists typically measure producer­
related inefficiencies attributable to 
product bans by calculating lost 
"producers' surplus," which is a 
technical term for describing the 
difference between the amount a 
producer is paid for each unit of a good 
and the minimum amount the producer 
would accept to supply each unit, or the 
area between the price and supply 
curve. Data derived from Cummings, et 
al., indicate that youngsters under the 
age of 18 consume 316 million packs of 
cigarettes per year, leading to industry 
profits of $118 million. 3zs On the 
assumption that the regulation would 
reduce teenage smoking by one-half, 
these profits would fall by about $59 

''"Cumming•. K. M .. T. Pechacek. and D. 
Shop tend. ""The Illegal Sele of Cigaretta• to U.S. 
Minors: Estimates by Stale,"" American Jou ma/ of 
Public Hea/lh. vol. 84, No. Z. p. 301. February 1994, 
{derived by sublJ:acling sales lo l8·years-0lds from 
the repor1ed 516 million packs consumed). 
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million. However, because most of this 
profit stems from illegal sales to youths, 
FDA has not counted this figure as a 
societal cost. 

b. Consumers. Consumer surplus is a 
concept that represents the amount by 
which the utility or enjoyment 
associated with a product exceeds the 
price charged for the product. Because 
it reflects the difference between the 
price the consumer is willing to pay and 
the actual market price, it is used by 
economists to measure consumer 
welfare losses imposed by product bans. 
However, FDA's rule imposes no access 
restrictions on adults, who will be free 
to consume tobacco products if they so 
desire. Thus, FDA has not-included any 
value for lost consumer surplus in its 
estimate of the societal costs of these 
access restrictions. 

8. l.D. Checks 

a. Retailers. For the 1995 proposed 
regulation, FDA estimated that retail 
establishments would bear annual 
compliance costs of $28 million for 
consumer identification checks. This 
figure was derived by multiplying the 
estimated retail employee compensation 
rate by the extra time that might be 
needed to complete purchase 
transactions. The estimate measured the 
cost to retailers for either increasing the 
number of working hours of existing 
staff or for hiring new staff to handle the 
added workload. The Barents Group 
commented on numerous aspects of this 
compliance cost estimation, accepting 
several key FDA assumptions, but 
rejecting others in deriving its estimate 
of $142 million per year. 

In its preliminary analysis, FDA 
estimated the number of tobacco 
product transactions for the 18 to 26 
year-old age group based on data that 
reflected the tobacco consumption of 
cigarette smokers 5 to 6 years after high 
schoo1 sso and the annual per capita 
consumption of smokeless tobacco. 331 

The Barents Group faulted FDA for 
limiting these transactions to 18 to 26 
year-olds, asserting that the standard 
practice for alcohol sales ls to request 
identification for anyone who appears to 
be 30 years old or younger. The Barents 
Group calculations actually estimated 
compliance costs on the assumption 
that customers up to age 34 would be 
asked for identification, because some 

uo 1994 SGR, p. 85. 
'"U.S. Department of Commerce, Statistical 

Abstract of the United States 1993, 113th edition, 
p. 137, 1993; DHHS, Office of Inspector General. 
Spit Tobacco and Youth; Additional Analysis, June 
1993. 

older consumers would appear to be 
only 30 years old. 

FDA has not accepted this Barents 
Group assumption for several reasons. 
First, the legal age of purchase for 
alcohol in all 50 States is 21 years, 
whereas the rule for cigarettes and 
smokeless tobacco sets 18 as the legal 
age of purchase. This 3-year difference 
implies that comparable cigarette and 
smokeless identification checks would 

. be expected only up through age 27. 
Also, the current policy and practice of 
many retail stores is to request 
identification from tobacco consumers 
only up to age 26. Requiring proof of age 
for anyone who appears younger than 
26 years of age was also recommended 
by a working group of 26 State 
Attorneys General. 332 Finally, the 
Barents Group's use of age 34 to provide 
a margin of safety for identifying those 
under the age of 30 is illogical, since the 
FDA rule requires retail stores to 
identify consumers.who are under the 
age of 26, not 30. 

The Barents Group accepted the FDA 
assumption that an l.D. check would 
take an average of 10 seconds, but 
referenced a study by A. T. Kearney that 
found that the actual time needed to 
verify a photo l.D. for a tobacco product 

. sale averaged 8.3 seconds. Because FDA 
has no better data, the agency adopts 8.3 
seconds as the average time needed to 
conduct an l.D. check. The Barents 
Group further commented that FDA 
used outdated employee compensation 
data in its calculations. FDA's revised 
totals use the Barents Group's employee 
compensation estimate of $9.51/hour 
(1994 dollars) as the time value for retail 
sales employees. 

FDA originally assumed that only 75 
percent of all retail transactions for the 
18 to 26 year-old age group would be 
extended due to I.D. checks. The 
Barents Group argued that the correct 
percentage should be 100 percent, as the 
rule would apply to all sales to the 
relevant age group. FDA continues to 
believe that this assumption leads to an 
over-estimate of the probable costs. 
First, not every moment of a clerk's time 
is effectively utilized and a few seconds 
more per transaction will not always 
result in lost labor productivity. Second, 
many smokers patronize the same retail 
store almost daily and are well-known 
to clerks. l.D. checks for these customers 
will take little extra time. Finally, many 
customers will take less time to produce 
an 1.D., once they realize that 

'""No Sale: Youth Tobacco and Responsible 
Retailing." Findings and Recommondalions of 
Working Group of Stete Attorneys General. p. 28, 
Uccombcr 1994. 

identification checks have become 
routine. Nevertheless, FDA adopts the 
Barents Group's 100-percent assumption 
to assure a full accounting of the 
relevant costs. 

One comment claimed that FDA 
failed to include the cost of hiring 
additional sales clerks. As noted above, 
the FDA calculation does reflect the cost 
of the additional labor time that might 
be needed. The Barents Group also 
inexplicably asserts that FDA failed to 
consider I.D. checking costs as armual 
costs, instead listing them as a one-time 
cost. Table 2 of the original analysis (60 
FR 41314 at 41360), clearly lists the $28 
million identification check cost as an 
annua.l operating cost and the 
accompanying text (60 FR 41314 at 
41367) refers to the figure as a "per 
year" cost. The Barents Group further 
faulted FDA for not taking into account 
the cost of checking l.D. 's for those 
youths under age 18, who will still 
attempt to buy cigarettes. While a small 
percentage of underage smokers may opt 
for this course of action, few would 
return to complying outlets. Thus, FDA 
believes that any plausible estimate of 
the associated costs would be less than 
$1 million armually. 

FDA originally estimated the number 
of tobacco product transactions for the 
18 to 26 year-old age group at 2.2 
billion, but has updated its estimate to 
2.5 billion. 333 Also, the BO-percent 
current noncompliance rate that had 
been assumed for the 1995 proposal 
may be too high, as the Surgeon General 
estimated that minors are unable to 
make an OTC purchase of tobacco 
products about one-third of the time. 334 

Nevertheless, FDA retains this 
assumption to calculate a cost to 

no 1994 Population data for 18 to 26 year-olds 
from 1995 Statlatical Abstract, Table 16. Cigarettes: 
Number of amoke!"I for age group calculated &om 
Table 217 (1993 data). Average pacblyr. and total 
pacb/yr. for amoke!"I aged 18 to 26 calculated &om 
data In Table 20, 1994 SCR, p. 85. (Those smoking 
1 to 5 clgarettea/day uswned to amolr.e 3, those 
smoking 20+ cigarettes/day asswned to smoke ZS). 
The resulting number of pacu amolr.ed by 18 to 26 
yr.-olds totala about 2.5 blttlon. If even 1 percent 
of tbese tranaactlons were for cartons, tbls number 
falls to about Z.3 billion. Srnolr.etesa: Total unlta of 
smokelesa products sold calculated &om data In 
Spit Tobacco and Youth: Additional Analysis, Dept. 
of Health and Human Services, June 1993. Excise 
Tax calculations, Option 4; Units consumed by 
youths from the Institute of Medicine Report (the 
IOM Report) "Growing Up Tobacco Free: 
Preventing Nicotine Addiction in Children and 
Youths". p. 8. 1994, Usage data and total units (cans 
or pouches) consumed for age group for those aged 
16 to 26 from "Use or Smokeless Tobacco Among 
Adults-U.S .. 1991" in "MMWR", CDC, DHHS. 
volume 42, No. 14, p. 264, 1993. The number of 
conlaincrs sold for 18 lo 26 yr. old age group totals 
about 0.2 billion. 

'" IOM Report. p. 202. 
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retailers for l.D. checks of $43 million 
per year (2.5 billion transactions x 8.3 
seconds/transaction x $9.51/hour + 3600 
seconds/hour x 80 percent 
noncompliance rate). This revised 
estimate exceeds FDA's original $28 
million figure, but remains far below the 
$142 million estimate of the Barents 
Group. 

b. Consumers. The Barents Group also 
criticized FDA for not quantifying the 
costs to consumers for the extra time 
needed to undergo I.D. verifications. 
They estimated this cost at $282 million 
a year. FDA agrees that consumers 
would incur time costs and, for its 
revised estimates, adopts the analytical 
framework suggested by the Barents 
Group, which counts only the time lost 
by young customers. (The Barents 
Group suggests that older consumers 
also would experience delays, but 
FDA's estimates already account for the 
cost of additional clerk time that would 
offset longer checkout lines. Younger 
customers, however, must wait while 
their age is verified, even when 
additional checkout clerks are 
available.) To estimate the time cost, 
FDA applies the same methodology that 
was used to estimate the time cost for 
retail employees. That is, 2.5 billion 
transactions taking an extra 8.3 seconds 
each for the 18 to 26 year-old age group, 
adjusted for a 20 percent current 
compliance rate; The Barents Group 
used an average hourly private sector 
compensation rate ($15.13/hour) as the 
basis of its consumer time cost estimate, 
but FDA finds this average rate too high 
for young consumers and estimates a 
range of $9 to $11 per hour. 335 As a 
result, FDA's estimate of the cost to 
consumers for lost time cost amounts to 
between $41 and $50 million per year. 

9. Vending Machines 

In its comments on the costs of FDA's 
proposed vending machine ban, the 
Barents Group reports that automatic 
vending machine operators will lose 
$403 million in annual revenues. They 
then subtract an estimated $281 million 
offset for future over-the-counter sales 
(calculated by assuming an equal 
number of future packs sold and an $.80 

»•Data from the 1995 Statistical Abstroct af the 
United Stales. Table 677 lists week.ly earnings for 
full time wage and salary work.en for the group ''16 
lo 24 year-olds" in 1994. Table 682 lists median 
hourly earnings !or work.en paid hourly rates !or 
tho same group in 1994. Assuming a 40 percent 
increase for benefits, lho compensation rates for 
thoso two tables !or 16 lo 24 year·olds are S9.98/ 
hour and S7.87/hour. respectively. 

Using thcso figures will rosult in a low estimate 
for tho 16 to 26 year-old group because 25 and 26 
yr.ttr-olds earn moro than Hi anc117 year-olds. 

price premium for vending machine 
packs) to project a net $122 million of 
regulatory costs to the retail sector. 
Although not acknowledged, this 
methodology implicitly assumes that a 
redistribution of revenues (from vending 
machine owners to over-the-counter 
sellers) does not generate added societal 
costs. Elsewhere, the Barents Group 
includes distributional impacts in cos't 
totals. Nevertheless, even this $122 
million estimate is far too high. 

The fundamental problem is that 
changes in revenue, as discussed above, 
do not measure economic costs. The 
relevant economic measure of regulatory 
costs to an industry is the change in 
producer surplus that a firm makes from 
selling a good or service. Because 
producer surplus' are difficult to 
measure, accounting profits are 
sometimes used as a proxy. By 
examining only lost revenues, the 
Barents Group ignores the difference in 
the operating costs of the alternative 
sales channel. despite its recognition 
that "[i)n general terms, the extra 
margin at vending machines reflects the 
costs to vending machine owners of 
operating these machines, in addition to 
a return on their labor effort and capital 
investments." In other words, the reason 
that cigarettes purchased from a vending 
machine are more expensive is that it · 
costs more to sell a pack of cigarettes by 
vending machine. Consequently, if 
cigarette sales shift from more 
expensive-to-operate vending machines 
to OTC, the loss of industry profits ls 
much smaller than the loss of industry 
revenues. 

An approximate assessment of the net 
impact on retail profits requires a 
comparison of the pretax profit margins 
for vending machine operations as 
compared to OTC sales. The Barents 
Group cited survey results from the 
National Automatic Merchandising 
Association (NAMA) showing an 
average pretax profit margin of 3.8 
percent in 1993 and 2.0 percent in 1992, 
for an average 2.9 percent for vending 
machine operations. Because cigarette 
vending machine sales have decreased 
in recent years, current profit margins 
might be even smaller. Coincidentally, 

Conversely, using a benefits/wage ratio of 40 
percent !or 18 lo 26 year-olds will overstate the 
costs because lower paid work.en (hourly and part­
time work.ers, college students) are more lik.ely lo 
have less generous benefits pack.ages (li!lle or none 
o[ the !allowing: paid vacation, sick. leave. 
employer-paid health insurance). FDA increased 
tho estimetod compensation rates to $9 to Stl/hour 
lo assure it docs not underestimate the true 
compensation rate. 

ll8 Tobacco industry spending on magazine 
advertising was calculated using tobacco 

the Barents Group reports that the 
estimated average industry profit margin 
for convenience stores is also 2.9 
percent. If this rate applies to cigarette 
sales at convenience stores and if all lost 
vending machine cigarette sales:were 
transferred to convenience stores, the 
net pretax cost to the industry would be 
$3.5 million, not $122 million {$403 
million to $281 million) x 2.9 percent). 
Moreover, NAMA reports that over 50 
percent of all vending machines are 
located in bars and taverns and many 
others in business establishments 
frequented only by adults. The final rule 
permits vending machines in those 
places where the o"Wner can ensure that 
no young people under age 18 are 
present at any time. FDA does not know 
how many vending machines will be 
moved to restricted areas in compliance 
with this rule, but the number will 
further reduce this annual cost. 

10. Readership Surveys 

The Barents Group reported that 101 
leading national magazines had 
advertisements for tobacco products in 
1994. In addition, Barents obtained 
youth and adult readership data for 
1994 from MediaMark ResearCb, Inc. 
(MediaMark), for 41 of these 101 
magazines. Applying the regulatory 
threshold of 2 million readers or 15 
percent of total readership below the age 
of 18, Barents projected that 
advertisements in 32 of the 41 
magazines (78 percent) would be 
restricted to "text only" by the proposed 
regulation. In comparison, FDA 
examined copyrighted youth and adult 
readership data from the Simmons 
Marketing Bureau, Inc. (Simmons), 
another major marketing research firm, 
and found that only 13 of the 27 
magazines with tobacco ads (48 percent) 
had youth readership over the 
threshold. A comparison of youth 
readership levels from MediaMark and 
Simmons for magazines that had 
tobacco advertisements in 1992 ls 
shown in Table 11. 33& 

advertising share data from Barents and advertiJlng 
revenues from Adverlising Age. Advertising 
revenue was unavailable !or five small publlcalion1 
that accounted !or less than one percent of tobacco 
magazine advertising spending In 1994. To estimate 
tobacco advertising expenditures in these five 
publications. FDA assumed total advertising 
revenues !or each publication equal to $14,368, 
which is the lowest total revenue reported in 
Advertising Age !or 1994. 
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TABLE 11.-AVAILABLE YOUTH READERSHIP DATA FOR PUBLICATIONS 
WITH TOBACCO ADVERTISEMENTS IN 1994 

Estimated Per- MediaMark Research Inc. (1994 read- Simmons Market Research Bureau, 

Publications with Youth and Adult Read-
centage of 1994 
Tobacco Industry 

ership data) Inc. (1994 readership data) 

ership Data Spending on Mag- Number of Read- Percent of Read- Number of Read- Percent of Read-azine Advertise- ers Under 18 ers Under 18 
men ts (000) ers Under 18 (%) (000) ers Under 18 (%) 

Sports lllustrated•.2 10.0 5,201 18.0 4,614 17.1 
People•.2 9.8 3,020 7.8 2,465 8.0 
TV Guide1.2 6.5 6,739 13.2 7,102 15.6 
Time 4.1 1,972 7.7 n/a n/a 
Parade2 3.7 n/a n/a 6,059 6.9 
Cosmopolitan• 3.1 2,279 12.8 1,410 11.4 
Woman's Day 3.0 1,202 4.8 n/a n/a 
Entertainment Weekly2 2.9 n/a n/a 674 15.3 
Better Homes & Gardens• 2.4 2,042 5.5 785 3.4 
Newsweek 2.4 1,911 8.0 n/a . n/a 
Family Circle 2.1 1,210 4.2 646 3.5 
Field & Stream 2.1 1,760 11.1 815 7.9 
Glamour•.2 2.0 2,216 17.1 1,540 17.4 
Rolling Stone•.2 2.0 1,869 18.5 1,506 20.1 
Ladies' Home Journal 1.7 838 4.4 n/a n/a 
McCall's 1.7 1,274 6.7 506 3.7 
Redx>ok 1.7 1,153 7.8 565 5.4 
car & Driver• 1.6 1,465 18.3 n/a n/a 
Lile• 1.6 2,665 12.9 n/a n/a 
Popular Mechanics 1.5 1,617 14.5 744 10.3 
Outdoor Liie• 1.3 1,579 18.0 569 8.8 
Us 1.2 814 13.8 n/a n/a 
New Woman 1.1 685 14.0 n/a n/a 
Road & Track• 1.1 1,234 20.6 n/a n/a 
Soap Opera Digest 1.1 1,299 14.4 853 12.6 
Mademoiselle•.2 1.0 1,369 19.7 959 18.5 
Vogue•.2 1.0 2,237 18.0 1,300 17.4 
Hot Rod1 0.8 2,295 28.0 n/a n/a 
Ebony• 0.7 2, 111 15.8 1,046 9.4 

·Gentlemen's Quarterly• 0.7 1,037 15.1 n/a n/a 
Motor Trend• 0.7 1,393 22.1 n/a n/a 
Premiere• 0.7 617 25.8 n/a n/a 
Sport•.2 0.7 2,274 33.8 1,132 24.0 
Elle• 0.6 819 17.8 409 14.4 
Essence• 0.6 1,251 16.9 537 9.4 
Sports Afield 0.6 n/a n/a 0 0.0 
True Story 0.5 740 14.8 n/a n/a 
Jet• 0.4 1,724 16.7 1,169 12.2 
Popular Sclence•.2 0.4 1,906 20.8 874 16.1 
SeH1 0.4 786 16.2 n/a n/a 
Harper's Bazaar• 0.3 718 18.2 n/a n/a 
The Sporting News•.2 0.3 1,394 27.8 666 15.7 
Cable Guide' 0.2 3,358 22.6 n/a n/a 
Skl•.2 0.0 827 26.4 584 24.9 

1 MediaMark youth readership exceeds regulatory threshold. 
2s1nvnons youth readership exceeds regulatory threshold. 
Source: Barents Group LLC Tables IV-1 and A-2; Simmons Market Research Bureau, Inc.; R. Craig Encficott, "The Ad Age 300," Advertising 

Age, June 19, 1995. · 

The final regulation requires that 
specific youth and adult readership data 
be available for any magazine that 
displays a tobacco advertisement with 
color or imagery. Simmons currently 
conducts interviews with adults in 
approxim.ately 20,000 households 
annually and subsequently returns to 
about 3,000 of these households to 
interview their youth members. In 
general. however, marketing research 

firms collect data on youth readership 
only for those magazines commonly 
read by this age group. Thus, although 
78 percent and 48 percent of the 
magazines in the two youth readership 
samples described above exceeded the 
regulatory readership threshold, these 
sample results likely overestimate the 
percentage of magazines with current 
tobacco ads that exceed the threshold. 

Simmons now collects adult 
readership data for about 230 magazines 
and youth readership for about 65 
magazines. Because tobacco 
manufacturers currently advertise in 
about 100 magazines, the industry could 
often add magazines that are currently 
part of an ongoing adult readership 
survey to a youth survey, saving 
approximately 60 percent of the cost of 
collecting both adult and youth data. 
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Because FDA does not know how 
tobacco manufacturers will adapt their 
marketing strategies to the new 
regulatory thresholds, it is difficult to 
predict the number of new readership . 
surveys that may be initiated. It seems 
likely, however, that tobacco companies 
will both increase the frequency of 
advertising in "adult" magazines that 
already carry tobacco advertisements 
and find suitable "adult" magazines to 
replace many of the other magazines. 

One plausible scenario is that 
approximately one-half, or 50, of the 
magazines with current tobacco ads 
would not qualify as "adult" 
publications, because they exceed the 
youth readership threshold; and that the 
tobacco industry would choose to 
advertise in 50 other "adult" 
publications that do not currently carry 
tobacco ads. To identify these 50 
additional "adult" magazines, the 
industry might need to collect new 
youth readership data for up to 100 
magazines. In addition, as noted above, 
of the original 100 magazines with. 
current tobacco advertising, youth 
readership data is now available for at 
least 40. Thus, the tobacco industry may 
initially need to obtain new youth 
readership data for the remaining 60 
magazines. In total, therefore, the 
tobacco industry might opt to obtain 
youth readership data for an additional 
160 publications in the first year that 
the rule becomes effective. In 
subsequent years, this n~ber might fall 
to about 100 surveys, as the industry 
would concentrate its survey efforts on 
publications very likely to qualify. 

If a marketing research firm collects 
youth readership data, the cost may 
depend on the particular characteristics 
of the magazines being surveyed. The 
tobacco industry could choose, 
however, to hire a survey finn to 
develop and ad.minister a questionnaire 
solely to gather readership data for 
magazines with tobacco advertising. 
While FDA is uncertain about which 
approach the industry would take, the 
agency estimates that such new surveys 
might cost approximately $2 million in 
one-time costs and $1 million in annual 
costs, based on an average cost of about 
$650 and $350 per sample household. 

11. Records and Reports 

Manufacturers will need to comply 
with device regulations governing 
submissions of representative labels and 
advertising. medical device reporting 
(MDR's). establishment registration and 
product listing. and current good 
manufacturing practices (CGMP's). 

a. Labels and advertising. The rule 
requires that each manufacturer 
annually submit to FDA copies of 
representative samples of labels and 
advertising. While the agency expects 
about 1,000 product labels, FDA has no 
direct evidence on the number of 
advertisements that will be submitted. 
An approximate estimate, however, can 
be derived from the number of 
advertising samples submitted by the 
pharmaceutical industry. First, FDA 
calculated that of the $6.1 billion in 
advertising and promotional outlays 
reported to the FrC by the tobacco 
industry, only about $1.2 billion is 
spent on printed advertisements. 
(Derived by subtrQ.cting categories for 
"Coupons/Value Added," "Promotional 
Allowances," "Specialties Items," and 
"Free Samples" from the total $6.1 
billion). 

The pharmaceutical industry spends 
an estimated 22.5 percent of sales on 
marketing, of which about one-quarter 
may be allocated to advertising ethical 
pharmaceuticals. s37 The approximately 
$50 million in annual sales of 
pharmaceutical manufacturers, 
therefore, implies a $2.5 billion annual 
advertising budget. FDA estimates that 
it currently receives about 25,000 pieces 
of pharmaceutical advertising per year. 
As the pharmaceutical budget is roughly 
twice the size of the $1.2 billion tobacco 
industry figure derived above, the 
agency might receive half as many 
documents. Alternatively, reduced 
promotional activities may prompt an 
increase in the number of printed 
advertisements prepared by tobacco. 
companies, although the Barents Group 
assumed this number would decline. 
Therefore, FDA projects that it will 
receive the same number of 
advertisements for tobacco products as 
it currently receives for pharmaceutical 
products, or about 25,000 per year, plus 
about 1,000 labels. 

Estimates of the time burden of these 
paperwork submissions ranged from 20 
minutes (The Barents Group) to 1 hour. 
and estimates of the hourly cost ranged 
from $25.00 (Tobacco Institute) to 
$45.26 (the Barents Group). Using the 
high end of both ranges provides an 
upper bound cost estimate of $1.2 
million. This figure is significantly 
lower than either the original FDA 
estimate, or the Barents Group estimate 
of $55 to $57 million, largely because 
the final rule imposes no specific 

'"U.S. Congress. Offico o! Technology 
Assessment, ""Pharmaceutical R&D: Costs. Risks and 
Rewards."" OTA·H·SZZ Washington, OC: U.S. 
Governmenl Printing Office. pp. 303-304, February 
1993. 

paperwork requirements on retail 
establishments. 

b. MDR's. The final rule will require 
MDR's for serious unexpected incidents. 
FDA asswnes that 31 manufacturing 
companies 338 and 1,365 distributors 339 

will bear total one-time costs of $21,000 
and $231,000, respectively, for 
establishing and documenting 
procedures for MDR reporting. These 
costs include 32 hours of effort per 
manufacturing firm and 8 hours per 
distributor. Based on estimates 
previously developed for the Medical 
Device User Facility and Manufacturer 
Reporting Final Rule, these activities 
were distributed over wage rates 
averaging $21.17. Annual costs for MDR. 
reporting requirements are more 
difficult to predict, because they depend 
on the number of adverse event reports 
that will be submitted. FDA projects, 
however, that followup investigation 
and reporting of a single event takes 
about 8 hours of labor and costs about 
$218. Thus, if 50 adverse event reports 
were filed annually, the annual cost 
would be about $11,000. In addition, if 
each manufacturing company submits a 
single baseline report and annual 
updates, these costs would be about 
$2,100 annually, based on unit costs of 
$54 and $14 per report, respectively. 
Annual certification is necessary, but is 
typically a formality in terms of data 
collection and reporting and is 
estimated to cost about $800 for all 
manufacturers and $35,000 for all 
distributors asswning 1 hour of 
professional and clerical time at $25.80 
per hour. 

c. Registration and listing. 
Registration and listing duties are 
estimated to take 41 manufacturing 
establishments 2 hours each to prepare 
at a unit cost of $42, totaling about 
$1,700 per year for the industry. 

d. CGMP's. The Tobacco Institute 
asserted that cigarette manufacturers 
would need substantial time to comply 
with CGMP's as the industry "would 
need to adopt major new systems • • • 
[and) make major changes to their 
procedures just to accommodate the 
recordkeeping required." Conversely, 
the economics study prepared by the 
Barents Group for the Tobacco Institute 
showed no additional costs for this 
requirement. FDA agrees that these costs 

" 8 1992 U.S. Census o! Manufactures. Industry 
Series. Tobacco Products, Table le. A few U.S. 
agents designated to represent foreign 
ma nu [ecturors would also need to file forms. but 
these costs should be minimal. 

""Specie I Census Tabulation prepared by U.S. 
Bureau or Census for U.S. Small Business 
Administration. Table 3-United States 
(unpublished dala). 
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should be minimal for facilities with 
good quality assurance programs. Its 
CGMP's do not specify a specific format, 
but encompass a wide variety of broad 
requirements for documenting operating 
procedures. Contrary to the Tobacco 
Institute's claim that "even a well-run 
cigarette manufacturing facility would 
need to adopt major new systems," 
CGMP's are, in fact, based on the 
activities of well-run operations. 
Moreover, device CGMP's are currently 
under revision to bring them even closer 
to ISO 9001, the generally recognized 
international standard for quality 
assurance systems. Thus, while FDA has 
little experience with day-to-day 
tobacco manufacturing procedures, the 
agency does not anticipate the need for 
substantial quality system redesign. 
Wholesalers and distributors also 
submitted comments contending that 
the CGMP's would create added 
paperwork burdens, but the agency has 
exempted these sectors from the CGMP 
requirements. 

12. Government Enforcement 

FDA estimates of internal costs for 
administering and enforcing this 
regulation are extremely uncertain, as 
they will depend on the working 
relationships to be established with 
State tobacco control programs. As a 
best estimate, however, FDA projects 
that between 30 to 50 full-time 
employees (FTE's) will be needed to 
implement the rule. Fully loaded 
employee costs vary with the type of 
employee (e,g., field inspectors versus 
administrative), but an average of 
$100,000 per FTE places the dollar cost 
at between $3 and $5 million per year. 
SAMHSA has estimated that State 

Discount 25o/o Rate 
Low -High Low 

programs will need between $25 and 
$50 million annually to administer and 
enforce appropriate State operations. 

13. Comparison of Benefits to Costs 

FDA expects the net societal benefits 
of the rule to far exceed the regulatory 
costs. Based on the analysis presented 
above, the estimated one-time costs of 
the combined FDA and SAMHSA rules 
are $174 to $187 million and the 
estimated annual costs are $149 to $185 
million. Taking the midpoint of the 
ranges and annualizing the one-time 
costs at 3 and 7 percent, respectively, 
yields total annualized costs of $172 
million and $180 million. In contrast, 
the agency's best estimate of the 
monetized regulatory benefits that 
would follow a 50 percent reduction in 
underage tobacco use ranges from $28.1 
to $43.2 billion at a 3 percent discount 
rate and from $9.2 to $10.4 billion at a 
7 percent discount rate. Thus, as shown 
in Table 12, the net benefits (benefits 
minus costs) of a total effectiveness rate 
of 25 percent range from $27.9 to $43 
billion at a 3 percent discount rate and 
from $9.0 to $10.2 billion at a 7 percent 
rate. Table 13 indicates that those 
figures imply a cost per life-year saved 
of from $800 to $4,700 and a cost per 
death avoided of from $11,000 to 
$52,000. As noted earlier, these benefits 
are exclusive of the substantial health 
improvements expected to result from 
the reduced consumption of smokeless 
tobacco. 

The substantial differential between 
these estimated costs and benefits 
withstands rigorous sensitivity analysis 
(see Table 12). For example, SAMHSA 
estimated that its rule would reduce 
underage tobacco use by from one-third 

TABLE 12.-NET BENEFITS 
($Billions) 

Effectiveness Rates 

15% 10% 

High Low High 

3% 27.9 43.0 16.7 2S.7 11.1 17.1 
7% 9.0 10.2 5.3 6.1 3.5 4.0 

Illustrative Incremental Net Benefits' 

3% 16.8 25.8 10.0 . 15.5 6.7 10.3 
7% 5.4 6.2 32 3.7 2.1 2.4 

' Attributes 40% of benefits and associated costs to SAMHSA 

340 Costs includo 100 percent of SAMHSA's stato costs, von<ling machine costs, and retail and 
enforcement costs, plus 40 percent of retail training consumer 1.0. check costs. 

to one-tenth. The approximate midpoint 
of that estimate (20 percent) constitutes 
about 40 percent of the regulatory 
benefit of reducing underage tobacco 
use by one-half. If, for illustrative 
purposes, these results, as well as a 
proportional fraction of the relevant 
costs, 340 are attributed to SAMHSA, the 
incremental net benefits of the FDA rule 
still range from $16.8 to $25.8 billion at 
a 3 percent discount rate, and from $5.4 
to $6.2 billion at a 7 percent discount 
rate. 

Moreover, FDA assumed that reaching 
the "Healthy People 2000" goal would 
deter about one-quarter of the 1 million 
youth under age 18 who currently begin 
to smoke each year from ever smoking 
as an adult. Thus, this goal implies a 25 
percent overall effectiveness rate. If, 
however, these rules prevent smoking as 
an adult for even 5 percent of the 
teenagers who would otherwise become 
adult smokers, they would produce 
estimated annual net benefits of from 
$5.4 billion to $8.5 billion at a 3 percent 
discount rate and from $1.7 billion to 
$1.9 billion at a 7 percent discount rate. 
Even if this latter scenario attributed 40 
percent of the benefits and relevant 
costs to SAMHSA, the annual net 
benefits of the FDA rule would still 
range from $3.3 billion to $5.1 billion at 
a 3 percent discount rate and from $1.0 
billion to $1.2 billion at a 7-percent 
discount rate. This last example implies 
a cost per life-year saved of $3,500 to 
$21,100 and a cost per death avoided of 
$47,000 to $234,246. These figures are 
well within the range of values for 
health interventions typically · 
considered cost-effective. 

5% 2.5% 

Low High Low High 

5.4 6.5 2.6 4.1 
1.7 1.9 0.74 0.86 

3.3 5.1 1.6 2.5 
1.0 1.2 0.45 0.53 

C..·:" .... 
~-
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TABLE 13.-COST EFFECTIVENESS 

Effectiveness Rates 

Discount 25% 15% 10% 5% 2.5% 
Rate CosVUle- CosVDeath CosVlile- CosVDeath CosVUle- CosVDeath CosVUfe- CosVDeath Cost/life- Cos VD ea th 

Year Avoided Year Avoided Year Avoided Year Avoided Year Avoided 
Saved($) ($) Saved($) ($) Saved($) ($) Saved($) ($) Saved($) ($) 

3% 
7% 

3% 
7% 

815 
4,722 

706 
4,220 

10,862 
52,423 

9,413 
46,849 

1,358 
7,870 

1,177 
7,033 

18,103 2,038 27,155 
87,372 11,804 131,059 

Illustrative Incremental Cost-effectiveness1 

15,689 
78,082 

1,766 
10,549 

23,533 
117,123 

4,075 
23,609 

3,532 
21,098 

54,310 
262,117 

47,067 
234,246 

8, 151 
47,218 

7,064 
42,197 

108,621 
524,235 

94,134 
468,492 

1 Attributes 40% of benefits and associated costs to SAMHSA 

E. Distributional Effects 

These regulations will impose a 
variety of sector-specific distributional 
effects. Those sectors affiliated with 
tobacco and tobacco products will lose 
sales revenues and these losses will 
grow over time. Businesses engaged in 
the provision of tobacco product 
advertising may also face reduced 
revenues. Simultaneously, nontobacco­
related industries will gain sales, 
because dollars not spent for tobacco 
products will be spent on other 
commodities. 

1. Tobacco Manufacturers and 
Distributors 

For its calculation of regulatory 
benefits, FDA estimates that 
implementation of the regulations may 
redoce the cigarette consumption of 
underage smokers by one-half within 7 
years. As discussed earlier in this 
section, based on data presented in 
Cummings, et al., FDA finds that 
teenage smokers under the age of 18 
consumed about 316 million packs of 
cigarettes in 1994. A 50-percent cut in 
sales would drop the number of packs 
sold by 158 million. Moreover, FDA has 
assumed that at least one-half of those 
500,000 teenagers who would be 
deterred from starting to smoke each 
year would refrain from smoking as 
adults, decreasing the number of adult 
smokers by 250,000 per year. Because 
each adult smoker consumes about 500 
packs per year, about 124 million fewer 
packs would be sold per year. 

Thus, achieving the agency's goal 
would reduce cigarette consumption by 
158 million packs in the first year 
(while only teenagers are affected). 158 
million plus 124 million packs in the 
second year, 158 million plus 2 times 
124 million packs in the third year. and 
so on. Since 1994 cigarette shipments 

totaled 36.3 billion packs, 341 cigarette 
consumption would fall by about 0.4 
percent in the first year, 1.8 percent in 
the fifth year, and 3.5 percent in the 
tenth year following implementation. 
(In fact, these reductions may take even 
longer, because it may be several years 
before the 50-percent effectiveness level 
is achieved, and because young adults 
smoke fewer packs than older adults). 

Hence, annual tobacco revenues will 
decline slowly over time. The U.S. 
Bureau of the Census estimates 1994 
revenues for cigarette and smokeless 
tobacco manufacturers at about $25.9 
billion. 34 2 Assuming comparable 
reductions in smokeless tobacco, these 
calculations imply that tobacco 
manufacturer revenues will fall by $128 
million in the first year (0.5 percent), 
$501 million in the fifth year (1.9 
percent), and $966 million in the tenth 
year (3.7 percent). While these 
reductions are significant, the gradual 
phasing of the impacts will significantly 
dissipate any associated economic 
disruption. 

In a 1992 report prepared for the 
Tobacco Institute, Price Waterhouse 
estimated that the tobacco 
manufacturing. warehousing and 
wholesale trade sectors employed about 
107 ,000 full-time workers. 3 43 Thus, a 
constant production-to-employment 
ratio projects that a 3.7-percent 
reduction in sales over a 10-year period 

•••··Tobacco Situation and Outlook. Report," 
U.S.D.A., Economic Research Service, p. 4, April 
1995. 

,., "1994 Annual Survey of Manufactures: Value 
of Product Shipments," U.S. Department of 
Commcrco, Bureau of the Census, Table 1, p. 210. 
ASM does not roport data below the 5-digit SIC 
Codo Level. FDA assumed chewing tobacco 
roprosontcd the same percontage of SIC Code 2131 
(Chewing and Smoking Tobacco) in 1994 as it did 
in 1992 when it was classifiod et a 6-digit SIC code 
in the Consus of Manufacturers. 

HJ "Tho Economic Impact of tho Tobacco 
Industry on the Unitod States in 1990."" Price 
Waterhouse. p. ES-3. October 1992. 

would result in the displacement of 
about 4,000 jobs, or 400 jobs annually 
among manufacturers, warehousers, and 
wholesalers. Alternatively, a University 
of Virginia study concluded that "the 
Price Waterhouse study for the Tobacco 
Institute provides estimates of tobacco's 
impact that are high compared to other 
measures." 344 That study referenced a 
recent U.S. Department of Agriculture 
analysis by Gale that found that 
manufacturing and wholesale trade 
activities employ only 83,000 full-time 
equivalent workers. 345 If true, this 
finding reduces these job loss estimates 
to about 3,000 jobs, or 300 annually. 

The smaller job loss estimate is 
generally confirmed by a recent study 
by Warner, et al., who applied a 
computer simulation model to forecast 
the regional impact of reductions in 
tobacco use. 34& The authors used "a 
state-of-the-art macroeconomic model to 
simulate what would happen if 
consumers reduced their tobacco 
expenditures, with the same·level of 
spending redistributed to other goods 
and services • • •." One scenario 
assumed that tobacco control activities 
would reduce the expected rate of 
tobacco purchases by 2.06 percent per 
year, or roughly 5 times the estimated 
effect of the FDA rule. While this 
scenario does not present direct impacts 
to the tobacco industry alone, it 
forecasts job losses after 8 years of 6,401 
for all U.S. wholesalers and 5,957 for 
Southeast Tobacco Region 

,.. Knapp. J. !.., "Tobacco In Virginia," Waldon 
Cooper Center for Public Service, University of 
Virginia, p. 5, December 1995. 

.'"Gale, F., "What Tobacco Farming Means to 
Local Economies," U.S. Departmant of Agriculture, 
Economic Research Service, Agriculture Economic 
Report Number 694, p. 5, September 1994. 

•••Warner. K. E., G. A. Fulton. P. Nicolas, and D. 
R. Grimes. "'Employment Implications ol Declining 
Tobacco Product Sales for the Regional Economl85 
ol the Unitod States."" //IM/I, pp. 1241-1246, April 
24. 1996. 
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manufacturers. Accounting for the 
multiple of 5, comparable job losses 
attributable to the FDA rule would total 
about 2,600 after 8 years, or about 325 
annually. 

The Barents Group did not address 
the long-term gradual decline in tobacco 
use projected by FDA. Nevertheless, it 
claimed that the agency underestimated 
the economic impact on industry by 
failing to accoWlt for the lost sales to 
adults that would result from the 
proposed ban on vending machines and 
self-service displays and the required 
checking of customer I.D. 's. The Barents 
Group argued that the added consumer 
inconvenience imposed by these 
provisions was tantamoWlt to an 
increase in the effective price of tobacco 
products, which would rapidly decrease 
the consumption of tobacco by adults. 
Relying on "hypothetical scenarios" 
that assume demand declines of 5 and 
10 percent, the Barents Group forecast 
that the tobacco manufacturing industry 
would lose from 1,800 to 3,700 jobs due 
to this increased consumer 
inconvenience. 

FDA believes these Barents 
projections are substantially overstated. 
Impacts associated with cigarette 
consumption declines of 5 to 10 percent 
cannot possibly be attributed to the loss 
of vending machines, because vending 
machine purchases make up less than 1 
percent of all cigarette purchases. 
Further, according to NAMA, there are 
only 141,000 cigarette vending 
machines currently in use (and that 
number is falling rapidly), and the cost 
analysis prepared by the Barents Group 
predicted that 100,000 of these 
machines would be replaced by new 
OTC establishments. Thus, the Barents 
Group's own analysis eliminates any 
added consumer inconvenience from 
three-quarters of the existing inventory 
of machines. Moreover, the near-term 
impact on adult tobacco consumption 
will be further moderated both because 
the final nile allows vending machines 
in "adult" facilities, and because the 
added inconvenience cost will be 
partially offset by the lower price of the 
OTC product. These factors together 
make it extremely Wllikely that fewer 
vending machines will lead to a 
substantial near-term fall in tobacco 
industry sales revenues. 

The likelihood that tobacco sales will 
decline significantly due to 
inconvenience imposed on adult 
customers by the self-service restriction 
is similarly remote. While some 
purchasers would need more time to 
complete a transaction, other purchasers 
would save time by no longer having to 

search and retrieve a desired product. In 
the absence of empirical evidence, the 
result is indeterminate; but FDA has 
seen no convincing evidence or 
arguments to demonstrate that any 
delays caused by the self-service 
restriction will significantly curtail 
adult tobacco use. 

Finally, although FDA calculated 
above that increased delays due to I.D. 
checking could cost young adult 
consumers under the age of 26 up to $50 
million per year, even this cost would 
not lead to significant consumption 
declines. As described, the increased 
checkout waiting time for young 
purchasers was estimated to average 
about 8.3 seconds, which translates to a 
cost of about 2.3 cents per transaction, 
or 1.35 percent of the cost of a pack of 
cigarettes. According to the Barents 
Group, representative estimates of 
demand elasticities for cigarettes range 
from -0.6 to -1.0. Young adults under 
the age of 26, however, purchase only 
about 10 percent of all tobacco products. 
Thus, the fall in total tobacco sales 
would be, at most, 0.1 percent, not the 
5 to 10 percent assumed by the Barents 
Group. Moreover, even the 0.1 percent 
figure is an overestimate, because those 
consumers irritated by the delay will 
increase the volume of tobacco products 
purchased per transaction. As a result, 
the number of cartons sold will rise, but 
the decline in tobacco product sales 
revenues attributable to the 
inconvenience effects of I.D. checks will 
be negligible. 

2. Tobacco Growers 

As explained above, total cigarette 
and chewing tobacco consumption is 
expected to decrease by 0.5 percent in 
the first year, 1.9 percent by the fifth 
year, and 3.7 percent by the tenth year, 
following compliance with the 
regulation. Price Waterhouse estimated 
that, on a full-time equivalent basis, 
about 153,000 farmers grew tobacco in 
1990. Based on these figures, constant 
production-to-employment ratios imply 
employment losses among tobacco 
growers of about 5,700 after 10 years, or 
about 570 annually. Alternatively, the 
Gale study for the U.S. Department of 
Agriculture (USDA) 347 estimated the 
number of full-time equivalent tobacco 
farmers to be only 65,400, which would 
reduce the job loss estimate to about 
2,500 by the tenth year, or 250 annually. 

This latter figure also closely fits the 
findings of Warner, et al., who, as 

147 Cale, F., "What Tobacco Farming Mcan!'i lo 

Local Economics," USDA. Economic Research 
Service, Agriculture Economic Report Number 64, 
p. 5, Septcml>cr 1994. 

described above, used a '"state-of-the­
art" macroeconomic simulation model 
to project the employment effects of 
declining tobacco consumption. J4e 

Assuming domestic tobacco 
consumption decreases of 2.06 percent 
per year, Warner, et al. predicted about 
7,500 job losses within an 8-year period 
for "Southeast Tobacco Region" 
farmers. As this fall in tobacco use is 
roughly five times that projected by 
FDA, the analogous job loss estimate 
would be about 1,500 over the 8-year 
period, or about 190 per year. 

According to the USDA study by Gale, 
"[f]or most farms, tobacco growing is a 
part-time, seasonal enterprise, and 
production per farm is usually small. 
About two-thirds of tobacco farmers 
work off-farm." J49 Citing 1987 Census 
of Agriculture data, Gale notes that only 
65 percent of the farms growing tobacco 
in the United States reported earning 
more than half of their receipts from 
tobacco, and of those farms, 
approximately 80 percent had total farm 
sales under $20,000. He explains that 
the availability of alternative land uses 
will dictate the economic results: 

The key factor in adjusbnent to a smaller 
tobacco industry is the alternative uses 
available for land, labor, and capital used in 
tobacco production • • • For the most part, 
concern is focused on rural areas where 
tobacco is grown because this stage of 
production has the most specialized 
resources with fewer attractive alternative 
uses. In many areas, small fanns that are 
unviable without tobacco profits would cease 
production and their land would be absorbed 
into larger neighboring farms or converted to 
other uses • • • In marginal fanning areas 
• • • much of the land devoted to tobacco 
would be converted to residential, 
commercial, industrial, or forestry uses, in 
which case it would still generate income for 
the local economy • • • This land is already 
being converted to nonfann uses in rapidly 
growing areas like southern Maryland and 
Raleigh-Durham, North Carolina. 3'1o 
FDA notes that the economic 
consequences of these trends will be· 
substantially mitigated by the very 
moderate pace of the projected changes. 

3. Vending Machine Operators 

The final regulation prohibits all 
vending machine sales of regulated 
tobacco products except for those 
machines located in a facility where 

348 Warner. K. E .. G. A. Fulton. and 0. R. Grimes. 
"Employment Implications of Declining Tobacco 
Product Sales for tho Regional Economies of the 
United States,"" /AMII. pp. 1241-1246. April 24, 
1996. 

349 Gale, F., "What Tobacco Farming Means to 
Local Economies." USDA. Economic Research 
Service, Agriculture Economic Report Number 64, 
p. I. September 1994. 

HO/d., P· iii. 
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persons under the age of 18 are not 
present at any time. In recent years, 
cigarette vending sales have dropped 
precipitously, due to numerous 
restrictive State and local ordinances. 
According to the NAMA: 

(t]he 1986 cigarette location survey 
mirrored an industry with about 700,000 
cigarette vending machines on location. In 
1994, the vending industry was estimated to 
have between 141,000 and 400,000 cigarette 
machines. This represents a decline in the 
number of cigarette vending machines on 
location of between 43 percent and 60 
percent. 

The U.S. Department of Commerce 351 

reports that 1992 sales of tobacco 
products by automatic merchandising 
machine operators were about $452 
million, or 7 .1 percent of that sector's 
total sales, but a NAMA fact sheet 
shows this rate continuing to fall, 
dropping from 8.5 percent in 1990 to 2.7 
percent in 1994. One trade magazine 
explains that, "[c)igarette vending, once 
an industry mainstay, is now a niche 

business increasingly conducted by 
specialized enterprises." 352 

Referring to 1992 Census data, NAMA 
declared that over 3,000 vending 
machine operators supply cigarettes, not 
including the bars, restaurants, hotels, 
and bowling alleys that own their own 
machines. On average, these mostly 
small firms receive 10 percent of their 
revenues from cigarette sales, although 
some finns are even more dependent. 
While some vending machines can be 
converted to sell other products, one 
large cigarette machine manufacturer 
maintained that more than 85 percent of 
the existing machines can be converted 
only for new products with packaging 
similar in dimension and form to 
cigarette packages. 

While vending operators will need to 
develop new markets to replace the 
already dwindling sales revenues from 
cigarette vending machines, the overall 
economic impact will be mitigated 
somewhat by FDA's decision to exempt 
"adult only" locations from the ban. 
According to a 1995 NAMA survey, 58 

percent of cigarette vending machines 
are located in bars and cocktail lounges, 
11 percent in factory/plant locations, 
and 3 percent in business offices. 353 

Those locations that do not permit the 
entry of youngsters under the age of 18 
will be exempted from the cigarette 
vending machine restriction. 

4. Advertising Sector 

In annual reports to FTC, 
manufacturers of cigarettes and 
smokeless tobacco reported 1993 
advertising and promotional/marketing 
expenditures of $6.0 billion and $119 
million, respectively (see Table 14). 
About $2.6 billion {43 percent) of these 
outlays went to consumers as financial 
incentives to induce further sales (e.g., 
coupons, cents-off, buy-one-get one free, 
free samples), and $1.6 billion (26 
percent) to retailers to enhance the sale 
of their product. The remaining $1.9 
billion (31 percent) were related to 
consumer advertising activities that will 
be significantly modified by the "text 
only" restrictions. 

TABLE 14.-TOBACCO ADVERTISING/PROMOTIONAL EXPENDITURES 
1993 (Millions of Dollars)' 

Promotion Type 

CouponsNalue Added 
Promotional Allowances 
Point of Sale 
Specialties Items 
Outdoor 
Magazines 
Public Entertainment 
Free Samples 
Transit 
Newspapers 
Direct Mail 
Endorsements 
All Others 

Total 

1 Totals may not add due to rounding. 
Source: U.S. Federal Trade Conmission 

FDA cannot project the ultimate 
industry response to these advertising 
restrictions. On the one hand, the 
effectiveness of many advertisements 
will fall. On the other hand, many 
alternative marketing promotional 
activities will be prohibited or 
constrained even more stringently. 
raising the relative desirability of the 
remaining advertising options. 
Moreover. as described above, FDA may 

:.~ 1 U.S. Department of Commerce, .. Merchandise 
Linc S"les." 1992 Census of Retail Trade, RC92-S-
3RV, pp. 3-27. 3-31. 

Hz Vending Times. Census of lhe Industry Issue, 
p. Jfi-0, 1995. 

require new informational programs that 
would generate a substantial increase in 
advertising fodustry revenues. 
Nevertheless, if tobacco outlays fall, 
there will be short-term dislocations as 
industry resources are redirected to 
other uses. One firm that depends 
heavily on tobacco advertising warned 
of severe economic burdens, pointing to 
income and job losses for many of its 
employees and suppliers. Most 

Hl National Automatic Merchandising 
Association, Cigarette Vending Machine Location 
Study, conducted August 31. 1995. 

Cigarettes Smokeless Total 

2,559 32 2,591 
1,558 13 1,571 

401 13 414 
756 4 760 
231 1 232 
235 7 242 

84 23 107 
40 16 56 
39 0 39 
36 1 37 
31 1 32 
0 0 0 

64 7 71 

6,035 119 6,154 

advertising suppliers, however, are not 
overly specialized with respect to 
particular consumer products and 
would redirect resources to other 
advertising purchasers, albeit at some 
revenue loss. While FDA is aware that 
such demand shifts cause short-term 
disruption, the U.S. economy creates 
and discards thousands of products 
each day. For most advertising media, 
the ability to respond rapidly to 
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changing markets is a mainstay of 
economic survival. 

a. Print media. The final regulation 
requires that advertising of cigarettes or 
smokeless tobacco be restricted to black 
text on a white background in those 
publications where youthful readers 
constitute more than 15 percent of total 
readership or number more than 2 
million. FDA cannot reasonably forecast 
the future marketing strategies of 
tobacco manufacturers, but foresees a 
possible fall in the $242 million worth 
of magazine advertising and the $37 
million worth of newspaper advertising 
that tobacco manufacturers reported to 
the FTC in 1993. These advertising 
revenues comprised about 1.1 percent 
and 0.1 percent of the 1992 value of 
shipments for periodicals and 
newspapers, respectively. 354 The 
Barents Group identified 32 leading 
magazines with tobacco advertising in 
1994 that have youth readership levels 
exceeding the regulatory threshold and 
found that these publications received, 
on average, 7 .3 percent of their total 
advertising revenues from tobacco in 
1994. They also predicted, based on the 
sharp downward trend of these 
advertising outlays, a 21-percent drop in 
magazine advertising and a 45-percent 
drop in newspaper advertising for 
tobacco products by 1996, irrespective 
of the FDA regulation. 

The impact of these restrictions on the 
various advertising media and agencies 
is difficult to determine. The Barents 
Group contended that FDA had argued 
in its original analysis that "regulations 
for print media will have little or no 
adverse impact." In fact, FDA made no 
such projection, although the agency 
did present several historical examples 
of advertising bans (e.g., the broadcast 
ban on tobacco products) where 
advertising revenues rebounded in spite 
of new legal restrictions. The Barents 
Group also faulted FDA for not 
comparing actual revenues after the 
broadcast ban to revenues "that would 
have been expected in the absence of 
the ban." FDA, however, does not 
believe that this "counter factual" logic 
for estimating costs precludes the 
agency from suggesting that income and 
employment would not necessarily fall 
in the wake of new advertising 
restrictions. 

Several comments declared that 
advertising outlays would fall sharply 
and subscription prices rise. According 
to the Barents Group, imagery is a 
prerequisite for effective promotion and, 

'"Statistical Abstrocl of tlie United Stales. p. 
750, 1995. 

in its absence, magazine and newspaper 
advertising revenues would fall by 25 to 
75 percent. It also predicted that the 
reduced revenues would, in turn, force 
publication subscription prices to rise. 

FDA agrees that there will be adverse 
impacts on certain publications, but 
notes that the tobacco industry is 
currently shifting its advertising budget 
away from print media and that only 6 
of the 32 affected magazines identified 
by the Barents Group received over 10 
percent of their revenues from tobacco 
products. Moreover, as noted earlier, 
while FDA cannot project the tobacco 
industry's marketing strategies, the 
agency suggests that restricted 
promotion alternatives could reestablish 
print advertising as a relatively 
attractive option for conveying product 
information to adult readers; thereby 
slowing or even reversing the recent 
slide in this type of tobacco advertising. 

The Barents Group also asserted that 
the commercial printing industry, as 
well as other industry sectors, would be 
harmed by restrictions on coupons and 
"retail value added" promotions. These 
expenditures, which account for $2.6 
billion, or 42 percent of the total tobacco 
advertising and promotional outlays 
reported to FTC in 1993, include outlays 
associated with cents-off coupons and 
multiple pack promotions, such as "buy 
one, get one free" or "buy two, get one 
free;" as well as other give-away 
promotions, such as "buy cigarettes and 
get a free promotional item." The former 
activity will be permitted but the latter 
prohibited under the final regulation. 
Although a comment submitted by the 
Tobacco Institute noted that, 
"[a)nalytically, such spending is more 
akin to a price cut than to 
advertising," 355 the Barents Group, 
nonetheless, concluded that, "[a) 
considerable part of this spending 
would likely be eliminated by the 
proposed regulations." FDA, however, 
does not agree that the printing industry 
will be significantly affected by changes 
in "coupons and value added" outlays. 
Cents-off coupons and multiple pack 
promotions are the principal 
components of these promotions and 
will continue to be available under the 
final rule. 

b. Advertising agencies and other 
suppliers. Advertising agency revenues 
are directly tied to the level of 
advertising expenditures by product 
manufacturers. If tobacco manufacturers 
reduce advertising outlays. these 
agencies will lose income. The Barents 

l5'.'t Dcalcs, J. H .. "Advertising and the 
Determinants or Teenage Smoking Behavior," vol. 
44. p. 13, 1993. 

Group found that, in 1993, tobacco 
companies routed almost $1 billion 
through ad agencies (less than 1 percent 
of the reported $131.3 billion spent on 
U.S. media advertising in 1992). 356 

Assuming agency fees of 10 percent 
(while overlooking the proposed $150 
million educational campaign), it 
suggested that advertising declines of 25 
to 75 percent would decrease agency 
annual revenues by $25 million to $77 
million. Assuming a 50 percent drop 
($140 million) in magazine and 
newspaper advertising, the Barents 
Group next applied a simulation model 
to predict that supplier firms among 
advertising agencies, government, 
business and professional services, and 
commercial printers businesses would 
lose revenues of from $12 to $23 
million. While acknowledging that, 
"• • • there will be eventual offsetting 
revenue gains in other industries not 
shown • • •," these other sectors were 
not identified and the offsetting 
revenues not explicitly quantified. The 
Barents Group correctly noted that the 
adjustments will involve short-term 
costs to the affected sectors, but did not 
estimate the expected magnitude of 
these adjustment costs. 

c. Outdoor advertising industry and 
public transit authorities. The final rule 
restricts tobacco billboards and public 
transit advertising to black text on a 
white background and bans all 
stationary outdoor tobacco ads within a 
1,000-foot radius of any school or public 
playground. The Barents Group 
predicted that almost all urban areas 
would be cdvered by the ban and 
expected almost no new outdoor 
tobacco advertising "even in permitted 
areas due to the relative ineffectiveness 
of black-and-white text as an advertising 
medium." Further, explaining that the 
$232 million spent on outdoor 
advertising in 1993 accounts for about 
14 percent of all outdoor advertising in 
the United States, the Barents Group 
found it unlikely that the industry could 
find new means of maintaining its 
current revenues. 

In fact, the billboard industry and 
public transit districts will have to find 
replacements irrespective of this 
regulation. According to the Barents 
Group projections, spending on outdoor 
advertising by tobacco companies will 
fall by almost 40 percent between 1988 
and 1996 (Appendix Table). One 
billboard trade source notes that, 
"almost 60 percent of the industry's 
1979 revenues were derived from 

»• Endicoll, R. C., "'Top Advertisers Rebound, 
Spending lo S36 Uillion:· Advertising Age, vol. 64, 
No. 41, p. I, Scplcmbcr 29, 1993. 
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tobacco and alcohol advertisers. Today 
that number is down to 13 percent, 
replaced by retail, business and 
consumer services, entertainment, and 
travel advertisers." 357 Similarly, FDA's 
preliminary economic analysis had 
recognized that Canada's billboard 
industry had rapidly adjusted to a 
recently imposed advertising ban and 
"quickly replaced $20 million in lost 
cigarette revenues with ads for food, 
soap, toothpaste and beer." 358 

In 1993, tobacco industry spending on 
public transit ads ($39.1 million) 
contributed less than 1 percent to total 
public transit revenues, having declined 
by 35 percent from 1990 to 1993. 
Acknowledging that these expenditures 
would continue to fall, irrespective of 
this rule, the Barents Group argued that 
since relatively few transit authorities 
accept tobacco ads, the impact of the 
regulation would be significant for those 
few. 

d. Specialty item suppliers. The 
prohibition of nontobacco specialty 
items bearing the name or logo of 
tobacco products will affect a 
substantial number of specialty 
manufacturers. In earlier comments to 
FTC, 359 the Specialty Advertising 
Association International noted that it 
"represents 4,400 firms that 
manufacture or sell utilitarian objects 
imprinted with advertising * * * 
predominantly small businesses." It is 
likely that some of these firms would, at 
least initially, lose part of this $760 
million market and would experience 
short-term costs while exploring other 
business options. 

The Barents Group projected that 
manufacturer outlays for these 
promotional items, in the absence of the 
FDA rule, would triple between 1993 
and 1996, rising from $760 million to 
$2.2 billion, assumed that the rule 
would cause revenue decreases of 25 to 
75 percent, and modeled the impacts 
among other affected industry sectors 
(e.g., miscellaneous manufacturers 
producing matches and matchbooks, 
cigarette lightera, pens and pencils, 
sporting goods, etc.). The revenue and 
employment losses, therefore, were 
measured from a baseline that assumed 
a tripling of future industry revenues. 
While these growth projections may be 
optimistic, they demonstrate the rapid 
swings that typify the market for many 

1 "" Ourns, K .... Driving Into the Future with New 
Tochnology."" Outdoor Adverlising Magazine, p. 5, 
January/February 1995. 

""Wolfson./\., "'Canada's /\d Ban Puts Cigarottos 
Out of Sight," The Courier-/oumal, pp. /\1, /\4, 
August t. t994. 

""SG FR ttlilil (March 20. t99tl. 

of these industries. Indeed, the Barents 
Group's forecasts imply that even if the 
FDA rule were to reduce the 1996 level 
of tobacco industry advertising on 
specialty items by 50 percent, these 
outlays would still exceed the 1995 
level. 

In any case, FDA believes that the 
Barents Group's forecasted impacts may 
be overestimated, as they primarily 
reflect static outcomes, whereas firms 
supplying such products are constantly 
adjusting production in response to 
rapidly shifting patterns of demand. 
While these regulatory changes will 
impose short-term dislocation costs, 
these costs will be significantly 
mitigated in view of the extensive lead 
time provided. Again, the Barents Group 
noted that FDA had not quantified these 
transitory costs, but it also provided no 
estimate. 

e. Sponsorship recipients. According 
to reports submitted to FTC, U.S. 
tobacco companies spent $107 million 
on public entertainment, primarily 
sporting events, in 1993. 360 In 
comparison, total spending on corporate 
sponsorships for sports, arts, and other 
entertainment by all North American 
companies is estimated to reach $5.4 
billion in 1996. 361 FDA received 
numerous public comments asserting 
that the loss of sponsorship revenues for 
sporting events would increase ticket 
prices and, in turn, reduce spectator 
attendance. In particular, comments 
pointed to the potential loss of jobs, 
employee benefits, and business 
revenues associated with race track 
events. 

The Barents Group contended that a 
substantial part of the payments made 
by tobacco manufacturers would be 
eliminated by a ban on tobacco brand 
sponsorships, because few sponsors 
would agree to continue sponsorships 
under corporate names. Acknowledging 
the lack of reliable information on 
economic impacts; it, nonetheless, 
referenced several studies showing that 
lost sponsorship dollars decrease 
revenues and temporary jobs for local 
economies. The Barents Group 
predicted that, as tobacco companies 
eliminate payments, other advertisers 
would replace the major sponsorships, 
but leave reduced or no funding for the 
less popular events. On this basis, it 

• 00 Federal Trade Commission Report lo Congress 
for 1993: Pursuant to the Federal Cigarette Labeling 
and /\dvertising /\cl, p. 18, 1995; Federal Trade 
Commission Report to Congress: Pursuant to the 
Comprehensive Smol:.eless Tobacco Health 
Education /\ct of 1981i, p. 24, 1995. 

181 EPM Communications. Inc. "Entertainment 
Markoling Loltor," February 1. 1991i. Based on IEG 
Sponsorship Report. 

projected a 25 to 75 percent reduction 
in sponsorship dollars, calculated to 
result in revenue losses of $27 to $80 
million. 

Among the affected U.S. sporting 
events, the auto racing industry receives 
the greatest amount of tobacco 
sponsorship revenues. The Barents 
Group relied on various editions of the 
IEG Intelligence Reports (IEG) to list 
these sponsorships. In reviewing the 
IEG data and other sources, FDA found 
that about $29 million worth of 1995 
tobacco sponsorship revenues were 
designated for the National Association 
for Stock Car Auto Racing 
(NASCAR); 382 which amounted to 
about 8.3 percent of estimated NASCAR 
sponsorship revenues 363 and about 1.4 
percent of estimated NASCAR total 
revenues. 364 The IEG data listed Indy 
Car tobacco sponsorships totaling only 
about $13 million, although these data 
did not cover all events. 

As the majority of the NASCAR 
tobacco sponsorship revenues were 
directed to the Winston Cup or other 
lead series, FDA agrees that a major 
effect of the ban will be to decrease the 
price of sponsorships, permitting 
smaller sponsors to "trade up" to the 
more prestigious sponsorships left 
vacant by tobacco companies. Although 
new company sponsors will be attracted 
by the lower overall sponsorship costs, 
this "ripple effect" will impose 
shortfalls for some smaller or lower 
profile events. This economic impact 
will be somewhat mitigated, however, 
by the rapid growth in nontobacco 
sponsorships. According to IEG 
estimates, over the past year, motorsport 
sponsorship spending rose by about 17 
percent 3&5 and total North American 
corporate sponsorship spending by 
about 15 percent. 366 

'"2 1995 IEG Intelligence Report lists $26.7 
million In tobacco aponaonblpa of N/\SC/\R. Two 
tobacco-sponao"'d avents did not list the 
sponsorship fees, which FDA estimates at about $1 
million apiece. 

'"'Koenig. B .• "N/\Sc/\R takes Lead In Race for 
Sponsors: Stoclr.-car Racing.Gains Corporate Funds 
as C/\RT and IRL Lag In Money and Ratings", The 
Indianapolis Star, March 8. 1996, Burlness p. F01.; 
MacCrae. M .. '"Riclr.y Craven Collectibles Boost 
Intensive Fan lnloresl In Driver", Bangor Daily 
News, May 2, 1996. 

,., Oliver. S .. ··/\Fan-Friendly Sport," Forbes. p. 
70, July 3, 1995; Horovitz. B .. "'Fine· Tuning an 
Image-New Sponsors Race lo N/\SC/\R." USA 
Today. Final Edi lion, p. 1 B. /\pril 5, \ 996. 

••• MacCraa, M .. "Riclr.y Craven Collectibles Boost 
Intensive Fen Interest in Driver." Bangor Daily 
News. May 2, t 9%. 

•••££G's Complete Guide to Sponsorship. p. 3, 
t995. 
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5. Retail Sector 

In addition to incurring the economic 
costs described earlier, certain segments 
of the retail industry will experience 
adverse distributional impacts to the 
extent that they receive smaller 
promotional allowances (slotting fees) 
from manufacturers. In 1993, industry 
promotional allowances totaled $1.6 
billion dollars. According to FTC: 

Promotional allowances are designed to 
encourage wholesalers and retailers to stock 
and promote a company's products, 
including such things as trade allowances 
and slotting allowances. Trade allowances 
provide deals to cigarette wholesalers, 
dealers and merchants In the form of free 
goods or price reductions in return for the 
purchase of specific quantities of goods. 
Slotting allowances include fees that the 
cigarette manufacturers pay retailers to 
encourage them to carry a new product or to 
allocate premium shelf space to a product. 
Trade contests and incentives, training 
programs, and trade shows may also be 
counted as promotional allowances. 
One major convenience store 
association, estimating that its members 
currently receive about $5,000 per store, 
remarked that convenience stores would 
"bear a disproportionate burden should 
such allowances be eliminated as a 
result of the ban on self-service 
displays." Other retailers expressed 
similar concerns over the prohibition of 
self-service displays and promotional 
advertising, fearing it would lead to the 
elimination of these i:evenues. 

The Barents Group argued that there 
were strong reasons to believe that 
promotional allowances would fall 
sharply as "tobacco products are 
withdrawn to inaccessible areas of the 
store, [and) the products taking their 
place will offer lower allowances." 
While acknowledging that, "[t)he 
possibility of promotional payments 
continuing may depend on whether the 
proposed regulations would allow the 
tobacco packages and cartons to be 
displayed from behind the check-out 
counter or from some other secured 
location in the stores," they nonetheless 
presented "illustrative" revenue 
reductions of from 25 to 50 percent and 
projected total revenue losses to the 
retail sector of $556 to $1, 112 million. 
Using the higher percentage, their 
analysis implies that pretax profit 
margins would fall 12.4 percent for the 
average sized convenience store and 
even more for smaller stores. Moreover, 
they pre.dieted that about 2 percent of 
currently profitable convenience stores 
would thereafter incur losses. 

FDA suspects that many of these 
concerns are unwarranted as tobacco 
manufacturers will continue to place 

significant value on having their 
products situated in highly visible 
locations. Although desirable locations 
behind counters or in locked display 
cases will be more limited, there is little 
reason to believe that manufacturers 
would stop competing for the best 
display space available. One comment 
indicated that following a self-service 
ban in a local area of Northern 
California, some retailers: 

• • • reported losses of tobacco industry­
paid slotting fees • • • because of the 
removal of self-service promotional tobacco 
displays, racks and kiosks; • • • other 
retailers reported they did not loose (sic( 
tobacco industry-paid slotting fees if tobacco 
displays, racks or kiosks are relocated behind 
the counter or If they are replaced by locking 
cases • • • [There were I no reported losses 
of other tobacco industry-paid advertising 
fees, promotional allowances or other 
financial incentives paid to retailers for 
advertising, promoting and marketing 
tobacco products in their stores. >&7 

Because of the regional aspects of this 
ban, it was a "worst case" situation for 
retail stores. If self-service displays were 
a prerequisite for promotional 
allowances, tobacco manufacturers 
would have quickly transferred them to 
other near-by localities, where self­
service was permitted. The fact that this 
did not generally occur demonstrates 
that factors other than self-service 
displays can support manufacturer 
promotional payments to retailers. 

Another comment noted that, "[i)n at 
least some areas, cigarette companies 
have continued payments to retailers for 
favored display space; For instance, 
Philip Morris has provided clear, plastic 
cases for the display of cigarette packs 
and cartons in some stores. These cases 
are placed on a checkout counter but 
only accessed from the clerk's side. This 
arrangement permits prominent display 
of cigarette packs to customers who are 
thereby offered cigarettes at close range 
while being unable to pick up packs or 
cartons themselves." In discussing the 
effects of the Canadian advertising ban, 
a Canadian study 368 suggested that, 
"[i)n the absence of advertising and 
promotion outlets • * * the cigarette 
industry may be expected to provide 
greater incentives to retailers to provide 

'"'Kropp. R .... A Position Paper on Reducing 
Tobacco Salos lo M.inors by Prohibiting the Sale of 
Tobacco Products by Means of Seif-Service 
Merchandising and Requiring Only Vendor­
Assisted Tobacco Sales ... North Bay Health 
Resources Center, Stop Tobacco Access for Minors 
Program (STAMP), Petaluma. CA, pp. 2-3. 
November 3, 1994. 

300 .. When Pac Ir.ages Can't Speak: Possible 
impacts of plain and g"encric pack.aging of tobacco 
products," Expert Panel Repor1, Prepared al the 
request of Health Canada, p. 140. March 199~. 

more and better shelf space for their 
brands in order to provide availability to 
the buyer in the store." Moreover, 
because FDA has not banned all point­
of-purchase tobacco advertising, "text 
only" advertising at retail stores will be 
extremely important to tobacco product 
marketers. 

In addition, alternative opportunities 
for point of purchase (POP) advertising 
have climbed briskly. as POP experts 
"cite in-store advertising as the fastest 
growing segment of the media 
industry." 369 That same Northern 
California study expressly noted the 
"[r)eplacement of self-service tobacco 
displays, racks and kiosks with * * * 
non-tobacco products such as candy, 
gum and soft drinks for which the 
retailer receives slotting fees from the 
manufacturers of these products." 370 

In sum, FDA cannot predict with 
certainty the direction of future 
payments by product manufacturers to 
retailers. The agency points out, 
however, that this rule would affect 
neither the trade allowances that are 
commonly paid to both wholesalers and 
retailers, nor the slotting allowances 
paid to retailers to encourage them to 
carry a new product or to assure the 
availability of a particular brand in a 
retail outlet. Further, while many 
current promotional activities will be 
prohibited, a substantial number will 
remain available. As the competitive 
pressures that drive promotional 
allowances are unlikely to abate, 
manufacturers will continue to compete 
vigorously through programs involving 
both "text only" promotions and select 
product placements. 

6. Other Private Sectors 

FDA is aware of several recent studies 
that address the contribution of tobacco 
to the U.S. economy; or alternatively, 
the losses to the U.S. economy that 
would follow a decline in tobacco­
related expenditures. The Tobacco 
Institute's Price Waterhouse report 371 

purports to measure the induced effect 
on the national economy of spending by 
the tobacco core and supplier sector 
employees and their families. That 

••• .. P-0-P Scores with Marketers," .... dvertising 
"'B"· p. 2, September 26, 1994. 

" 0 Kropp. R.. ••A Position Paper on Reducing 
Tobacco Sales lo Minors by Prohibiting the Sale of 
Tobacco Products by Means of Self-Service 
Merchandising and Requiring Only Vendor· 
Assisted Tobacco Sales," North Bay Health 
Resources Center, Stop Tobacco Access for Minors 
Project (STAMP), Petaluma, CA, pp. 2-3. November 
3, 1994. 

111 "The Economic Impact of the Tobacco 
Industry on the United States in 1990," Price 
Waterhouse, October 1992. 
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report concluded that the induced or 
multiplier effects support 2.4 jobs for 
every 1 job in the core and supplier 
sectors combined, and over $3 in 
compensation for every $1 in the other 
two sectors. However, a review of that 
report, by Arthur Andersen Economic 
Consulting, explained that such 
multipliers lead to "massive and 
unrealistic estimates." 3 7 2 That review 
further emphasized that "money now 
being spent on tobacco would not 
disappear if demand for tobacco were to 
fall," though the Price Waterhouse 
report implicitly made that assumption. 
The Arthur Andersen review concluded 
that these multipliers "provide no basis 
by themselves for predicting how many 
jobs would be lost by a reduction in 
tobacco spending." FDA strongly 
supports this latter view. 

The American Economics Group 
(AEG), in a new study submitted by the 
Tobacco Institute, employed a national 
input-output model to project broad 
sectoral and regional estimates of "the 
induced impact of the FDA proposed 
regulations nationwide." Applying the 
low and high illustrative costs estimated 
by the Barents Group, AEG predicted 
job losses of between 32,000 and 92,500. 
In addition to the printing and 
publishing industries, significant 
employment cutbacks were found for 
food, apparel and textiles, paper, metals, 
motor vehicles, and other miscellaneous 
manufacturers. 

FDA is skeptical of the results of this 
AEG study. First, the input-output 
methodology employs an inherently 
static approach for estimating economic 
impacts. Indeed, the Barents Group, in 
its second report for the Tobacco 
Institute, explained that input-output 
models will not capture changing 
economic conditions, because they fail 
to account for changing market prices. 
Thus, "the input-output approach fails 
to measure the effects of reallocating 
displaced workers and resources to 
other parts of the economy." 
Furthermore, the AEG study suffers 
from the same fundamental problem as 
the earlier Price Waterhouse analysis: It 
assumes that all reduced industry 
revenues are lost to the economy. This 
methodology is simply inappropriate. 
Finally, the AEG study is based upon 
the illustrative cost estimates of the 
Barents Group. As described in detail 
above. these cost estimates are 
unreasonably high. Although some 

H 2 "A Review of the Price Waterhouse Economic 
Impact Report end Tobacco Institute Eslimatcs of 
'Economic Losses from Increasing the Federal 
Excise Tax'." Arthur Andersen Economic 
Consulting. p. IJJ, October fi. 19(jJ_ 

tobacco advertising may decrease, a 
significant po.rtion will be redirected 
towards the remaining permissible 
promotional activities. . 

In a second report, the Barents Group 
presented the results of using its own 
cost estimates in a general equilibrium 
model to simulate the impacts of the 
estimated reductions in advertising and 
promotional spending on revenue and 
employment for 56 sectors of the U.S. 
economy. This model predicted 21,000 
to 44,000 U.S. job losses, largely among 
wholesale and retail businesses, but also 
within advertising, printing, apparel 
and miscellaneous manufacturing 
industries. FDA finds, however, that 
this study also is subject to several 
serious deficiencies. In particular, the 
Barents Group relies on its own 
illustrative cost estimates as model 
inputs. As noted above, FDA believes 
these estimates are far too high. Next, 
the study focuses solely on those 
industry sectors predicted to lose jobs, 
while ignoring those sectors expected to 
gain jobs. In fact, the study explicitly 
acknowledges that the underlying 
model assumes that: 

the aggregate level of employment is not 
changed in the long run as a result of 
implementing the new regulations. In. other 
words, though particular jobs in particular 
industries are expected to disappear 
permanently, the number of man-hours 
worked per year in the economy as a whole 
is assumed not to change in the long run 

The Barents Group selectively shows 
changes in revenue and employment for 
the losers only. 

Other analysts concluded that such 
models should not be used to assess 
longer term national economic impacts, 
because resources diverted from one use 
would be reallocated to the production 
of other goods and services. As one 
economist explained "[i)f the focus is 
longer term, involving a period of, say, 
more than 2 years, then the induced 
effect should not be included in the 
measure because money not spent in 
one industry would find another outlet 
with equal (undistinguishable) induced 
effects." 3 73 

Some comments addressed regional 
issues, pointing to the importance of 
tobacco products to the economies of 
several states. Comments noted, for 
example, that about 177,000 North 
Carolinians were employed by tobacco 
and that Price Waterhouse estimated 
that the economic activity of these 

"'Gray. H.P .. and I. Walter, "The Economic 
Contribution or the Tobacco Industry," in Smoking 
and Society: Toward a More Balanced Assessment. 
odited hy R. D. Tollison. Lexington Books. p. 248. 
1986. 

workers supported total State 
employment of 260,000. FDA is aware 
that tobacco growing states will 
experience some adverse economic 
effects. Nevertheless, as discussed 
above, the agency finds that th11 income 
and employment impacts associated 
with reduced tobacco consumption will 
be extremely gradual. Moreover, 
reduced tobacco consumption will 
minimally affect or even boost the 
economies of nontobacco states. For 
example, a recent economic simulation 
of the regional impacts of spending on 
tobacco products by Warner, et al., 
found that after 8 years, a 2 percent per 
year fall in tobacco consumption (which 
substantially exce'E!ds the FDA forecast 
for this regulation) would cause the loss 
of 36,600 jobs for the Southeast Tobacco 
region of the United States (0.2 percent 
of regional employment); whereas the 
non tobacco regions of the United States 
would gain 56,300 jobs. 374 ·That study 
concluded that "[t)he primary concern 
about tobacco should be the enormity of 
its toll on health and not its impact on 
employment." 

7. Excise Tax Revenues 

The rule will decrease State and 
Federal tobacco tax revenues as fewer 
youths will become addicted to tobacco 
products. These excise tax losses will 
increase as more youths become 
nonsmoking adults. According to the 
Tobacco Institute, State cigarette excise 
taxes totaled $6.2 billion for the year 
ending June 30, 1993. 31s As State excise 
taxes on other tobacco products 
(including smokeless tobacco) are 
reported at $226 million, FDA assumes 
that the value of all State excise taxes 
affected by this regulation is about $6.4 
billion annually. Federal excise taxes on 
cigarettes totaled $5.5 billion for the 
year ending June 30, 1993. Federal 
excise taxes on smokeless tobacco are 
expected to be about $27 million, 
according to the Smokeless Tobacco 
Council. As described above, FDA 
estimates that compliance will reduce 
tobacco product sales by a gradually 
increasing rate over lime; tobacco sales 
will fall by 0.5 percent in the 1st year, 
1.9 percent in the 5th year, and 3.7 
percent in the 10th year. Thus, the rule 
will decrease State excise taxes on 
affected tobacco products by from $30 
million in the 1st year to $231 million 
in the 10th year and Federal tobacco 

'"Warner. K. E .. G. A. Fulton. P. Nicolas. and D. 
R Grimes. ""Employment Implications of Declining 
Tobacco Product Sales for the Regional Economies 
of the United States."" /AMA. April 24, 1996. 

>75 The Tobacco Institute, "The Tax Burden on 
Tobacco," vol. 28. p. 4. 1993. 
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truces by from $25 million in the 1st year 
to $196 million in the 10th year. 

Since tobacco taxes represented less 
than 1 percent of total revenues on both 
the State and Federal level in 1992, 37& 

even the estimated tenth year impact 
measures only 0.03 percent of all State 
true revenues and less than 0.02 percent 
of all Federal revenues. Nonetheless, if 
necessary, governments could raise 
tobacco product excise rates to offset 
these revenue losses. A full evaluation 
of the fiscal consequences, however, 
would involve a variety of public health 
ramifications. For example, State 
Medicaid programs will benefit from 
reduced tobacco-related medical care 
expenditures, but will need to finance 
additional nursing home expenditures 
associated with increased life 
expectancy. 

F. Small Business Impacts 

The Regulatory Flexibility Act 
requires agencies to prepare a final 
regulatory flexibility analysis if a rule 
will have a significant economic impact 
on a substantial number of small 
entities. Analyses in this section, as well 
as in other sections of this preamble, 
constitute the agency's compliance with 
this requirement. According to the 
Regulatory Flexibility Act, the final 
regulatory flexibility analysis must 
contain "a succinct statement of the 
need for, and objectives of, the rule." 
Section XV.B. of this document explains 
that the need for action stems from the 
enormous toll on the public health that 
is directly attributable to the 
consumption of tobacco by children and 
adolescents under the age of 18. As 
described, the primary objective of the 
regulation is to achieve the "Healthy 
People 2000" goal of reducing by one­
half the number or youngsters who use 
tobacco. 

The final regulatory flexibility 
analysis must also provide "a summary 
of the significant issues raised by the 
public comments in response to the 
initial regulatory flexibility analysis, a 

""U.S. Department of Commerce, Statistical 
Abstract of the United States 1994, 114th edition. 
Na. 464. p.·298. 1994. 

"'Special Census Tabulation prepared by U.S. 
Bureau of Census for U.S. Small Business 
Administration. Table 3-United States p. 68. 

""U.S. Small llusiness Administration. ''Table of 
Size Standards." March 1. 1996. 

summary of the assessment of the 
agency of such issues, and a statement 
of any changes made in the proposed 
rule as a result of such comments.·· The 
analyses presented previously in this 
section addressed the first two of these 
elements. 

With respect to the changes made in 
the proposed rule as a result of public 
comments, the agency has reconsidered 
several of its earlier decisions, at least 
partly due to their projected effect on 
small businesses. The preamble above 
describes these changes and presents 
the agency's rationale for each 
modification. For example, the 
proposed regulation banned all vending 
machine sales of tobacco products. In 
response to public comment, the final 
regulation exempts from the ban those 
vending machines in "adult only" 
locations. FDA does not know how 
many small businesses will be able to 
take advantage or this exemption, but it 
will maintain at least one line of sales 
for small vending machine operators 
without jeopardizing the protection of 
young people. 

In addition, the proposed regulation 
prohibited direct mail-order sales of 
tobacco products. The public comments, 
however, indicated that many adults, 
especially those who are elderly or who 
have limited mobility, would.be 
substantially inconvenienced and 
several small businesses would be 
adversely affected by this ban. Even 
more importantly, studies suggest that 
teenagers purchase cigarettes from 
vending machines or retail merchants 
rather than from nonretail channels. 
FDA took these considerations into 
account and the final regulation does 
not prohibit mail-order sales of 
cigarettes. 

The final regulatory flexibility 
analysis must also include "a 
description of and an estimate of the 
number of small entities to which the 
rule will apply or an explanation of why 
no such estimate is available." U.S. 
Census data for 1993 indicate that most 

,,. Federal Trade Commission. "Cigarette 
lmporlers and Small Manufacturers Plans Filed, 
May 26. 1993-Dctober 14, 1994." 

'"°Special Census Tabulation prepared by U.S. 
Durcou of Census for U.S. Small Business 
Administration, Table 3-United States p. 69. 

Ml 1992 Census of Agriculture, U.S., vol. l, 
r.xccrpls from pp. 109-110, 125-126. 

cigarette manufacturers are large 
businesses, with only 4 employing 
fewer than 500 employees. 3 77 The small 
business size standard established by 
the U.S. Small Business Administration 
(SBA) for this industry is 1,000 
employees. 378 The Federal Trade 
Commission (FTC) provided a list of 52 
cigarette importers and small cigarette 
manufacturers filing plans with that 
agency, but could not distinguish 
manufacturers from importers. 379 The 
1993 Census data show that 14 of the 20 
firms manufacturing chewing and 
smoking tobacco employ fewer than 500 
employees, the SBA size standard for 
this sector. 380 Also, most of the nation's 
124,000 tobacco farms are small; almost 
99 percent of the farms growing tobacco 
in 1992 had total farm sales under the 
SBA small business size standard of 
$500,000, and almost 91 percent had 
total farm sales under $50,000. 381 

Further, 1993 Census data show that 
1,332 of 1,365 tobacco wholesale trade 
firms (98 percent) employ fewer than 
the 100-employee threshold that 
constitutes a small business according 
to the SBA. 382 As noted above, the 
effect of the regulation on tcibacco 
manufacturing. growing, and wholesale 
trade operations will be very gradual, 
taking over 10 years to reach a 4 percent 
reduction. 

The regulation will affect numerous 
retail establishments, including food 
stores, small general merchandise 
stores, small tobacco stores and small 
gasoline stations. Table 15 displays the 
relative share of the tobacco market for 
the major types of tobacco-dispensing 
outlets with payroll in 1992. As shown, 
food stores and service stations received 
about 75 percent of all tobacco sales 
revenue and tobacco products 
comprised 5 to 7 percent of the total 
sales of many of these establishments. 
Table 16 indicates that the great 
majority of all retail outlets in these 
sectors are small businesses. 

'"'Special Census Tabulation prepared by U.S. 
Bureau of Census for U.S. Small Business 
Administration, Table 3-Unitcd States. 
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TABLE 15.-SALES OF TOBACCO PRODUCTS AS A PERCENTAGE OF TOTAL SALES-1992 
(Establishments with Payroll Only) 

Tobacco Sales o/o of Total Sales 

Establishment Type Establish-
men ts All Estab-{$Mils) {%) Handling lishments 

Tobacco 

All 30,559 100 4.5 2.9 
Food Stores 16,132 52 4.5 4.4 
Service Stations 7,136 23 7.1 5.3 
Drug and Proprietary 2,235 7 3.7 2.9 
General Merchandise 3,182 10 2.4 1.3 
Liquor Stores 1,045 3 8.0 5.1 
EaUng and Drinking 219 1 3.0 0.1 
Tobacco Stores & Stands 610 2 78.1 78.1 

Source: 1992 Census of Retail Trade, Merchandise Line Sales 



TABLE 16.-NUMBER OF SMALL RETAIL BUSINESSES 

Firms With Payroll 
Establishment Type Establishments Without Payroll 

Total Small' 

All 588,505 473,668 
Food Stores 127,575 104,5412 
Service Stations 62,585 53,2883 
Drug and Proprietary 28,606 25,396 
General Merchandise 10,264 8,176 
Liquor Stores 26,565 22,859 
Eating and Drinking 331,703 258,381 
Tobacco Stores & Stands 1,207 1,027 

' Assumes Small Business Administration size standard of $20 million in annual sales for food stores, $6.5 million for service stations and $5 million for all others. 
2 Due to data limitations, includes firms with annual sales up to $25 million. 
3 Due to data limitations, includes firms with annual sales up to $10 million. 
Source: 1992 Census of Retail Trade, Establishment and Firm Size, 1992 Census of Retail Trade, Summary. 
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To illustrate the effects of this 
proposal on a typical small retail store, 
FDA separately utilized Census data to 
estimate that the average-sized 
convenience store sells 177 packages of 
tobacco products daily, of which about 
25 might be purchased by young adults 
aged 18 to 26. 383 Based on the cost 
assumptions described previously, the 
outlet's first year costs would total about 
$400, with the largest single cost, $199, 
the labor cost for checking 
identification. For those stores that 
already verify the age of young 
customers of tobacco products, the 
additional costs fall to $137. 

This estimate does not account for the 
pos;;ible reduction in promotional 
allowances, as FDA believes that 
competitive pressures will continue to 
lead manufacturers to rely on 
promotional allowances to compete for 
the best shelf space available for their 
products. Because FDA rejected the idea 
of prohibiting any visible display of 
tobacco products, retailers can retain 
slotting fees by choosing to display 
tobacco products either behind counters 
or in transparent locked display cases. 
Nevertheless, some small 
establishments might experience 
reduced promotional payments 
following a ban on self-service 
marketing. 

Census data for 1992 indicate that 
almost 4,000 of 4,800 merchandising 
machine operator businesses (83 
percent) reported annual receipts below 
the SBA size standard of $5 million. 384 

One trade association noted that almost 
three quarters of all vending machine 
operators had annual sales of less than 
$1million.3Bs As explained earlier, 
prohibiting all cigarette vending 
machines would initially reduce the 
revenues of vending machine operators 
by an average of 2.8 percent. Because 
only about one-half of the 
merchandising machine establishments 

H> Based on data fonn the 1994 SGR. p. 85, and 
the "Tobacco Situation and Outlook Report" April, 
1995, p. 4, mA estimates that amok.en aged 18 to 
26 account for about 10 percent of all cigarettes 
smoked. Alternatively, data from the Statistical 
Abstract, tables 16 and 218, ahow that amok.era aged 
18 to 26 comprise 18 percent of all amol:.ers. FDA 
used the midpoint of the 10 to 18 percent range to 
avoid underestimating the cost to arnall retailers. In 
addition, data from the 1996 Census of Retail Trade. 
Subject Series-Merchandise Line Sales. pp. 3-9 on 
the number of convenience stores with payroll and 
their total tobacco sales. and the average price per 
pack, were used to estimate the average number of 
packs sold daily at convenience stores to smokers 
aged 18 to 26. 

384 1992 Census of Retail Trade. "Establishment 
and Firm Size," Table 4 p. 1-99. 

'"' "1993: Industry Posts Best Growth in Four 
Years," Automatic Merchandiser, p. A2, August 
1~94. 

sell cigarettes, some businesses 
specializing in cigarette sales would 
experience greater revenue declines; 
although this effect will be moderated to 
the extent that cigarette vending 
machines are placed in areas restricted 
to adults, which would not be 
prohibited by the final rule. 

The rule would also affect the 
distribution of specialty items showing 
a tobacco product logo or name. 
Industry comments do not provide 
precise data on the size distribution of 
these firms, but as noted above, the 
Specialty Advertising Association 
International indicates that 80 percent 
of the manufacturers and 95 percent of 
the distributors in this industry have 
annual sales below $2 million. While 
the marketplace in which these firms 
traditionally compete demands a quick 
response to shifting consumer trends, 
this rule would have at least short-term 
impact on some small firms. 

FDA has received no data that would 
allow it to estimate the number of small 
firms that are currently involved with 
some aspect of tobacco advertising or 
the fraction of these firms that will be 
affected. In 1992, 861 of 904 year-round 
outdoor advertising firms (95 percent) 
reported sales revenues of less than the 
SBA size standard of $5 million. 386 The 
impact of this rule, however, is difficult 
to assess without knowing how the 
tobacco industry will alter its 
advertising strategies. Indeed, one of the 
largest outdoor advertising firms 
recently decided to reject all tobacco 
business, potentially increasing sales to 
the smaller firms. 387 

The regulation restricts tobacco 
advertising to "text only" in magazines 
with youth readership above the 
regulatory threshold. or the identified 
101 magazines with tobacco ads in 
1994, 79 were published by large firms 
(over 500 employees). Less than 3 
percent of the total revenue of the 
remaining 22 publications (which 
include, Inc., Rolling Stone and 
Penthouse) was derived from tobacco 
ads. JBB Jt is likely, moreover, that many 
of these magazines could avoid the "text 
only" restriction for tobacco advertising 
by demonstrating a low youth 
readership. 

The regulation will also affect a 
substantial number of small race tracks, 

nn 1992 Consus or Service Industries. pp. 1-145 
and 1-195. 

'"'Collins. G., "Major Advertising Company to 
Bar Billboard Ads for Tobacco," New York Times. 
A15, May 3, 1996. 

'"" l 996 Directocy of Corporotc /\fliliations U.S. 
Privote Companies. New Providence. NJ: Reed 
Elsevier. Inc.: "Company Profiles" database. 
Inrormation Access Co., Foster City, CA. 

although FDA does not know how many 
small tracks currently receive significant 
revenues from tobacco sponsors. As 
discussed previously, some small 
operations will likely lose promotional 
revenues from tobacco companies, but 
the sport is growing rapidly and other 
product manufacturers should make up 
a substantial part of the shortfall. 

The final regulatory flexibility 
analysis must include "a description of 
the projected reporting, recordkeeping 
and other compliance requirements of 
the rule, including an estimate of the 
classes of small entities which will be 
subject to the requirement and the type 
of professional ski~ls necessary for 
preparation of the report or record." A 
full description of the requirements and 
classes of affected small entities has 
been provided earlier in this section and 
a quantitative review of the paperwork 
burdens imposed by the rule is provided 
in section XVI. of this document. No 
special professional skills will be 
required to prepare the reports or 
records required by the regulation. 

The final regulatory flexibility 
analysis must also include "a 
description of the steps the agency has 
taken to minimize the significant 
economic impact on small entities 
consistent with the stated objectives of 
applicable statutes, including a 
statement of the factual, policy, and 
legal reasons for selecting the alternative 
adopted in the final rule and why each 
one of the other significant alternatives 
to the rule considered by the agency 
which affect the impact on small 
entities was rejected." 

The earlier sections of this document 
provide a full explanation of the 
agency's basis for selecting each 
provision of the final rule. In each 
instance, FDA evaluated the 
implications of each reasonable 
regulatory alternative and selected only 
those requirements that were absolutely 
necessary to satisfy the agency's 
statutory goals. As described, FDA 
found that its objectives for reducing the 
use of tobacco by young people could 
not be achieved with a partial or one­
dimensional approach, but required a 
comprehensive set of regulatory 
restrictions. Thus, the final set of 
selected provisions reflect a careful 
examination of the relevant facts 
presented to the rulemaking record, the 
agency's objective of curtailing the use 
of tobacco by youngsters without 
creating unnecessary economic burdens, 
and a full assessment of the agency's 
legal authorities. Because the rejected 
alternatives would either provide less 
protection of public health, or achieve 
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only minimal improvements at 
unwarranted cost, the agency found that 
the approach selected for the final rule 
best fit its statutory mandate. 

As noted, earlier sections of the 
preamble fully describe the agency's 
rationale for selecting each provision of 
the final rule and for rejecting each 
alternative approach. Although many 
alternatives were considered, specific 
exemptions based solely on business 
size were not adopted, because FDA 
believes that children would too 
frequently exploit such opportunities. 
Unlike certain other regulations where 
restrictions on large firms alone might 
be acceptable, tobacco products are 
purchased easily from small, as well as 
large firms. An exemption for small 
retailers, for instance, would shift 
underage sales to those locations, 
lessening or eliminating the benefits of 
the remaining access restrictions. The 
following discussion summarizes the 
agency's consideration of several other 
regulatory alternatives. 

G. Other Alternatives 

One regulatory alternative would have 
banned all tobacco advertising; or 
alternatively, all tobacco advertising in 
selected media, such as all written 
publications, or all outdoor billboards. 
FDA rejected this approach in order to 
focus on those media and aspects of 
advertising that children are routinely 
exposed to and that have the greatest 
effect on youngsters. For example, the 
final rule permits black and white "text 
only" tobacco advertising in all written 
publications and color and imagery in 
magazines with fewer than 2 million 
youthful readers if youth constitute less 
than 15 percent of the publication's 
readership. Billboards are permitted to 
show black and white "text only" ads if 
located at least 1,000 feet from schools 
or public playgrounds. Thus, the rule 
leaves the informational aspects of 
advertising largely untouched. 

Another suggested ·alternative was to 
combat underage tobacco use by relying 
on either voluntary compliance or on 
better enforcement of laws prohibiting 
sales to minors. As discussed earlier in 
this document, the tobacco industry's 
voluntary advertising code has failed to 
stop illegal sales to underage buyers. 
FDA agrees that these approaches can be 
partially effective, but finds that they 
inadequately counter the appeal of 
tobacco products for young people that 
is created by advertising and 
promotions. Thus, the agency concludes 
that there is no less burdensome 
alternative for achieving its goals that 

would exclude appropriately tailored 
restrictions on tobacco advertising. 

One alternative considered by the 
agency was a far more prescriptive 
monitoring requirement for tobacco 
manufacturers. Under this rule, each 
manufacturer of tobacco products would 
have been required to adopt a system for 
monitoring the sales and distributions of 
retail establishments. These monitoring 
systems were to: (1) Include signed 
written agreements with each retailer, 
(2) contain adequate organizational 
structure and personnel to monitor the 
labeling, advertising, and sale of tobacco 
products at each retail distribution 
point, and (3) establish, implement, and 
maintain procedures for receiving and 
investigating reports regarding any 
improper labeling, advertising, or 
distribution. The additional costs for 
this monitoring were estimated at about 
$85 million per year. FDA rejected this 
alternative, because it decided that the 
industry might employ its resources 
more efficiently if permitted to choose 
among alternative compliance modes. 

Another suggested alternative would 
have required package inserts 
containing educational information in 
cigarette and smokeless tobacco. FDA 
had incomplete data to estimate the 
additional cost of this requirement, but 
based on comments submitted by 
industry in response to a Canadian 
proposal, tentatively projected one-time 
costs of about $490 million and annual 
operating costs of about $54 million. 
This alternative was not selected 
because the agency was not certain that 
the benefits of this provision would 
justify the compliance costs. 

FDA also considered setting the 
permissible age for purchase at 19 rather 
than 18, because many 18-year-old 
adolescents are still in high school and 
can easily purchase tobacco products for 
younger classmates. This alternative 
would have added costs of about $34 
million annually, mostly due to lost 
producer profits. The final regulation 
restricts access to regulated tobacco 
products for persons under the age of 
18, because most adult smokers have 
already become smokers by the age of 
18, and because that age limit is already 
consistent with most State and local 
laws. 

H. Unfunded Mandates Reform Act of 
1995 

On tho basis of the preceding 
discussion, under the Unfunded 
Mandates Act, FDA concludes that tho 
substantial benefits of this regulation 
will greatly exceed the compliance costs 
that it imposes on the U.S. economy. In 

addition, tho agency has considered 
other alternatives as discussed in 
section XV .G. of this document and 
determined that the current rule is the 
least burdensome and the most cost 
effective alternative that would meet the 
objectives of this rule. 

XVI. Paperwork Reduction Act of1995 

The 1995 proposed rule would have 
collected information from 
manufacturers, distributors, and 
retailers of cigarettes and smokeless 
tobacco. Proposed § 897 .24 would have 
required such persons to use established 
names for cigarettes and smokeless 
tobacco. Proposed § 897.29 would have 
required manufacturers to establish and 
maintain educational programs. 
Proposed§ 897.32 would have required 
manufacturers, distributors, and 
retailers to observe certain format and 
content requirements for labeling and 
advertising. Proposed§ 897.40 would 
have required manufacturers to submit 
labels, labeling, and advertising to FDA. 

The preamble to the 1995 proposed 
rule, in discussing the Paperwork 
Reduction Act, also invited comments 
on four questions: (1) The necessity and 
utility of the proposed information 
collection for the proper performance of 
the agency's functions; (2) the accuracy 
of the estimated burden; (3) ways to 
enhance the quality, utility, and clarity 
of the information to be collected; and 
(4) the use of automated collection 
techniques or other forms of information 
technology to minimize the information 
collection burden (60 FR 41314 at 
41356). 

A. Comments on the Paperwork 
Reduction Act Statement 

A small number of comments, 
primarily from a trade association 
representing cigarette manufacturers 
and from distributors, addressed FDA's 
Paperwork Reduction Act statement. In 
general, these comments asserted that 
FDA's figures were incorrect or that the 
rule would duplicate existing reporting 
requirements. Few comments provided 
any figures or evidence to justify using 
different estimates. 

(1) One comment, submitted by a 
trade association representing major 
cigarette manufacturers, said FDA's 
Paperwork Reduction Act statement 
underestimated tho paperwork burden 
due to the exclusion of burden on 
retailers. Tho comment asserted that 
FDA did not explain how it calculated 
the number of respondents and burden 
hours for these sections and that the 
absence of an explanation made it 
difficult to assess the agency's estimate. 


