
KEEPING TRACK 
.' •••• -if, ••'".Tjr- •• - ' . 

Top Health Vacancies 
Six months into hts second term. Pr^iifcnf Clinton has yet to/ill ' 
scores o/o/̂ ces. This lisfo/vacancies at the Departmem 0/Health 
and Auman Services fs one cffi series of occasional tatties of unfilled 
posts throughput the Administration. inciud|(|g>Cabinet departments 
and thc/udicidry. ' , 

With vacancies in more than a third of the 21 top jobs at the 
Departinent of Health and Human Services, the Administration 
moved earlier this month to Plug some of the gaps. The President 
nominated Dr. David Satcher, the head of the Centers for Disease 
Control ahd Prevention, in Atlanta, to fill two posts: that of Assistant 
Secretary (or HeaUh and Surgeon General 

"Diere has beeidb word, however, on who tnight fill another post, ~ — 
that of Comml£loner of Pood and Drugs. The White House is likely to j ^ 
exercise extreme caution in filling the job because of the Food and > ^ 
Drug Admhilstratlon's efforts to regulate tobacco. S 

- •, SHERyLGAySTOLBERG g ĉ f 

Major Vaciinpies ' • MOtJtHS VACANT . <c^r (jj 

ASSISTANT sî RETARY FOR "~ / • • • • • • • • • • • 2 
PLANNING AND.EVAUIATION W ^ 
PeterEdelman steppeddownpn Sept. 28.1996. in protest over the ^ 
President's decision.to eign the welfare bill. On Aug. 6, Mr. Clinton ^ S t ^ 
nominated MargarefHamburg, former New York City Health P t ^ J ^ 
Commissioner. ^ 

ASSISTANT SECRETARY FOR AGING ••• ••• ••• ••• O ^ 
Fernando Torres-Gil resigned on Aug. 2.1996. On Sept. 2, Mr. V : -(jJ 
Clinton ngminated tjeariette C: Takanaura, the first Deputy of Health ^^ki Q 
for the Hawaii Department of Health." ^ 

ASSISTANT SECRETARY FOR • • • • • • • • • 9 
CHILDREN AND FAMIUES -
Mary Jo Bane resigned on Sept. 28,1996, also In protest over welfare 
bill. On April 15. Mr. Clinton nominated Olivia A. Golden. Acting 
Assistant Secretary; a Senate cohimittee has unanimously 
recommended cpnfirmation. t r 

COMMISSIONER, ADMINISTRATION FOR ^»** • 
YOimi AND FAMIUES 
Olivia A. Golderi Stepped down on Feb. 13. No replacement has 
been named. . 

COMMISSIONER OF FOOD AND DRUGS • • • • • • 
Dr. David A. Kessler resigned oh March 1 to become dean of Yale 
University's nnedical school. Np repjacenfient has been named. 

SURGEON'6ENEIWL'..;;;;'.-:V. • ' 
Dr. Joycelyn Elders resigned oh Dec. 30,1994. Actinig Surgeon, 
General Audrey Manley retired on July 1. If confirmed. Dr. Satcher will 

. fill the job. • - . ' •' . '• . • . 

AWetoC/inton&es Hexi6i7î  
•ivBk»mt».Nm hensive plan to reduce smoking that 

WASHINSTQN,1ept21^Presl-
dent Clinton WiU accept some form of fToST£,i^n^' 
legal immunity lor the tobaccô  in- much want to get this done, 
dustry to exchange for a strong pro- A Umit on liabiUty Is what brought 
gram to reduce the number of teen- dgarette makers to the negoUatlng 
age smokers, Bnice Reed, the head table, and they have always made It 
of the President's task force on to- clear they wUl waUt away from any 
bacco, said today. . agreement that does not Include it. 

Mr. Reed said the Administration p'resident CUnton said this week 
would not try to change the UabUity that the agreement needed to be 
protections In the naUonal tobacco changed to give the Food and Drug 
setUement reached on June 20 as Administration the unfettered right 
long as there were real moves to to regulate nicotine. He also said that 
reduce the number of underage ^^^J^ ̂ ^^^ ^^^^ ^^^^^ 

" ^ S e always said that some ing underage smokingjie wanted to 
fonnofcap7onTabSrlsnotadeal- see penalties tacreased to a levri 
WUer for ir, but we wiuld condlUon where cigarettes would cost up to 
that on getting the Wnd of compre- $1.50 more per pack. 
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Lightenu g Up 
As Politicians Weigh Tobacco Legislation, 
Mai^ Businesses Make Room for Smokere 

ByLoisKoffltoo 

DENVER-Ifg S-25 te Uie momfais aad 
the «ffloldi« louoge at the tatemational 
ahport here 1* hopptag. Three televiaion 
HIS an* bumnff rtaMKfltl j 

SMOKE, From A l " 

fions-ias opted to build 13 •imiok. 
tacthetterB' outside Its buildmgs so 
employees and vWtors win no loneer 

Z ^ i i L ' u l ^ ^ . t ! ' ' ^ - " i ^ KWWon haw to smoke hi doorways. One 
^sarebWngbsaebaDrephysandnews. maautoarw of sudi rtSers-
S ^ ^ r ' ' ' ^ " ' " * " " " « * « ' 7 0 j U * i t s e m b l e t r « « t a e e S S m 
P^fWM-hwetaig salesmen M » - « P o r t s a 70 percent taSaS 
ersandnunecouncft—•n>uM,uii.>.<i.. i n » i ^ i £ i K^Mauuicrease u>vciiiig suesmen. grandmoth-
ersmd TOungcouple*-** settled tato the 
condortable armchairs cbafabsmokfaig 

And this, said Uie bartender. Is a slow 
fflomtag. At peak haffic thnes, they have 
had to tura people away Irom the 1 7 5 ^ 
Aviator's Chib, one of only two concessions 
m t permit smoktag at the sprswitag, 
woyearold ahport Some 2.000 passes-
gors^ss through the lounges daily. 
^ , 7 J ^ - P"*** ''•n welcomed.' said 
MsiHyfi tanbeqr, 'i;qemmgbpund soft-
wire deveteper who smokes a pack of 
Cjmel Lights a day. Tve been maditofcel 
I have to step to the back of die bus for too 
long. I know the risks, I know the score: 
But I enjoy nnokmg and Tm not quttttag. 
Thaf s Uie bottom Itae. So why U y t o 
punWime?" w / » 

Bustaesses across ttie country are start-
2 « to ^ her pomt WhDe ta Washhigton. 
ttieWUteHouwandConffessin^SSfor 
battk to toughen ttie deal WDIIES out 

S * * ^ ^Jes and Uie tobacco tadustry. ta 

hospltab and public bansport aystems m 
«ryJng to find ways to accommodate ttie 
nation's 48 million amokers. 
• M a ^ business«s say It is shnply an 
actaowledpent tfaat-despite Seheslth 
nsks sad tatense public pressure to q S t -
«bout 25 percent of ttie adult j o p ^ o n 

conttaues to smoke. And these smokers 
. hsppen to tadnde ttieir employees and 
: customers. Statistics provided ttie Cen­
ters for Disesse Conbtil and Preventton tmoktaa raom off*,; ^ r ^ . ^ " 
tadicateUiatttUsttrcentagehistonataed ^ e o ^ m ^ , ^ L ^ ^ 

In Des Motaes. a busmessman recently 

ta sales ttils year. 
_ Aftera fou-'year smoktag ban at 
Psllas/Fortti Worth International 
Anport ttie ttiird4iusiest ahport ta 
Oie wodd has Just devdoped a $5 
niniionidaatobuiId20newOToktag 
lounges. Dulles taternattonal /Or-
port recentty opened tvio smoking 
rooma And Amtrak ttils year allocat­
ed a reported $8 million to convert 
S9 cars to smoktag kiunges on Its 
long-distance routes. 

„ , 7 « People «ill smoke," 
said Ruth Davis, a vice president of. 
CouMssions tatemational tac 
whldi is buOdtag ttie first smokinir 
kiunge st HartsSeld Attanta h t e m l 
aonal Ahport to offer fiilhwrvice 
»od and bevenge service. Davis 
Mid restaurant sales dropped 20 
?oceat to 30 percent at Concession 
tatosattonal-s afaport onttets when 
m k t a g was eflecttvely eluntaated 
* w i esUng otabEshments ttiere ta 
1993. 

"We have to accommodate die ' 
consumer." said Davis. •Heahh food 
m«y be a trend, but ttie tact of die 
matter is ttiat hot dogs are still ttie 
W g g ^ sdfing item at the airport, 
we cant force people to eat henU.'-y 
•nd wie cant force ttiem to quit 
smoktag.* ^ 

& i d Bruce Gerieman. ttie Des 
Motan man owner, whose new 
smoktag room offers pool tables; 

lisks 
stedwittisecoMHisnai to 
mention ttie mibUdty generated by a 
c l » « ^ n filedJyffiSKiH 

tne n ^ o k t a g crusaders ta kical 
Junsdichons. ResWcttve m e a a u « 
are bemg considered ta41^tSr 
and more thaq 80 proposed 
M o k t a g ordinances iJe 3 . 
mg in aties snd tovms 

d ^ i w ' T ' ? ' * ' " 'accommo­
dation (as It is referred to in Uie 
tobacco industry) is dosely watdied 
by smoking foes. "Obvious ly^ 
retrenching of ttie hard-fought pub-
hcheahh accommodations is o i a -
fr^ concern to us.'said Norman 

lS»hoit...:lt,'aay'p:.a 

mes ̂  director Jack Yates said ttiat 

.>nsdethepUnt8,about35percentM 
Huldiinson-, 7^00 e m p l ^ r ^ 
main undaunted smokers. Recent 
Yates contacted DuoGard. i S 
p > company ttiat started o f f i ' 
mg commercial wtadow, a n d ™ , 
roofs but whose newly devdoDKl 

•moking shelter b u s i n e s S T i ^ 
dominafing its sales. 

I "We are iiot trying to encourw* 
«moktag.'s,ldYatS*"But^hSdto • 

• S i r . " ^ J S ? ^ " " " ^ neai^ half our woric force." By year's Md 

HutetansonwiBhaveatitofadte; 

to 54O 000 depending on size and 

— ^ — , — . . . . . . . ; w « i u M f populationlowraeott" 
spent $10,000 creating a 4.000«iuarfrfoot Nenerttidess, die anU^moUng 
smokmg dub called "Piifb' for his down- 'oooy Is more effective snd powerful 
town msD. where people pay 50 cents to than It has ever been ta ttiis 
dude ta for a smoke or SlJS for a day pass, country. President CUnton on 
Tlie Univeisity of Nebrasks Medical Cen-' Wednesday called for tougher provi-
ter—like many ottier smokefree tasttto- f^ons to reduce nntti smoMns 

•r.; "L -7 :** ' f , "**^ ' ' » " " ' * °od : . f ' r i j ^ ^ A W ^ ^ W * ^ 
I f s Just too big a segment of ttie » ^ f l S ; ; ^ ' ' ^ 5 ^ i B < » ) r ^ ^ 

towriteoft' ^ S F ^ ^ ' < ^ ' # * i i J < ! i n o . 
dess. die andHDnoUn,, •STSF^ i 'S^w^ .M^ 

SeeSHOKE.A9.CoL I 

I —--—V — l u i luugner provi-
Jlons to reduce youtti smoktag be-

would endorse die $3685 
bmion sett>tnent between tobacco 
companies and state attorneys gen­
eral, nesottated ta June. The compa-
nles '™'^"^-*- • - • 

V. 

MOMIAY. SKITI MIII H 22. IW? 

punish ttiem because., ttiey rant 
quit ' Rosatao saM. . : ' 

At the Universily of Nebraika 
Medical Center, smoktag was 
banned taslde ttie buildtaip on Uie 

campus several yeare vro 
But wilh6.000 employees Mdm^re 
ftan 200,000 .pattento coSh« 
ti^thef.dKtyammdly,offi3 

stodyfag how to desi witti ttie 
Meatty stream of smokers lighUng uD 
near tfie hospital This summerftev 
ordered 13 sheltere. ^ 

in.7i {L*" .?*^" "PPorter of s 
total ban, but I was overruled by our 

coTOittee," said Donna 

i ^ g f a m l B f t ^ w h o cob* 1 ^ ^ 
^ ^ - ^ ' ^ W ^ w c a n ' l i i ^ i t j i e m 

.-awjfjr from Oie hospital;'^ • • 
,; Howevec, iKuen-Bahiajky'' ,ald" 

. ;«li|>loyees free sniblinjf-cessatio^ . 
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discounts on nicottne 
patches 

While most restaurants StiU offer 
small amoUng sections, the bst-
growing cigar &d among tbe glam­
orous and i«elko-do has pushed 
some restaurants to establish special 
cigar bars and rooms. The wealthy 
have fonned a beachhead that is 
keeping some tolerance for tobac­
co," said Tom Lauria. a spokesman 
for the Tobacco InstiUite in Washing­
ton. : 

Despite this new acceptance by 
some, several highiirofile coipoia-
hons that have purchased shelteis 
iiisisted ttiat their names not be 
linked publidy with smoking. *We 
are not profinoking,* said a spokes-
than for one large manufactiirer of 
housdioW products, "But we have 
10,000 employees and ifs unrealistic 
to think ttiat we can force ttiem to 

Tlie Amrt(&i Catfcef'SDawy 
sees it differendy. "We Wish tfiat 
employers hi ttiis posidop would 
spend that money on more smoking 
cessation programs," said spokes­
man Steve DitJdnson. "Many people 
quit smoMng because it's jUst plain 
socially unacceptable. HeaWi risks 
didnt inove them. . . . But ttie fact 
ttiat ttiey were social pariahs and not 
welcome in ttieir own buildings did 
movettiem." 
.Defiant smokers beg to differ 

They are tired of being treated as 
social outcasts, squeezed from every 
angle on an issue ttiey believe ,is a 
inatter of infonned choice. As Na­
tional Public Kadlo commentator Da­
vid Sedaris joked bitterly recendy, 1 
can find a gram of cocabie much 
easier than a cigarette machine.* 

Such pressure may be creating a 
backlash among smokers, who can 
choose to spend ttiefr money where 
Oierre welcome. CDC figures show 
ttiat about a ttiird of ttie nation's 
smokers fall below ttie poverty luie 
But millions of pttiers "cut across 
demographic lines and tfiey have a 
few dollars to 8Bi|nd.v said Tom 
Humber. jpresident of National 

^ Smoker's ADianccl grassivots pro-
smoung organization witti 3 million 
members. "Businesses are startfaur 

filtering ventilation 'Systems ta 
ttie lounges, which he says him over 
air 12 times every hour. -

Ottiers have gotten ttie same mes­
sage. As ttie govemment has tijjit-
ened r̂ sWctions—since 1990. smok­
tag has been banned on domestic 
flights wittim ttie contiguous 48 
stotes—airports have found tbat 
ttieb sffioldng travelers need a place 
to go between flights. Chicago's 
OUare Airport is hi ttie process of 
building 20 outside shelters after a 
two-year airport ban on smoking 
Dallas/Fort Wortti Airport estimates 

i ttiat 16 million smokers pass 
ttmngh Its termfaials each year. 
Thafs 16 million people we can't 

*^Everyone 
jes 

smokingisbadfor 
yout but these are 
our people and I 
can't punish them 
because they can't 
quit." 

—GarrySosstao.fKilitiesmanager. 
Kockwdl taterastional Chicago plant 

hun our backs on." said Kevin Cox. 
deputy director of ttie airport "We're 
in a service busiiiess.* 

At National Airporfs new termi­
nal, officials hope smojcerswOl grm-
Itate to two outdoor plazas buHt witti 
sinokfaig m ndnd. A spokesman for 
Host Marriott Services—^ch runs 
•he 24 ' restaurant concessions 
there-rsaid the company opted to 
ban smoking at aO its restaurants to 
avoid having "people run across ttie 
termmal and flock to ttie conces­
sions ttiat offer smoking.* 

Foiu- years jgo, Amtrak banned 
smoking on its short-distance routes 
but aDowed smoking in («rtahi pub-
Bc kiunges on ttie ovemight fratos. 
After an extensive stady, the niil Une 
^nduded &at neittier smokers nor 

n̂smokers were hjwiy witti ttie 
ri^anent "rhis spriiig. it tahti- -
iced 34 newiy renovated smoktag-
îinge cars- on its long-distance.' 

jutes. TIere are 25 more to come. 
There is no <|uestion we were-

revenues,* said Steven T ^ ' 
—eL Twenty^ve percent te a 
of people and a lot of tost revenue. 

„ fe are frying to bring back ttiose 
îttavelers.* 

V, 

fi; 

i 
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What s JNews-
Business and Finance 

IMF MEMBERS AGBEED to chip hi 
about $285 blUion to boost ttie 

agency's capital base by 45%, respond­
ing to Uie rapidly esdUattng cost of 
global finandal rescues. The move, 
was overshadowed by a'ptovocaUve 
condenihaUon of currency fraders and 
westem goveramtnis by ttie titalay-
slan prime mhilster. as well as by ten­
sion between the U.S. and Japan. 

lArNcm cn PMn Al «id AMI 

Wesdngfaonse Bectrie agreed to 
, buy American ftadlo Systems for S1.6 

billion, plus ttie^umptlbn of Sl bll-
I lion to debt. The Justice Department 
said It would do ui anUfrust review. 

(A r l l daenPwaA l l 

• • . t 

American Express Increased tts 
share of ttie U.S. credit-card market 
during ttie fhst half. bidlcaUng a tan 
around bi ttie company's card bust 

Unlfn Cartilde's stock idl 7.0% af­
ter aft chemical maker said Its quar 
terly results wouldn't meet esthnates. 
Ottier chemical fliins also could be 

' hurt by risUig raw-material prices. 
( A r t l d t e n P H i A l ) 

* • • ' 
Delta Air Unes will give Its former 

CEO, Ronald W. Allen, a lump-sun 
severance payihent of S4.S million. 

(ArtlcMenPmBW 

Laboratolres Servier says It Will be 
able to prove ttie safety ol diet pills ttie 
French drug maker pulled from phar­
macies, world-wide last week. 

( A r t l d t i n P i o i A m 

• • • • 
'Maikets-

Stocks: Volume 630.539,610 shares. Dow 
Jones Industrials 7917.n, oft 6.4S; trsnspâ  
tatton 3206.80, up 46.70; utUItlei ZÛ T. up 
0 16. 

Bonds: Lehman Brothers Tretany Index 

around Ui uie companys cam ousi- ^-TTTl^rgr^ 
nessmaybegaUierihfsteam. i^s iSe iSSi to : ou $19.38 a barrel, un 

: l A r t l d t m P M l A l l . w i ^ rw. . . i x n M r i ih inM I n d H 14TJ2. UI 
l A r t l d t m P M i A l i 

• 
Long Tenn Capital Is returning to : 

tavestors nearly half Its S6 billion ta 
capital as aifaitrage tqiportunlUes 
shrink ta tatemattpnal bond markets. 

(ArittttonPniCil 

IBM Wfll announce ttiat It has be­
come ttie nrst company to successfully 
subsUtote copper tor alumtaum ta 
making semiconductors, a vital break-
ttirough ta manufactoring faster and . 
more powerful computer chips. 

l A r t l d t e n P M i B U I 

Home Depot's resntts eooldie cut 
by 21% for ttie ttM quarter foUowtag 
Its agreement to pay S65 million to set­
tte a sex-dlscrimlnatton suit 

• « • 
Kansas aiy SouUien said U will 

separate Us railroad bustaess from Its 
booming muhial-fund unit, which In­
cludes Uiu bie Jiuiû  CnHip. 

. lAnidtonPwica} • .'•»••'-•. 
The tobacco tadiistiy expects much 

of what Is ta Its proposed nattonal set­
Uement to be approved by Congress. 

(AriycHonPMtBSI 
The SECs Levitt Is expected to out­

line rule changes and tougher enforce­
ment agatast tmall̂ ompany stock 
fraud ta Senate testimony today. 

(ArilcitonPwtoili : 

Rocfcwdl is expected to nnveil Uie 
first commerdal chip designed spedfl-. 
cally to run Sun Microsystems' Java 

' computer programnung language. 
(Ar l lcMgnPaotBUi • #.•,• 

VUgta Recoids Amertca Is ex­
pected to name Naiicy Berry as bead 
of the music powerhouse as Phil Quar-tararo Is expected to be appotated president of Wamer Bros. Records. (A lKc l f cnPHlB«) 

cbahged. Dow Jones futures index 147 J2. igi 
0J7; spot Index 145J9, off 0.03. . 

Dollar: 122JS yen, up OJO: 1.7753 marts, 
off 0.0041. ' 

World-Wide 'I 
CAMPAIGN B^BU COUUget 

boost trom Reno's BMve agatast Otaton. 
Tbe lUomey geiiicral, as the did earlier 

wltti Gore, has begun a review to determtae 
If an tadependent counsel should be ap­
pointed to tavesttgate passible hmd-ialstag 
abuses by tbe president ne qulcfcenbig 
pace of eventf bas produced a owe amoni: 
top Seiute campaign-panel membert, sn 1 
hearings now wUl shut to Issues designed to 
mod Republican leaders to sdiedule a fknr 
debate on ictorm leglslatioo. But maivta 
Uie GOP ate opposed, snd ttiey ste wen-pod-
llaaed to bkwk It. (Arttde on Page A3^ 

afiitoii kas taUhe cant remenber 
WilMwl /IlllW-m WHO plmr m l h Ihnn Ihr 
milr llmar. I nirmliiilu uu-li ifiHs. mill 
IM *yWo|i hired laufym lo de/niil dim. 

• • • 
Peland'sSoUdartty hnked set to take the 

laniisl number uT parlliuiiciit scats In an 
elecUon defeat for ruling exHCommunlats. 
exit polls projected. A dear msjcrity ap­
peared out of reach tor Oie (oimer. trade 
union, but.results could SHOW II to tonn-t 
coallthm government after losing power ta 
•S3. A piDHnaiket inrly was running ttilnl. • • • • • • ••' 

. cUntoii and Ooggress stmck a deal on a. 
B47.7 bUUoo Pentagon budget allowtag ttie 
pttsldent to decide wbett» to buy more M 
»ealtti bombers. The pact Friday prondes 
more veodtag ta ttie home states «»f01̂ l 
ntcb ind Lott. Heunrtille. CUtitoD said be-n 
veto an educaUon bill il It lacks bis national 
ttsUng proposals; (ArUde oo Page A:4) 

AnUttiTxoiistrndkmbm 
pork-barrd provisions Uiat ire good targets 
tor CUnton's new. Ilne<tein veto power, 
crittcs say. RepubUcan Sen. HcCata has 
lound 129. MeainrtiUe; Congress and Otaton 
reached a deal on two tax Items he crossed 
out last monttL (Artide CD Page AM) 

• • • 
ne Senate Flnanoe paad opens bear 

Ings on IRS conduct hiuiunow. wltlr em­
ployees due to toUfy ttiat sgency pracnces 
encourage tax coUectors to bully taxpayos. 
Sceptics note ttiat ttie bearings come imU t 
Republican effort to make ttie QtS a can-
palzn Issue sod use sucb suiries of abuse to 
help raise funds. (Artlde 00 Psge A2) 

I VIC wno, 1, 
ihifUngUs(..,.^.„, 
Slav piesMdĤ ; A! 
united opiwsltwni w««.«, »r-'r-' Tnv.h • 
StTbSiItatBr pretests 

g,j(«adnta Ffliptaos • 1 ^ ' ^ ^ % ! ^ 
nlla to oppoite a second term te K d ^ 
SSnS,Xii backets are mrthg to i j ^ 
S^nsttnitton to snow IL On Satarday. 
S S S ^ he won't nmagatâ Ŝfpaw^ 
J'Suuion of two Msnlto*)|md colter 
tnins kUled at least six and talHral Ml-

• t -t. . . t • 
T«d nner b nStag bit pledge W wed 

to give n bflUon to U Jt. csiaes ovw 10 yean 
iVwsy to escalate U» 
seaittiv oeode to tacttase ttidr giving. 
WsSTsppsrentty toUowed a spin̂  
S^UientdiSon, snd-details 
to be worke&auL (Artlde on Page Bl)^/ 

. • • 

nwseniesBtualM' 
„ odurHnaittaied ' " 
iduttery'aad 
tagoOlcer 
revlewtag. 
n e ie[OCt 
now bdng 

iBsdl tnops aneited'doKiis ct Pslei; 
UnlsnmfflT^fest ^ J ^ ^ ^ ^ 
witoesses said U anieared a spfdilc ii«m 
i^nSbl SepaiSÎ . Istad said RudUn 
idettttsts bdped Iran djvdppa loi«*«nK' 
^dle UiatoNld destabUitt ttie M l d ^ 

Genua Ctaaoddr partyjH^a 
aiiS^Snd ta HaaaiOfg date * ^ 
dSS as aa ea r̂jjrflcator of tte W 
paUond vote. A Isrright partŷ  sto did 
roiprislngty wen. tne mayor qdl aft« a 
S i ^ y maigtalpr Sodd Demoats. 

In *Algata SaiUaned as to 

A isMMSB tsliliw* iiilBlitpr 
atter MmHitaisttr HasfaUiott) appdn̂  
bin to a pdrt civetaedag ilfltgdaaMl̂  
XiaidnwcrittdsMbtauHeollils.iw 
llontaUieOTOslfld^fcSftByi?*! , 

Air FBces towdlnto£S M»tS IJ dUM 
to Uie cause d a BTtomber awh FtUvt} ID UIC CUBC WI • w a w*w»»p*i 

a test ruige ta souttieasten Montana. PM̂  
crewmen died a j n t a ^ J*!*„^2S* during piBdlce of kwfalUtode maneuvers. 
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McKknsrOMt-
n w t U w d i ^ , 

'̂one of America's empty nests' 
' . l?°S?yPj!?gjf'^*°''y whaintwrt afier dropplM ttidr dauAter 

at Stanford ItahPerdly over ttie weekend, PiesUataLl B l U a t ] ^ 
bam OintSD reoimed from CaUfbnda to die White'Howe Air a few 
hours Sundav tt start, ta ttw presidents woRb, •VAdaQy oveneetas 
?~v?'*5S^* ̂ ' "y '*»^" *y e**""̂  Ohitons were hoSed 
for New Ycrii dty, where today he wUI ad̂ ess die United Nations and 
tonight ttie csuple wU attend an openL Otattn goes to Uttle Rock oo 
puisdw <W the 40di andveisary of the tattgrattcn ot Ceatial High 
Schod. At Ihe dme, federal troops had to ba deployed tt pmlednioe 
ttadeois wb^ under a court order, were ttie Irst Afriean̂ Americaia to , be aUowed to attend the schooL — Mimi Waij 

ARMY SEX SCMDALi ne Aimybwdtfdngaheartngoflcerk 
reaimmendaaaa ttiat hs lop enlisted sddlerte^cnrtinaitt^ 
counts of Indecent assault aduBoy and otatmettsa of liBdce. 

Sta women accused SgL Maj. of ttie Army 
Geie McXhmey of grabbtag flieni, trying tt Uss ̂  
diem and askfan tor sex. One add she had tater-: 
oooiae wUi M^taney unwlUtagly. but the hear, 
tag oDcer.tM. Robert Jarvla, rejected a pnse-
cnttoo reonest ttutMcXtaney be dtaregd wtth 
lapc McXtaney has denied aU aocusatteu. 

Anls, toOowlag an dahtweek hearii« sub-
mned more than 6̂000 pases of testhnony and . 
exUb^ tor review by Cd. Owen PowdL com-
mande!r4r ttiie FO^Lttyergatrison ta Aritatfoo, 
va. The Inal dectalao win come tMBn MaLGa. 
Robert Foley, mmmrMf gf ihe Mlltauy Db-
trict otWgglitagton. -

^ ^ ...^ ,_««I>-OBrdynMdflney.&N.Y,whobliytagtt 
reform ttie mUtoiy Jattce aysteni, said ttie women were-trave sol-
dlen who were willtag to put ttieir good names 00 ttie Itae.... rm dad 
Uie U.S. Arngr appears tt be taking a kssoo from diem.* 

FOREST PROTECTION: Two Oieaa lawnuken are ptopodag a 
bm tt diUt tM miUlflo from a liea^i^lttnd tt remove ^ M t t ^ 
and tota oventocked stands of trees trom Irepraoe nattood torcsb. 
. f 2 5 f * Ad <»lb tor a Sveyear p n w ^ 

M l ^ n f t prescribed bointag; tasedanddbemcootrcLitw%nk r a t o t ^ m d u e » p l M ^ a ^ 

™"i°>'<^.fi>re, tatrodnced ttw Senate ventoa Endranmeotalbb 
oy flie pdlfldans are eqiloittng publie (Car of toreat b a and tavett-
taga.tonsHiealfliGrids*tobeneatttiettfflbertadustry. 

CENSUS SAHPLINS: Boose RepubUcans are eqiectad to by 
agata Uib we^ tt bar ttie Census Bureau from udot samdtaa to BTilw 
ua Ind flgure tor ttw 2000 Ceosos. I te GOPS t S u t e n ^ l ^ ^ 
spilng when tawmakeis asaefaed ttie han to a dbastmtSef bm and 

reacb at least to* of hoosdii^ aad ttien nse ttiose routts to « ^ 
number aid efaaracterMa d peopto who midit not him 

amBi head count, aad Wwt sarnnHna would allnw ttw rwniMi tiSninia,.. 
tton to manlpnlBte ttie numben to die advantage d Demoerab ta i«. 
drawing ccogresdoad dtatrict boundaites Ibr flie 2002 dediam. 

WHITE HOUSE PAGBIS: Purported Whtte Bouse pagor meâ  
n0S bdng^pntatted on die Inttnet might be bopB, and e ^ 

^ S'lSfSSSTi!? ggyMy- ^wkeron Banv Tdv sdd. 
He aalddda who need secure cnmmmHcattan have tt and fliey know 

page pie tonljlit when you want me ta your room," are sdd to have 
becataterceptod by hacken April r . ' . " " " " 

H S S S I S L * ^ ! ? ^ Whtte House ddes and members of flie • 
. K'*''!!^'*"'^'^™°htee have a teotaUvc BgTBement on two bSKs 

nves.anaus.4ased companies wtth oveneas taoome; are eneeted to 
pass ttie Boose Whys and M<anis Cotmntttee ooltadta^ 
oe oo a ttifafl provtaloa tavoMng New YorVB Medicaid piognnk 

• VtraraHnfcADdhstederdproseentnra^sttiehnmte* 
flon and NannaUzdlflii setvbx b htadering an taveSaflooSt^ 
p « « t t « t o r e ^ w a O ^ ^ 
probe b bdng delayed-because ttie INS oOdab ta Whshta^ have: 
f° "^li*?'™='*'*«*»^''*»'»tam U i Atttmey M l S e ^ 
In a letter to ttie INS dboid oOoe ta DaUas. INS dldnt tanmedtaldv 
comment 00 neAisoctatedPreaiepart. • ' 

• TOBAOCO TAX BREAK A proposed ISO bnUoo tax deal lor ta-
baera companies; which ngnterlousiy appeared ta ttie balanced bodfr 
et bin, canw at toe behest d tobaoco kibbytat aod tonner RapubUau 
nadond didnnan Haley Bartiour, TInw says. Baibour dedtaed to 
comment Conpeas later kffled ttie memuit -~iu™ «, 

CXtRKECnON: An Uem Friday shodd have add ttie Senate an-
proved $100 mUUoa fbr ttie NaflCTal Endowment tbr ttie Arts. 
Written by fevl Leavht wUh stall and wire repon 

FBI joins 
searchfor 
wealthy 
N.J. man 
From stag and wire repoRs 

The FBI has Joined the. 
search for a New Jeney mll-
Uooalre mbstag lOr Ave days. 

Neboo (jross.'a prtnnlnent 
devdoper, restaurateur aod 
.ooMhne powertd RepubUcan 
poUttcd acttvbt. was teen wltti 
two unldenttled men Wediies-
day before he withdrew 
ttO.000 Irom hb bank account 
He was reported mbslng when 
be Idled to show up tater ttiat 
day at hb summer home In 
Bridgdiamptan, N.Y. 

Hb wUe, New Jersey Radng 
Commbsioo Oialnroman Nod 
Grass; and ottier nmlly mem­
ben are Offering a 1100,000 re­
ward fOr bb sate return. 

The case Is "StUl being 
worted as a dbappeannce. -
said FBI Spedd Agent Ann 
Todd. But "̂ ve cant ide out 
ttie passfiillity ttiat he was kkl-
napped. -

Griish sttver BMW sedan 
was found ta Manhamin tate 
Saturday. New York poUce 
sdd Tte FRI b procesdng It 
tor evidence, Todd said. 

Tbe Newark offl(« at the 
FBI loliied ttie Bergen County 
prosecutor's offlce Friday ta 
ttie tavesflgaUon. PubUshed rĉ ' 
porb say as nany as 100 agents 
have beea asslpied tt'ttie case. 

A eî /ear<U Saddle RWer. 
NJ., lawyer,.Ndson Gross has 
been descrUied as Uving a low.. 
key. semliettred Ufestyie. qiUt-. 
tfa« hb ttme between ttie gott 
coune and hb restaurant and 
real) 

Giosa; Son last saw l<m with 
twoAinidentifiod men. 

. Offldab inlUaUy focused on 
ttie 120,000 bank wtthdrawal 
bdore Grass's dbappnuuice. 
But hb brother, Michad Gross, 
says the withdrawal might 
bave been a routtne transac-
tton. He told The Record of 
Hackensack Uiat bb brother 
withdrew 179,000 from the 
bank eariier ta die week. 

1 dont think my bioOier 
was coerced tt remove that 
money," Micbad Gross sdd. 
Thb b a man who routtndy 
moves targe sums ot money." 
. MlchadCrosssdd hb broth­
ers son. Nell, saw hb laUier ai 
ttie tamily's restaurant paiUng 
lot wtth two men and went tt 
tavestt^te;' At one pdnt NeU 
Gross caUed bb tattier on a cel-
lular phone. 

Nebon Gross gave DO tadlca-
doo of any trouble and told hb 
sm the meeting was "iiBt bud- ' 
ness,' hesdd., 

A p(dttcal acttvbt undl be 
was convicted of fund-rabing 
bregulariUes ta l t7 i Nebon 
Grass was counly ahd state 
GOP chairman. Reserved Ive 
months of a two-year prison 
terin ta 1976. Be was a key 
fund-taber for Richard Nixon 
during Us 1968 presldentid 
campaign. He ran unsuccess-
fuUy for ttie UJ. Senate In 
1970. 
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Give Preddent Otaton ewdit 
• > j™'"* '"^* wrong, me 

•«».̂  prestdent haa announced a 

™°5grenes or. more accuratete 
tor kegjlng dgarettes away ffom 

«wmen not to grow tobaccoikrt 
whatgot ttie most andifibn was a 

Oiat a 10 percent tocrease ta prices 
woittd cause a seven p e ^ 
decrease ta youtti smoldhg r 
A , S L i ^ i ^ Oaloupka. who con­
ducted ttie dgarette stody. exptatas-
^ toof peopte ttitak ttutt bSauM 

ogrwntkslbrsubsttuicesottierttian 
tebaoco: "(Ilncreases ta ttie price of 
mar̂ uana wfll.reduce m a ^ ^ 
^•" jSjDr . <aidoupka.^Sw? 

of a padi of smdus overahe 
decade. 

The preddent% crlttcftKho dta-
cere a hidden tti bfle are wrang. 
sgs Mr. Cltattin.OTi m e ^ ton« 
^ money. It i not SSt hSSJ 
much monw we can extowlhmi 
the tobacco tadustry" 

What b i t ab!Wt, ttiej?'it'l. of̂  
couTB^dwutklds:-̂ neafffie w ! ^ 
waysofr5*idngyouttis*6hiiglsto 
tacreasettieprioeofdmJ^faaS 

'°«- wfli:ijiMiM^„«|^^ 

r»/°^? ^Vatten it the fonner 
Deputy Duector cf the ckce of 
Wationarorug Control >oU« 
AmesFJCQ'GambajbrmerASg 
poJiO-odrtsor to SeiHtte JiidictaS 
Committee Chairmon Orrin ti. 
tiatcK • ' 

aa)r>iA'.uuuaupaa.MiL„ 
meomodteisttueaswell—ttiehte-' 
toriMlreeordlaBttered wtth cases of 

2«n«m-era sddteraiueiSwn: 
dv^ p j « welnamese) hdnoSbut 
^ wbai ttiey retumed to (expen-
dvB, hmrd to get, ttiree peicempS-

n«<farprdilem witti 
nernn desptte tts maiidatorv death 

make berata cheap ttioe? Fbr an 
even more obvious examnta. wfav 
^ J J " China* dSTpiSblM 
g ^ t f t e r t t t e Brittdi£i« Indta 

wtth 

Where thetex bile 
IS getting deeper 

.'ISOtoosof ooluni year? 
I toe Is no m mat supply 

nsters demana ine red question b 
why the Clinton adnunistration has 
dismamled our nattonit drug tater-
dictton programs, the god of which 
•bto reduce avaUabOlty and drive up 
prices. Dont believe ttiat'taterdic-
tion can change street prices? Why, 
men, did an aggressive effhrt during 
the Bush admhilstraUon cause 
cocdjieptices.toJump43pett»tt— 
me first such tocrease ta 12 yean> 
And why has the more than one-

' thW reductton ta cocame street 
prices cotadded witti ttie Otaton 
admtalsteattoni SO penxnt cut to 
intrrnicoon programs? 

Histtiry ta ah eacelient teacher 
S! !&5f^° '* 'a in tnnadmin-
•strauoin falted drug policy It that 
history, spedf led ly&nimd^ 
dmg Me ofthe 1960s aod 197(b, is 
''55'ttngltoelf as we watch. 

The adminlsttatian* own data teU 
ttie story. LSD use by teens has 
reached the highest rate s i iS 
JMord keeping started ta 197S 
There is no evidence of any reduc­
tton to ttie hard-core addict pmula-
tton. A recent White Hpusesivw 
tttie "Summer 1997 Eube Otedn 
finds tt«t^Ih)erdnu8e^tiS^,^ 
oecOTunon ta dmosrdl of ttie areas 
eontacted,,and dght of the eleven 

Whtte ttiere Su%en an talouse in 
new. ywrng usen. herdn usen are 
priniaribradults.manyofwhomare 
rormer long-term usen tempted 
badt toto use by ttie tower pria. 
togner purity herom now nvaflable" 
Translation: Heroin. wUch as 
recently as 1991 cost more Uian 
H,eoo per gram, it now so dieap 
™«^ouM peopta can allbrd ft, and 
tormer addicts are getttngbackteto tneffuns 

Tft«Jmernd Revenue Sei-
'"l^JustrdeaaeddS 
lK«»*'»lleettoiSfaiMs 

ttaaUon*?n!-Sr^ o™"™ of 

ttlsprababh 
Eoinomlst Loi 

S 5 7 ! f . £ S " ^ ' * ^ wdltrttads uw matoftr «xnie to ttterSr^ 
taome taxes to 1995. In wSJrtS: •""op paU 28.7 v l ^ Im. f h i n i T l ' ^ L e i u . On aver-

th .kS^S*"- ™» means that 
^^SOpercentpddlessiS? 

was «0ingS?i^bSrel9MS5? 
.^-^pSStoXi'tariS 

. | O T I S a lot of tdk about ttie 
need tor more spending on dme 
tteataent but the esct ia ttiat d*M: 
miMt ta ^liply not very eOeettve. 
when addicts can walk by stteet 

is heroln the only drug whose plen-
tifidsupplyhasservedasanlndu^ t t 
nienttoyoutti{kduse. Martiuana b • B 
once more ttie drug of chdcd of k » 
mmy yorngpeopte!* " ! " ^ 
. o J ^ ^ J^^ntof ttteOassof S 
1996 have smoked at leas once ^ 

tise Just five yean ago. Preittctablv 
ttie White ftwiJeTp^CheS 
reports that "Mariiuaha contthues 
to be h i ^ y popular witti a>ide 

to 

ttie CongteMtobai ] 

^WSWIUonearitettSiSSa! 
PJtob o w t t e . r e v B n u e « S £ 
• » n » d l y based onttiir?^^'*' Btoreeaaldor 

uct^SSc^ 
It ooontedU 

are^^edMtaoometola^B 

^S;^tt«wofrtt2t?!! 
_,Jl|^2iittoctear ttiat aedife 
much Aetorte to tfie c o M w ^ 
nrpgresdve. The h ^ 

Z.^ iUrr^ ' wuiar wim a-wide 
vartejr of usen. parttcutarty yottna 
useis' and "Marijuana apptwTto 
peplentifkd ta all arieas... r Actu­
ally, that tasomewhat of an onder-
autement Marijuana prices -
wWch during the . Bush 
•dndnistratton were driven higher 
omeete ounce, ttian gdd - are 
onrmtty at a 12-year low The price 
or a Joint of high-potency mariiua­
na ta now Just a coiipte of ddlan— 
auowantie niangr. 

The Clinton admtaistrattoo has 
5!!'!«2 «»«»<!e3 to driig totetdlc-
5pn,wWlejt8ownreportsdiowttiat 
ttie result has been a boom ta ttie 
JTOply and availabUity of driigs 
mgho'purity, and more drug use 
Tne dgarette iasue shows ttiat ttie 
Ointon adffltalstration eertataly 
understands thlr-dynamlc. The 
•luwtoi ta, what win it tehe tor flie 
preddent to devote some attention 
tt tlie drug issue? 

1 

P2«« 'nf taxp . , enpdd^l? t f ^ ^ ^ ^ S ^ ^ b * t o l v < S J 
^ l ^ ^ ^ ^ * ^ ^ ^ '°P«'»«»««««.rattierttiS' 
•H-.?SE?5!'^.*««>dbfttieBn«h : 

in iS?**^ ""^e ttie CUnton tax 

^nenuhittgti^TbnS'^ 
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By J IM. BRODER 
WASHINGTON, Sept. 22— Tobac­

co tadustry profits cquld soar imder 
terms of a legal settlement proposed 
hi June by 40 state attomeys general 
and cigarette makers, accordtag V a 
new analysta of the agreement by the 
Federal Trade Commission. . 

The study found that the tobacco 
companies could reap as much as 
S123 hUlion ta additional profits ta the 
next 2S years If the settlement plan 
were adopted as drafted. 

The flhalysis, conducted hi re­
sponse to a request from Congress, 
atao concluded that fhe $368.5 bUllon 
face value of the settlement was slg-
lUflcahtly overstated. The real cost 
to tadustly ta about $207 billion be­
cause the eonipanies' paiyments are 
to fall as cigarette consumption 
drops, the commission staff report 
found. The cost\to tadustry of die 
June agreement Is about $100 billion 
ta today's dollars, t|)^ study found. 

The settleiiient prtipasitt-tô unllke-
ly to he enacted by Congress without 
substantial changes. If at all. But the 
trade commission's ftadtags are 
startUng because the agreement has 

' been deptated as extremely costly to 
the cigarette tadustry. Instead, the 
agency found, the liidustiy. would 
thrive ftaandtilly whlle'enjoyhig Im­
munity from most litigation. 
' Scott Williams, a spokesman for 
the tobacco makers, said that the 
report was "highly speculative and 
misses the potat." Mr. WUUams. of 
the public relations firm Bozell 
Swayer Miller Group,, said that the 
purpose of the settlement proposal 
was to reduce smoktag by mtaors, 
not to maximize tadustry profits. 

He decltaed to comment on the 
specific ftadtags of the study. 

The report said that the industry's 
potential wtadfall profits would re­
sult frotn the cigarette compaiUes' 
ratatag prices much more thtm was 
necessary to cover the cost of 'the 
settlement The tobacco tadustry hta-
torlcally has tacreased prices more 
quickly than Its costs have rtaen. 
taktag advantage of the small num­
ber of companies ta the market and 
the millions of addicted customers. 

But the trade commission study 
mav alreadv be.largely obsolete, be-
. cause President Clinton has rejected 
itiany parts of the; June proposal, 
Includtag the provision allowliig the 
companies to pass along to smokers 
all of the costs of the settlement. 

Under the President's proposal, 
cigarette prices would rise by as 
much as $1.50 a pack, but a substan-
tlal.ponlon of the increase would be 
captured by the Government In the 
form of penalties If smoking by teen­
agers did not drop sharply. . 

The study also assumes that the 
cigarette companies vvill enjoy a $50 
billion tax break that was pan of the 
Julv balanced-budget accord̂  But 
both houses of Congress have voted 
to rescind the tax break. 

Trade commission officials said 
that repeal of the tax brcnk would 
reduce long-term industry profits by 
an unspecified amount. 

Robert Pitofsky. die trade com­
mtasion chairman, said that Uie June 
accord contataed an tmst ex­
emption that would aUô  the ciga­
rette makers to '̂ Johuly confer, co­
ordinate or act ta concert" to achieve 
the goals of ttie settlenient. 

He sdid that the exemption would 
permit the tobacco companies to col-
lude to impose price increases far in 
excess of those retiulred to cover the 
annual payments ot roughly $15 bil-
lioii required by the proposal. . 

"Taken at Its worst, this exemp­
tion would aUowthecompaniestoget 
ta a room and decide among ttiem-
selves what ta the best level of prices 
and what ta the appropriate level of 
profits," Mr. Pitofsky said. 

He noted that siich collusive activi­
ty was ordtaarilya violatton of crimi­
nal antitrust statutes. 

Representative . Marty Meehan, 
Democrat 'of Massachusetts, wel­
comed Mr. Pitofsky's conclusion that 
the anti-trust exemption was too 
broad. 

"We now know that the exemption 
provides the tadustry with benefits 

Jhat go far beyoiid the original justi­
fication.'"' said Mr. Meehan. co-chair­
man of the Congressional task force 
on tobacco, which requested the re­
port. 

Separately, a CBS News poll 
showed that a large majority of the 
public doubted that the proposed 
agreement would significantly re­
duce the nuniber of teen-agers who 
smoked. Only 19 percent of a national . 
sample of 1.051 adults surveyed late 
last week said they believed the 
accord would reduce the number of 
leen-agdrs who begta smoking. By a 
2 tb 1 margin, the respondents — half 
of whom were current or former 
smokers — said that the Govern­
ment and the tobacco tadustry could 
not take steps that would significant­
ly reduce tobacco use by intaors. 

Washington Classes Start 
After Rook Are Repaired 

WASHINGTON, Sept 22 (AP) '— 
Schoota'here opened today three 
weeks late, with new roofs, tighter 
security, longer days and stiffer aca­
demic requirements. 

Classes started later than those ta 
most of the rest of the country be-, 
cause niofs were behig reĵ laced on 
54 schoota. . The school day has been 
made 30 mtautes tanger to make up 
for lost time. i r > ' \ < 

Julius Becton, . the District qf Co­
lumbia's schoota superintendent 
said new roofs and either repairs 

. should help reduce fire-code viola­
tions that taterrupted classes in re­
cent years. 
. He also announced̂ ,̂rea()lttg pro­
gram tatended to tasure thiit i ^ chll-' 
dren are readtag by t̂ e. third grade.' 

'. "': f'^'i' 

Treasure Hunter Finds 
LostPresidentialYacht 

ASSATEAGUE ISLAND, - Va.. 
Sept. 22 (AP).— A salvage operator 
searchtag for sunken Spantah treas­
ure ships: ta the shallow waters off 
Assateague Island bas ttistead found 
a piece of American htatory. 

Ustag a magnebinieter on Sept 9, 
the salvor, Ben Ben^, discovered. 
Uie Despatch, the yacht of . PresI-' 

jdents Rutherford B.' ̂ ayes, Jj^es A. 
Gariield, Chester.A,̂ /̂ |huir/Grover 
Cleveland and BenJanUn Harrison. 

The yacht, built ta 1873, ran 
aground and sank ta.stormy weather 
off Assateague ta 1891. All members 
of the crew, who were the only ones 
cm board, survived. 

Corrections 
I An anicle ta Bustaess Day on Fri­
day about a surge ta the shares of 
the Bankers Tmst New York Corpo­
ration after comments by an analyst. 
Thomas Hanley of UBS Securities, 
misidentified Uie forum in which he 
spoke. The comments. In which Mr. 
Hanley said the company was a take­
over candidate, were made to UBS 
clients and its sales force and were 
reported by Uie CNBC cable net­
work; Mr. Hanley himself did not 
appear on CNBC. •• • • • 

An anicle in Business Day on Sat­
urday about legislative proposals to 
overhaul the Intemal Revenue Serv­
ice referred incorrectly to a plan for 
an oversight Ixiard. It woiild com­
prise appointees from govemment, 
educatioii and'business, not exclu­
sively business. • 

A front-page anicle on Friday 
about a .proposed combination of 
Coopers & Lybrand and Price Water-
house misspelled the surname of ah 
accounting professor al the Wharton 
School of the'Universlty of Pcnnsyj-

vanla who commented.̂  He ta Peter 
Knutson. not Knudsenl'.'"' 

A Chan ta Bustaess Dtiy ranktag 
Uie Big Six public accouhttag firms-
on several measures, taduded sottie 
Incorrect' figures supplied .by Bow-' 
man's Accounting Repon for Enist 
& Young and thus ranEed the flniis> 
tacorrectly ta geveral categories. A 
corrected Chan appears.'twlay'on 
pageor . , 

A dance review on F ĵ̂ ay, Bbiju^ 
"Webbed Feats," i)erfpirtpe<l,lfl]Biy;, 
ant Park ta Manhattan p ;̂ W^es-, 
day. misidentified the prodjiciers.̂  
Tliey were Uie Bryant Park RMto)ra-' 
tion CorporaUon and 'ji Stephen. 
Koplowltz & Company. not,Dai)Ctag 
ta the Streets. , . , . , ! l -

A film review on Friday .-about "In. 
and Out." starring Kevta KUne and 
Joan Cusack. mtastated Debbie 
Reynolds's role. She plays the moth­
er of the high school teacher por­
trayed by Kevta KItae. not Uie moUi-
er of his fiancte. 
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FTC Criticizes Proposed Tobacco Accord 
'Agency Wams Big Profits 

Would Exceed Penalties 
Included in Settlement 

By JOHN R. WIIJCE 
And jErran-TAYIW 

Ilaff Itrpcnm </Tiir WAIJ. Sfl^RT J.nrnNAi. 
WASIIINfrrdN Tlic Kcilr'nil Tr.i.1.' 

I'uniiiiissliiii Kluirjily rrilii'inil llic 
(iiisnl n,ilkinal iubaccu srillfiiiriil. nm-
eluding lhat dgarette makers cuuld reap 
big profits ttiat would lar exceed the 
penalUes ttie pact wodd Impose. 

The FTCs reaeUori attvngthens ttie 
hand or Preddent ainlori and those on 
CiiplKil Hill who nrr dniiundliii; .1 IIIIII;IIIT 

• M'llli-iiii-lil. Tin- iiriKlluil ilml, NiriK'k la-
Iwifii lidumi niiiiiiiiiili'x. Kl.'ilc iillunM-ys 
Urnvral and public-healUi advocates on 
June 20. calls for the Industry to pay $3S8.5 
hllllun over 2S yean to offset slates' costs 
•if caring for sick smoken. 

"Cigarette prices are likely to rise more 
lhan the amount of the annual payments, 
iind as things now stand, vast additional 
revenues idif go to ttie tobacco compa­
nies." PTC Oialrman Robert Pitofsky said, 
yesterday. He found ttie proposed deal's 
broad antiunsl exempUon especially liou-. 
blesome. saying It would give tobacco 
tiimpanles Immunity from price fixing and 
lel the largest grow stronger while squeez­
ing oul smaller playen. 

The FTC found thai Uie plan could boast 
industry proflu from S3S billion to as much 
as S123 billion over ttie life of'the setUe­
ment. depending In part on whether Indus-
try lax exemptions are enacted. 

"This study shows Uiat the tobacco 
settlemenl Is an even better deal for ttie ' 
Indostiy Uian anyone had imagined." said 
Rep, Henry Waxman. a California Demo­
crat who asked the FTC to study Uie 
proposed setUement. He said the anutnisl 
exempUon Is among many provisions ttial 
will have to be changed as (3pngress drafts 
tobacco legislaUon. 

A lobacco-lndusuy spokesman. Scott 
Williams, rejected the FTC s report, say-

. Ing II Is "highly speculative and misses Ihe 
point, which Is ttiat Ihe price Increases In' 
(he settlemenl are designed to maximize 
the reduction In underage lobacco use." 
He said the report "Is based on assump-
lions lhat sre al best Inaccurate.", such as 
Ibe FTC's calculation" thai cigarelte 
01 Ihe cosl of lax Increases 

'The seitiement calls for reductions In 
youth smoking of aw ta five yean and 60S 
in 10 yean. If Uie industty fails to meel Ihe 
largels, the pact would impose penalUes ot 
as much as a billion a year, which would 
prolably be passed along to customen In 
Ihe form of further price Increases. The 
K ? ? / " ! ' " ' *̂  "ax-deductlbie. 

S '̂ "'.5'""''" wmu to loughen Uiese pendUes. The pact also 
S?."2,!f,.M """P""" 'rom anUtrust laws .: 
that would allow dgarelle companies to I 
cooperate on raising prices. 

t The FTC also saio cigarette maken 
' could end up paying significanUy less ttian 
the S368.S billion envisioned under ttie 
proposed setUement because the payments 
lire linked In part to annual, sales, which 
ure expected to dedliie as consumer prices 
rise. Richard Lugar, the Indiana Repiubll-
can who Is dialimon of the Senate Agricul­
ture Commiltee, one of the panels llkdy to 
shape lobacco kxislallun. said CongTcn 
"will want suffldent funding d sUte and 
frdprnl piihlir-honllh rnsls rninrd by 
.siiiiikiiii:." 

I.1SI wirk. I>n9ilili-ul (llnlim ralkil fur 
dianges In Ihc proposed settlement, de­
manding ttial ttie Food and Drug Admta-
Isttatton be«uttiortied to eonird nicottne 
levels hi tobacco products and caUtag for 
price Increases ot as much as SI JO a pack 
.In allark smnklng among yniiths: 

II11' |ilii|iieiiil M-llliHiHiil Is IH-IIII; n> 
. fl'W/tirii/u/tor/ll. (WwMi j | 

OmItniKd From Page A3 
viewed on Capitol Hill, which must csme to 
terms.wiUi ttie president and pass legisla­
tion for Its provisions to take effect Cbn-

, gress Isn't expected to begin toe process In 
earnest until next year. 

Bui toe FTC's Mr. Pitofsky said price 
Increases couM give tobacco companies 
loo much leeway to boost profits. "Prices 
per padi ought to go iip. but ttie questton Is 
now much and where Is ttie money going to 
go? he said. "Even without Uie anUtrust 
exempUon. If prices rise SI.SO a pack, ttial 
produces vast revenues ttiat 4 R mt yet 
accounted for." 

Richard Scruggs, a platoUffs attomey 
represenUng severd steles ttial sued ttie 
Industry, said, "The Intent d ttie setUe­
ment was to give ttie tadusby an exemp­
Uon ody to toe extent necessaiy to 
fund ttie setttement If ttie proirlslon is too 
broad, we'll wortc to narrow It" He added 
ttiat ttie setttement agreement was a 
'/term sheet" rattier ttiah a ddaUed ptece 
d legislaUon. "w»pwce 

Moote lUJects 'Collusion' 
Added Michad Moore of Mississippi 

Uie lead negoUator for ttie stete attomeys 
general, said. "We're eertataly not for any 
odluslon. 
. Mr. Moore said, however. "We dways 

thought tobacco companies wodd nUse 
' prices higher than whal ttiey had to for Uie 
settlement, but truUifdly we ttnught ttial 
was a good ttilng from a pubIî hedUl 
penpecUve." • 

Industry lawyen say Uie tobacco com­
panies are willing to wortt wltti Uie to 
narrow the antluiisl exempUon. As 
drafted. H wodd permit tobacco compa­
nies "IQ jointly confer, coordinate or act In 
concert" to reach ttie selUement's gods, 
Induding eliminating billboard advertis­
ing and vending-machine sales. TTie com­
panies, the attorneys said, believe Uiey 
need Uie exempUon to . carry out ttiese 

~| goals wittiout vtolattnganttttud taws 
I But Mr. Pitotdqr sdd ttie pravidon,' 

dttuugh possibly not tatended... wodd 
dlow ttw tobacco companies to cooidtaate 
Uielr behavhir and raise pilees far ta 
excess of levds necessaiy to cover ttie 
annud payments and keep ttw tdrt 
prafllsforttwmsdves." 
HlKhly.Ooikeiitrated Indiutiy 

The FTC stody said ttw tobacco Indus-

imire lhan govammtnliwulnd prlea ta-
•»P«rt >»««« & lndû  

tty h highly eoocentt«et Uwre i « high 
barrien to enby bf eaaipetlton,«ad a » 
tonien are rdattvdy tateadttve to nice Increases. 

Rep. Harttn lileeban saU the exeoD-
Urn's died "bas been comMelynn^ 
•onkKl" and pnvMai ttM InduKnr wilh 
la-iirnbi ••iiuirn well b « ^ t S % r i S d 
JusUncaUon." lideed, l h « D « S i i t * S 
MassadiuseUs saU ttw companies dm 
mate ttie requhed payments wlttwut It 

Republican Orrta Hateh of Utah, who 
as didnnan of ttie Senate Judidary COm-
mltee WUI play a crudd rde ta dtafttng 
teglstaUon. said he Is worktag wita ouS 
RepubUcan MUu OeWtae, ̂ iilman (rf ttw 
Senate antttturt subcommltee, to ensure 
thar aay_necessaiy antttturt exemptton 
WUI be narrowly teUored to acco^Uh the 
leglstauve god d redudng (ymtb) sm^ 

Separately, Broote Gnmp Ud.'s Lta-
gett Group bK. unit saM tt settled Ne­
vada's tobacco-related Medlcald«taibur 
sement ddms. Nevada Is one of several 
Stotes ttiat filedsdl agatast tobaemom-
panies to cover bUUons of ddlan ta Medlc-
dd costs. Among ttie terms of ttw sdUe-
men t Uie untt wtti put an added wamtan 
on ite padcs dattng "sn»ktag*ls addl? 
uve. and agreed to pay u much as 2U% 
of its pretax earatags tato a setttement 
fund for Uw next 25 years. . 
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WUHMOTDNnCS DEAL 
From page B6 
bacco deal, said Rep. Martin Mee­
han, Massachusetta Democrat and 
cbalrman.of the 89-inember Con-
gressional lhsk Rnce on Ibbacco 
and Health. 

Sen. Fnak Laiitenberg, New 
Jersey Democrat.' said last week 
that he will introduce a bill calling 
lor an,lininedlate $1.50 increase in 
the OKise tax, which already ta 
scheduled to cUmb IS cento tb 39 
cemsby2002. 

Hie tobacco companies that ne­
gotiated tlie setdement deal de­
clined tb commenX ywterday. 

But industry representative J. 
Phil Carlton said last week that tbe 
deal already would achieve a S1.50 
jump in the price of cigarettes if 

Price-fixing exemptions under the 
proposed tobacco settlement could 
Rive the hidustry a S123 billion wind­
fall over the next 25 years, according to 
a study released yesterday by the Fed­
eral Trade Commission yesterday. 

The report, requested by a group of 
toba^ critics in Congress, suggests 
that the nation̂  top five tobaixo firms 
easily can afford to sweeten tbeir offer 
of $368.5 billion over the next 25 yeiars 
to settta healtti UabUity'tamsuits filed 

Sr 40 states and. tiiousands of private 
tizens. 
"Cigarette prices are likely to rise 

more tlian the amoimt . of the aimual 
payments," .FTC Chairman Robert 
Pitofslnr said. "As ttiings stand now, 
vast addltlbnal revenues would go to 
the tobacco companies." , „ 

The tobacco. deal, which President retail and wholesale markups are 
Clinton last week said Congress inust . added to tbe 62'cent-pê pack in-
strengtben to boost cigarette prices crease called fbr under the settie-
and reduce underage smoking, would inent He seiid it would "certainly 
create, an unprecedented antitrust ex-: be imacceptable to try. to raise the 
emption to allow companies to set financial terms of thta agreeiiient." 
{irices and decide oti appropriate profit Jonathan Baker, the FTCb di-
evels, he said. ' rectorbfeconomics.dutnissedthe 

Mr. Clinton instats that any tobacco notion that the 62 cent cost of the 
deal miist force a Sl.50 jump in the agreement alonie would cause 
price of a package of cigarettes over .wholesalers and distributors to 
the next 10 years to discourage teen- raise the price of cigarettes by 
age smokers. He called for a combina-11.50 per pack, 
tion of price increases and "penalties" "It̂  not .plausible, givra the 
If targets to reduce imderage smoking competitiveness of tiie distribution 
are not met but did not address raising industry," he said. 

' federal excise taxes. 
Based on tobacco companies' past 

history of tacking on pretniums when 
taxes go up, they probably would use 

;.Jbejuataiist exemption td boost orices-. 
, far bevond what ta necessary to make 
atmual payments under the settlement 

. proposal, Mr. Pitofsky said. 
FTC analysts said the price of a pack -

of cigarettes would rise 57 cents tb 
S2.47 in five years, without the anti­
trust exemption Included in the to­
bacco deal. But If price-fixing rules are. 
waived, the price could jump to $3.04 
by 2002. . 

The report estimated that tobacco 
industry profits would drop about SIS 
biUibii over the next 25 years if they 
simpty passed to smokers the cost of.-
the'jpttlement. But profits could soar . 
S123 billion, if the mdustry uses the 
(bcemption to recapture double the cost 
of the deal. 
' "The repon raises the question'of 

.' what ought to be done with any addi-
, tional monies the settlement could gen­
erate." Mr Pitofsky said. .. 

•. The FTC report offered no sugges-
'tions for dealing with the tobacco in­
dustry. But Mr. Pitofsky noted that in 
other industries such as utilities, which 
operate under sunltar price-fixing ex­
emptions, government agencies have 
the power to set prices and profits. 

Ibbacco critics Immediately seized 
on. the report to suppon demands for 
stiffer penalties iand higher taxes to en­
sure that the industry does not get a 
windfall.' 

"The FTC report shows that the to­
bacco companies are likely to make 
even more money from the US. tobacco 
market under Uie deal Uian they would 
without a deal," said Rep. Henry Wax-
man. California Democrat. 

The FTC report will be a "powerful 
tool" for Congress to rewrite the to-

see DE\L, page BIO 
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Economic Scene |peterPasseii 
Tobacco might thrive with a 
Sl.SOria-pack rise for cigarettes. 

I
S the tobacco tadustry playing Brer Rabbit to 
President ataton's Brer Fox? The President s 
assertion ttiat if necessary, ttie price of ciga­

rettes should rise by $1.50 a pack to deter teen-age 
smoking evoked bitter denundaUons from Big 
Tobacco. "The tadustry should be not heW solely 
accountable for social behavior ttiat neittier I t nor 
Uie Government can control," read Oie cigarette 
jnanufacturers' collective response. _ 

But a close look at Mr. Qtaton's demands sug­
gests ttiat the Industry coiild live — conceivably 
thrive — wltti the consequences. Jeremy I . Bulow. 
an economist at ttie Graduate Sdiool of Business 
at Stanford University, calculates ttiat a settle­
ment on ttie President's terms would cost tne 
tobacco companies less tfian ttie conthiuing uncer­
tainty over legal llablUty. 'The best estimate novv 
Is that $150 a pack would tocrease ttie maritet 
value of tobacco stocks," Mr. Bulow argues. . • •• •'• 

"Reducing youth smokliig te the Administra­
tion's bottom Ittie," President Gltaton said. "One of 
the surest ways" to meet ttie /Itlmtalstration s 
goal of a 60 percent cut Ui teen-age smoking oyer a 
decade, he added. Is to "tacrease ttie price of 

i'^'stawteerHigers have less money ttian adults 
and are not yet addicted tti nicotine, ttieir mn-
sumption ol tobacco b more responsive to price 
changes Uian ttiat of adults. Noiiettieless, to cut 
teenage smoktag by 60 percent would probably 

ttie orighial settlemi»t p n » i » ^ - f P 7 S S ! ^ v FedeiS Ttade O o m i n b » t a n ^ « g u ^ ttil^^ 

could actually liicreiase tadnstiy pnifite - t ^ 

R ^ i ^ e S a r k the Pi^sldeitfabome^tic Policy 

Council, whettier ttie Admbilstration's a;croach 
would double ttie 72-cent penaltyi Mr. Reec said It 
would. That, ta turn, led to the speculation =at ttie 
President's approach would have doubled ̂ e cost 
of the origtaal setttement to about $700 buJon. 

But Martta Feldman, a tobacco tadustry inaljwt 
at Smltti Barney, begs to dUfer. He notes Ciat the 
72 cents does: not tadude ttie l&^ent-a^udt In-
crease ta the Federal excise fax on ttie bo:ks for 
ttie year 2002. Nor does it tadude future tocrea^ 
ta state taxes, or ta markups by retaUers. .'Jl mid, 
Mr Feldman estimates tfiat ttie abandoned settle­
ment would have raised ttie price of a by 
$1.45 ta just five years — almost as much as Uie 
President's proposed maximum tacrease over a 
decade.' - . 

Mr. Bulow of Stanford expects ttiere to more 
da^lght between ttie cost of the two^^osals 
ttian Mr. Feldiiian argues because , competiapii 
woultl prevent retaUers frOm fattening tti^ 
markups slgnUlcantty. Nonettidess. ttie mfltgstty 
ecdnomtat to confident ttiat dgarate •akers 
could Uve wltfi meiasntes ttiatwiwW tacrease ine 
superinarket price inr $1.50 a ^ * , .̂  ' ^ . 

Mr. BuloWs cOiichislon b basedfln ttie l*« Uiat 

the dgarette makers' goal ta to maximtae ttie total 
return lor stockholders. He cites estimates by 
Gary Black, a tobacco analyst af f anford C. Bern­
stein, ̂ a t ttie domestic tobacctf businesses of 
Philip'Morris and RJR Nabtaco are currentiy 1 
valued by the martiiftt at Just one^hlrd what they 
would be worth ta the absence of unccrtataty about 
future htigation iand regulatOm-

He ^Uraates that a tax of^50 a pack would 
reduce cigarette consumption by about one-third. 
The lost sales would mean a more-than-propor-
tlonate faU ta profits, but Mr; Bulow estimates Uiat 
part of ttie costs of Uie settlement would be 
recouped stace marketing costs vrould also falL On 
balance, he calculates ttiat a $150 tax would pare 
ttie Industry's $5 bmion annual prof It by a bit less 
than half. 

' That Is hardly what ttie cigarette companies. 
hoped for. Biut Mr. Bulow reckons ttiat It b better 
ttian Uvtag wltti ttie current level of legal uncer­
tainty, which has reduced ttie market vahie of ttie 
bustaess by two^hirds. And stace ttie Admtatet^ 
tion appears eager to set goab ta terms of reduced 
youtti smoktag, rattier ttian reduced smoktag over 
aU, ttie companies may find ways to salvage a 
portion of ttie lost profit 

For example, Mr. Bulow expects Uiat an In­
crease ta ttie mtalntium legal smoktag ap to, say, 
19 would deter teen-age smokers, yet have little 
effect on adults ta ttie near term. So by <wPP0rt|n8 
toiigher restrictions on access to cigarettes, fte 
wSpanles might get away with a """^ter tax Umt 
wt less deeply tato profits from sales to adult 

" "Sh t ra t ing on youtti smoktag diredly hjaa 
sodal advantage, too. SrMkers, on avwrage-hsw^ 
lower tacomes Aan nonsmokers.» ri^tagmore 
on dlred regnlaUon of yoiim sTOttigandl^ on 

cutting demand y ^ ' ' ^ * ' > f : S f i ! ^ J ^ '-tt 
creases reduces ttie j l ' S S H S M» 
would be a shame to most flf to b m t e \ « ^ ^ 
anttsmoktag setUement on Uie b a d " ^ "*?'* 
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TO: TOM FREEDMAN, MARY SMITH 

FROM: SKYE PHILBRICK 

RE: TOBACCO ARTICLES (SEPTEMBER 22-25) 

DATE: SEPTEMBER 25, 1997 

HERE ARE THE TOBACCO ARTICLES FROM THIS WEEK'S WHITE HOUSE 
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KEEPING TRACK 

Top Heal& Vacancies 
six months Into his second term, Pr îdent Clinton has yet to /ill 
scores o/o^°ces. This list 0/vacancies at the Department 0/Health 
and Human Services is one t̂ a series of occasional tallies of unfilled 
posts throughout the Administration, tncIudi{ig>Cabinet depai-tments 
and the judiciary. ' 

With vacancies In more than a third of the 21 top jobs at the 
Department of Health and Human Services, the Admlnlistratlon 
moved earlier this month to plug some of the gaps. The President 
nominated Dr. David Satcher, the head of the Centers for Disease 
Control and Prevention, in Atlanta, to fill two posts: that of Assistant 
Secretary for HeaUh and Sturgeon General. 

'lliere has beeoqo word,howevier, on who ~ ~" 
that ofCommi£Toner of Food and Drugs. The White House Is likely to ^ | ^ 
exercise extreme caution In filling the Job because of the Food and w ^ ov 
Drug Administration's efforts to regulate tobacco. G *̂  

- SHERVLGAySTOLBERG g «^ 

Major Vaciincles •' - MONTHS VACANT {jJ 

ASSISTANT sl̂ RETARY FOR ^~ , " • • • • • • • • • • • . J l ^ S 
PLANNING AND.EVALUATION ^ M 
Peter Edelman Stepped down on Sept. 28,1996. in protest over the ^ 
President's decision,to sign the welfare bill. On Aug. 6, Mr. Clinton ' 
nominated MargarefHamburg, former New York eity Health g 
Commissioner. W 

ASSISTANT SECRETARY FOR AGINO • • • • • • • • • • • • • . >r 
Fernando Torres-Gil resigned on Aug. 2.1996. On Sept. ZMt- '^T' 
Clinton nominated Ueanette C. Taitantura, the first Deputy of Health Q 
for the Hawaii Department of Health. • ^ >^ 

ASSISTANT SECRETARY FOR • • • • • • • • • • « ^n^T^ S 
CHILDREN AND FAMIUES - ^ j j ^ 
Mary Jo Bane resigned on Sept. 28.1996. also in protest over welfare 
bill. On April 15. Mr. Cllnton npminated Olivia A. Golden, Acting 
Assistant Secretary; a Senate committee has unanimously 
recommended cpnfirmation. * ? 

COMMISSIONER, ADMINISTRATION FOR % 
YOinU AND FAMIUES 
Olivia A. Golden Stepped dovim on Feb. 13, No replacemeint has 
been named. 

COMMISSIONER OF FOOD AND DRUGS • • • • • • 
Dr. David A. Kessler resigned on March 1 to become dean of Yale 
University's rnedlcal school. No replacement has been named. , , 

SURGEON GENERAL '' • • 
Dr. Joycelyn Elders resigned on Dec. 30,1994. Acting Surgeon, 
General Audrey Manley retired on July 1. If confirmed. Dr. Satcher will 

. fill the job. " . . ' : ' ' _ '. . -

AidetoCUntonSees FlexibiUtyOn Tobacco 
- - ^ „ ^ „ _ hensive plan to reduce smoking that 

WASHINGT?N,Tepr21. Presl-ŝ iSsrar̂ '- sŝ t̂iVtrLê  
. d u W «chinge for a strong ptth A Umit on liability Iŝ wharbrought 

gram to reduce the number of teen- cigarette makers to the negoUatlng 
age smokers, Bruce Reed, die head table, and they have always made it 
of Uie President's task force on to- clear they will walk away from any 
bacco, said today. : agreement that does not taclude U. 

Mr. Reed said die Administration president Clinton said this week 
would not try to change the UabUity y,at the agreement needed to be 
protections In die national tobacco changed to give die Food and Drug 
settlement reached on June 20 as administration die unfettered right 
long as Uiere were real moves to regulate nicotine. He also said diat 
reduce die number of underage ^^jjggjj^g^g^g j^a^gj on „duc-
'"J'WeVe always said diat some tag underage smokingJie wanted to 
formofcaplSbmtylsnotadeal- see penalties tacreased to a lev^ 
UUer for^, but we wbuld condition where cigarettes would cost up to 
diat on getting die ktad of compre- $1.50 more per pack. 
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eningUp 
As Politicians Weigh Tobacco Legislation; 
Many Businesses Make Room for Smokere 

By Lois Romano 
wiiMii|n.uf»«s«nft>B 

DENVER-It's &25 hi the mornbg and 
the smokn; kmnge at the mtemational 
ahport bm Is homfaig. Three television 
sets m b u n n f f h a u K a T I M H I W . » J 

SMOKE.Fh)iiiAl~ 
donsr-has opted to bufld 13 'smot 
fai« shefterB" outside Its buildmgs so 
etqMoyees and vishors will no kwcer 
haveto smoke h doonrays. One ZSZLlS^ IS noppui|. njree television iiave to smoke h doorways. One 

jU^resemblehinsluceiithMttm 
P«fw»-^r^vehng salesmen, grandmoth- huts-repoits a 70 pereent faoMa 
ersMdyoongcouples-aresettledhitothe hi sales ItS year, -.f"^'""^ 
oomlortable armchairs cfaiifaHraaMnir AHM^ . ij.^. •Trf /"^B toupies—are semed Into 
comfortable armchairs cfaiinHmoUng. 

Aad diis, said the bartender, Is a slow 
mornhig. At peak traffic times, they have 
5!fii?J^R**P'* 175<eat 
Aviator's Club, one of only two concessions 
Oat permit smoking at the sprswUng, 
tworesr-old ahport Some 2,000 passen-
gmpss dmnigh the lounges daUy 
u l ^ - ^'^ welcomed." said 
Maiilya Innbery.'i;i;wiaaiy.bouDd soft-

. Aftera fooryear amoUng ban at 
Pan^orth Worth Intmiadonal 
Ahport, die flunMnsiest airpart fai 

m.^"f' ^ J™* developed a 85 
jnniioii plan to build 20 new smoking 
wungies. DuUes Intemational /Sr-
port recently opened two smokuis 
rooms. And Ambak dils year aOocat-
«d « reported $8 million to convert 
59 cm to smoUng kiunges on its 
long-distance routes. . . 
. •T i l J^ ' ' ' ' . ' ' " ' ^ »^ smoke." said Ruth Daws, a vice president of. 
n̂cessions tatemational hic 

which is bulMing die first smokine 
kiunge HanaSeU Atlanta Interai: 
Sonsl Alport to offer fiiltservice , 
»od and bevenge service. Davis 
nld restammt sales dropped 20 
f ^ ^ J ' ^ 1 * ^ ' «* Concession 

••^Sthe risks 
Band smoke, not to 

mention the publicity generated by a 
clasŝ Uon «ilt fflld by ffitte'^^ 

the ttii«noktag oTisadets m kical 
Junî ctioas. Resbictive meaauS 
•re being considered In 4l lwt t 
f d . more thaq 80 proposS' 
ttti«noking ordinances are 3 
ing rnades and tovms. 

dabon (as It i , referred 10 in the 
tobaccoindu8try)iscloselirwatched 
hysmoking foes. "Obviously, any 
J M i l " « ** hard-fought pub-
Ucheahh accommodations is o f ^ 

" ' hoii.;:"' ' 
fsmbl 

ware devebper who smokes a pack of 
Qimel lights a day. Tve been madVtofcel 
1 have to step to the back of the bus for too 
long I know the risks, 1 know the score. 
But I enjoy anokmg and fm not qutaug. 
•nut's the bottom Une. So why tnTto 
punlshme?" ' 
. Bustaesses across tbe country are start-
«« jo ««« her pomt WhUe hi Washhigton, 

^l^UteHoujeandCongressplSo^r , 
h22L?-S?*'"5.f * ^ o"' Interwdonal's afaport ondets vAe^ 
SS!!?i5^" ' '** '° '«»>hidustry ,hi «»Un« was eftecthely eUmhuttS 

,ttei«»ofthecountiy,inaiiycorporaliona, tem eathigestablishmentstfamio 
h«wftabttdpublic t i w 5 m « , ! i a M S 1 9 9 3 . ^ --uaieiini mere in 
trying to find ways to accommodate the 
nation's 48 million smoken. 
• Ma^ bu8ines8<s say It b afanply an 
admowtedgment diat-deqrite die health 
rfaks and tatense public pressure to miit— 
aboutZS percent of the adutt joe^M. 

continues to smoke. And fliese smokers 
happen to tadude dtefa- empkiyees and 
customers. Statistics provided hy the Cen­
ters for Disesse Control and Prevention 

*We have to accommodate die 
«n«ianer.- aald Davis. Tlealdi food 
BiiVhe a bend, bat die fact of die 
matter is diat hot dogs are stiU die 

adfing Itein at die airport 
We cant wrce peofde to eat healthy 
and wie cant force Ihem to ouit 
smoktag." 

SaU Bnioe Geileman, die Des 
Motaes. man owner, whose new 
moktag room offen pool tables 

Y»tes ,said that 
despite , four-year ban on smoking 
^side the plants, about 35 percent of 
HuidiiuMn's-7^00 e m p l ^ r t 

.main undaunted smokers. RecentlT 
, Vales contacted DuoCard. a S 
gan company dut started out Buk-

. ing commercial wtadow, and sun-
rools but whose newly develop^ 
"nokmg sheUer business is 
domtaatiiig its sales. 

"We are hot trybig to encouraee 
•niokmg.-s . ldYat^-B„,^b^ 
S K A '™'i? , '« ' '»°«"«e nearly 
hdf our woric force." By year's end 
HutdunspnwillhaveatlhifodlSM 

,"j,!ei«..and..u 
'(̂ ifiHtogs. 

spent 810.000 oeattag a 4.0006qiiarefoot , Nevertheless, die anti«noktae ' ^•f:i^0i^,*«>fi<^mier^ 
smoktag dub called "Piifb" for his down- " ' l y l» niore effective and powerlid ) ̂ - 1 * ^ ° ? '̂ ^̂  
town man, where people pay SO cents to *^ ^ It has ever been ta diis f ' fBiiTafi:^ 
duekmforasmokeorSlJSforadaypass. eountry. President CUnton on knnwî — ' ' 
town maU, where people pay ou cents to n nas ever been ta this 
duckmforaamokeor$1.2Sforadaypass. eountry. President CUnton on 
Hie University of Nebraska Medical Cen- "ednesdsy caUed for tougher provi. 
ter—Uke many other sgiokeiaree tastihi- j{°>>s to reduce yoadi smoking be-

- • - fore be.would endorse die 83685 >c SMOKE, A9,Ori.l 
bUUoii sealemeat between tobacco 
ownpanles and state attorneys gen-

bg' 

MOMIAV. S K I T I MIII K 22,1007 

.... !5e_:ac-
knowledges smoktag Is bad for you! 
i"^'';«se are our people and I i , - ^ 
punish diem because' diey Sn'̂  
quit" Rpssioo said. . V. • 

M^Jf* r " * ! ^ of NebiiBka Medical Center, amokfaw was 
hjnMtadded.ebuUdiS'on^ 

5 ^ ^ ' ? S * ° » ' ' ^ and m"re , 
ftan M0.000 patienhi comtag 

stodying how to deal widi die 
steadysfreamofunokenUghtingup 
near die hospital This iRu i J , ^^ 
ordered 13 Bhehen. "™™'^'"*r 

toiJj^l''.'?*"'*""PP»rterofa 
toW ban, but I was overruled by our 
S s ^ u f - T " ^ ' ' " i ' i Donna 

i ""̂ shtastoi: Nebt«ska'« 

: m^famUfA wbo cda* he r l ^ . 
• "^.*'.^^*^^W<i*«'csii^myc^^ ••. 

. ^ f t e r n With . .hidteria'l.Uce 
..awsjr frpm die hospital:'̂  • • 
• Howec, iKaten-̂ ahenjky'' said' 

:«hl)loyees:free « i i o k i 5 « S ^ ' 
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fitteiing ventOadon 'Systems hi 
,die lounges, which he says him over 
air 12 times every hour. 

Odiers have gotten the same mes­
sage. As die government has tight­
ened resWctions—since 1990. smok­
tag has been banned on domestic 
flights within die contiguous 48 
stotes—airports bave found diat 
dieb sffloldng bwelers need a place 
to go between flights. Chingo's 
O'Hare Airport is hi die process of 
building 20 outside shelters after a 
two-year afaport ban on smoking 
Dallas/Fort WordiAiiport estimates 
that 16' million smokers pass 
through its termfaials each. year. 
Thafs 16 tiilllion people we can't 

"Everyone 
acknowledges 

d Is cn nicotfaie 
patches 

While most restaurants stiO offer 
small smoUng sections, the fast-
growfaig cigar fad among die glam­
orous and welkodo has pushed 
some restaurants to establish spedal 
cigar bars and rooms. The wealthy 
have formed a beachhead diat is 
keephig some toleraiice for tobac­
co,' said Tom Lauria. a spokesman 
for die Ibbacco Instihite fai Washing­
ton. : 

Despite diis new accetitance by 
some, several higlhprofile corpora­
tions that bave purchased shelters 
faisisted diat tfaefa- names not be 
Unked pubUcljr widi smoking. "We 
are not pn>smoking,'' said a spokes-
than for one large nunubctiirer of 
household products, 'But we have 
10.000 employees and it's unreaMc 
to dunk diat we can force diem to 
Quit-" . .̂.y wM»f»(/u/»c;u<fco 

The AmoicSh CaneerSBttety ^ ,V? j r 
sees it differendy.-We vdsh diat SltlOlmglS Oadfor 
employers fai this posIdoQ •would 4«,„ L,.ttL 
spend diat money on more smoWng jOU, 0Ut meS6 are 
cessation programs." said spokes- ^-J T 
man Steve DicHnson.-Many people 0Urpe0pl6 and 1 
quit smokuig because it's Just plain /v»n V >»H«/OA /t— 
soaaDy unacceptoble. Heafth risks *pUniSll them 
didn't move them. . . . But the fart I. ±1 ». 
diat dieywere sodalpariahsttdnot OeCUUSe theVCan t 
welcome bl didr Own buQdfaigs did *• " 
movethem." 

Defiant smokers beg to differ. 
Ihey are tired of htiag trated as 
social outcasts, squeezed from every 
angle on an issue diey believe is a 
inatter of faifgnned choice. As Na-

. tional Public Radio commentator Da­
vid Sedaris joked bltteri7 recendy, 1 
can find a gram of cocafaie much 
easier than a cigarette macUne." 

Such pressure may be creating a 
backlash among smokers, who can 
choose to spend dieir money vjhere 
theŷ re welcome. CDC figures show 
diat about a ttUrd of die nation's 
smokers fall below the poverty line. 
But millions of pdiers "cut across 
demographk: Unes and diey have a 
lew dollars to si(}nd,V8ald Tom 
Humber, president of National 
Smoker's AUiance.* grassroots pro-
Sfflokuig organization widi 3 miUion 
members. "Bnsfaiesses are stiolfaig' 

quit" 

> ihstaU powntil''? 

— Garry Rosatao, fodUttes manager, 
RockneO tatemational Chicago plant 

hun our backs on,' said Kevfai Coz, 
deputy duector of die afaport "We're 
fai a seryice busfaies&* . 

At National Airporfs new teiml-
nal. officials hope smojters^ grav­
itate to two outdoor plaas bulk widi 
smokfaig fai mfaid. A spokesman for 
Host Marriott Services—which runs 
the 24 - restaurant concessions 
diere-̂ sald the company opted to 
ban smoking at aO its restaurants to 
avoid havuig "people run across die 
termtaal and flock to die coiioes-
sions diat offer smoking." 

Foiu- years jgo. Amtrak banned 
smokfaig on its short-distance routes 
but aOowed smoking.fai (iertafai pub­
Hc lounges on die ovemight frafais. 
After an extendve study, die ran Une 
'onduded diat neidier smokers nor 

•nsmokers were hqipy witti die 
[emeat "This spring, it hitro- -

J — 34 newly renovated smoUng:-
[unge cars- on tts long-distance.' 
jutes. Here are 25 more to come. 
"There is no cjuestion we were-
"— revenues." said Steven Tau- ' 
—.jeL Twenty^ percent is a 
L of people and a lot of kist revenue. 

Js are trying to bring back diose 
itfavelers." 

1/ 



•7 

...I; 

- ̂  • 
•'̂••••>:=:̂: 

... '.. ,.v3 

:••: -• '•••\'? 

^•••.•.:" 'M 

' •••• •.:'-::it 

. ' :••• 

• - ,•.-—4 

:;!-,. .v^ 
':y.M-

. '.••,-• 

m 

What s JNews-
Business and Finance 

IMF MEMBERS iUiREED to chip ta 
about S2S9 bUllon to boost die 

agency's capital base by 45%, respond-
tag to die rapidly escataUng cost of 
global finandal resinies. The move 
was overshadowed by a'provocative 
condemnation of currency traders and 
westem goveromfott by die Malay­
sian prime mfailster, as well as by ten­
sion between (he U.S. and Japan. 

(ArHclM on P n n A] and AMI 

Westtaighonse Bectilc agreed to 
I buy American ftadlo Systems for $1.6 ^ 

blUion, plus diewumpUon of Sl bU-
I lion hi debt The Justtce Deparonent 
said it would do ah antitrust review. 

(ArMdaonPrafAli ' • • » • 
American Express Incieased Its 

share at die U.S. credit-card market 
during die flrst half, bidicattng a hm-
around hi the company's card bust 

UnifD Caitiide's stock fen 7.6% af­
ter tSk chemical maker said its quar 
teriy results wouldn't meet estUnates. 
OOier chemical firnis also could be 
hurt by risliig raw-material prices: 

(Article on P m All • » • • 
Delta Ah: Unes will give Its former 

CEO, Ronald W. Allen, a lump«un 
severance paynient of $4.5 million. 

(A iUdtonPHtBl l l 

• ' . * ' * 
Laboratolres Servier says It wlU be 

able to prove the safety of diet pUls die 
French drug maker puUed from phar 
itiades.world-wlde last week. 

(Ar tk l ionPMiAm 

Markets-
Stocks: Volume 630,S39,61II iharti. Dow 

Jones Industrials 79lT.7r, off 5.45: Uuspor 
taUon 32ll8i0, up 46.70: utiUUes 24Ln, up 
0.16. 

Bonds: Lehman Btotheis Treasury Index 
TUT.U. up 10.83 

.goddlst̂  
i«ie. wno, baited 

gblspiivier;, 
isiavpresUenqr, A 
united cppodtMi, VM.—~-r-, ~rirt;n 
iSftwblpStwpwtts^ 

Hail a UUon lUptaes • u ^ g j j ^ . 
Bill to oBBoie a secwd term (or PresMent 
' R S ^ . ^ biutas are tryUig to amend 
^"SnsSSm to snow It On Satarday. 
SSSwidbrwontnm agata: Sepatatdy. 
rSllslon of two Mahlla-bound oonimuter 
trains killed at Inst six and Injured ML • .# •• 
., •ndTBiB«rlsuShifhl«pledgela«TO* 
to give $1 bnuoo to U J(. esusM over lOyean 
as a *ay 10 eKslatt his campalgnjô iet 
wealthy people to tocrease Oieh; pvuig. 
' TSTSS mSJTapparently louowrt a spin-
2^^obmentXI& and'detallsra^ 
SbeworttedouttArtleleonPageBl)/ ;•• 

liieSeqeaatUailor 
Ibe edmtiniiitlaled'**' 
adulteiy'airi 
tag officer 
revlewbig 
The 

u v u u u Ul ure wuiiMuy . M M - IS un 10 83 
ness may be gadierinf steam. 'i;%--*5i2̂ S;Sdlties': OU »U.38 a banrel. un 

(ArtkhonPniA)) changed. DowJonestuttires Index 147JI. 151 

Long Tenn Capital ta retnnfaig to 
hivestors neariy half Its S6 blUlon ta 
capital as arbitrage oppottunities 
shrink ta tatemational bond markets. 

lArttdtaiPaoiCII 
'« • 

IBM Win aonoonoe diat ittias be-. 
come die first company to successfuUy 
substthite copper for alumtaum ta 
. maktag semiconductors, a vital break-
through ta manufacturtaig faster and 
more powerful computer chips. 

(ArflcMOTPniaMI 

Home Depot's results couUte cot 
by 21% for die ttiird quarter foUowing 
its agreement to pay 565 million to set­
de a sex-discriminatton suit 

. l A r l k l i n P w e U I 

. Kansas aty Southern siiU It will 
separate its raUioad bustaess from lu 
booming mutual-fund unit, which In­
cludes the big Janus (iniup. 

. ( A r n d t o n P n t C a i ' 

The tobacco tednstiy expects much 
of what Is ta Its proposed nattonal set-

' ,dement to be approved by Congress. 
. (Ai i lckaiPaw' ISI -' . 

• .* • . 
Hie SECs Levitt Is expected to out­

Une rule dianges and tougher enforce­
ment agatast small-company stock 
fraud ta Senate testimony today. 

. (Arl ldtonPaoiBli l : 

Rocfcwdl Is expected to mnell dtt 
first commercial chip designed spedO-. 
cally to run Sun Microsystems' Java 

' computer programmtag language. 
(ArtcMoriPMiaui 

Vtagtn Records ibneiica Is ex­
pected to name Nancy BOry as bead 
of the music powerhouse as PhU Quar-
tararo Is expected to be appotated 
president of Wamer Bros. Records. 

iArnctooriPiaeUI 

0J7: spot tadex 145J9, otf 0.03. 
DoOar: 122JB yen. up 0.30; 1.7753 marts, 

tiff 0.0041 

CAMPAIGN B n̂iBM COULD get a 
bout bum Reno's move igihBt Oteton. I ̂ SSSJTiiS TteMyoTiilt sfter a 

The attorney gehenl, ss ibe «d eaiUer ' S ^ ' ^ ^ ^ L ^ S^iSoents. Witt Gore, has begun a review to deterinlne I Uita victory margin iqi Mo^ . 
If in tadependent counsel should be ip-i y - ^ ^ ^ juierfa oiidned as an 
potated to tavesttgate possible tand-raWng uneraavSmTh^ ê ^̂  
SSmei by the president Tbe qulcfcentag !2S,?ISiS?aV^^ 
pace of event? bas produced a tniee among "!K?Sn3ff eu«t^^ 
toTsenate campHmanel "nemtf*. J * ^ ? ^ ^ ^ ^ 
iSrlngi now WlU ihm to issues designed to. POUce Huea B i i ^ » ^ 
predRepublican leaders to icbedule a noor | ' AJasaaeiecabfaietndabtervdtrwê  

World-Wide "I 

rn«t was Bnb&d'lalt wMCfÔ  
bekg tevtow<a by'lienlbt ofllcers. 

iBMa ttoops amsted dpwu ot Pite-
tinlan men ta West Bank vffl«ges.Jind 
witaesses saldttappeatedasp?d|lcii2« 
j ;?S5,t sepanudy.lstad ^ 
sdentists hdped Inn devehp a lOTe«ni<: 
^ttastnuUdestabUlieaieifidea^ ; '..•.••. ••# ••••»•• ••'>>->:•• '•'.•.M 

Gcniaa Chanedlbr party ,m-a 
tji^weMiMi Batabiifg rtate 
iS i i l as sa earty todleitor of me ^ 
i S S l vote. A Urright P«ty «>« 

debate on refonn legtslattoo. But manyta 
tte GOP are opposed, and ttiey are weU-posl-
tkined to block It lArttde on Page A3) 

Cttntm has tali he exmt remeMer 
uaHiia nuul^1^l^llla phonr ralU fttwi Ihr 
While llmitr.iktrrailuiUt mrh ivllt. iiiiil 
Ml miuy Ural luivym to defntd hUt. 

• • • . 
pglaad's SoUdarlty kieked set to Uke die 

larKCSl number ul partiamciit scabi In an 
elecUon defeat for ruUng ex-Qxnmunlsti, 
exit poUi projeeted. A dear majority f f ... 
peutd 6ut:of reach far ttie tormer trade 
union, but'reudts eoidd lUow U to larmi 
coaUUon government after losing power ta 
•03. A pro-market party was runntag third. 

. cUntoaandCoivresssttnckadealaQa 
047.7 bUUon Pentagon budget allowtag die 
president to decide whettier to buy more B-1 
itealtt bomben. The pact Friday provides 
more ipendtag ta ttie home states of Ota-1 
nicb snd Lott HeanwbUe, CUntm said be'U 
?ett an educatton bm If it lads bb nattonal 
testing praposals. (Artide on Page A24) 

AnUttKyconstnictionbOlbtotdedvUh 
pork-barrd provistons ttiat arc good targets 
lor. CUnton's new .Une-ltem veto piwer, 
crittcs say. RepubUcan Sen. UcCata bu 
found U9. HeanwtaUe, Congress and O l ^ 
leacbed a deal on two tax tteins be crossed 
out last monttL (Arttde do Page A24) 

Tbe Senate Ftaiuce piMl apm bear 
tags dn HtS conduct tomonow, with em­
ployees due to testtfy ttiat agency practtces 
encourage tax eoUectors to buUy taxpayers. 
SkepUes note tbat ttie hearings come amid 1 
RepubUcan effort to nuke tte QtS a cam­
paign Issue and uu nicb itorlea of abuse to 
help rilM funds. (Arttde on Page A2) 

A Juaaeae cabinet mldstervdt^i-. 
Itner Mmelltalstier lisshkiioto appdnh 
blm to a post (iv«Mebg iJeiregulatt̂  
omdaIdreweTittasttbecM«olhb.e«m 
Z ta tte wS l-diJeei 

a M iwige ta souttteasten Uonlana. M 

durtag praeUee of tow^ttUide maneuvers. 

^ WMX mE^ ,Oin»*L MONOAV. SEmMBER?.. ^ 
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McKknaytCout-
maitu weighed. 

^̂ m̂stODs return to oversee 
l̂ 'oae of America's empty nests' 
/ Emotiooanv and nhvtoUv prihiimtwl «i»r>mn.i~r flmr rtwiightfr 

< at Stanford Ihdvetdty over ttie vreekend, Presldeat and HUlaiyllod-
bam Otaton rcluned bom Celifbmla tt the WUte'House fOr a few 
hours amday tt tfatt ta ttie preddent) wonbL •Mldally ovcneetag 
one of America) empty nesls.'' By evotaK tte Otatou were haded 
for New Yort Qty. where today he wUl (d£ess tte Udted Nattons and 
tonight die couple wU attend aa opera. Otaton goes tt Lhtte Rock CO Thursday tor tbe 4fllli iniilviinBiiy «rf Ww hin,gr.;)f,|i ni rvim îi mgh 
SchooL At ttw dme, federal btiops had tt be deidoyed tt proted ntae 
smdents wbô  under a oooit order, were tbe Int AMcanAmertauB tt 

. be aUowed to attend the schod. - uimi ft«ii 

ARMY SEX SCANDAL: The Anay i i wdgUu a beaiha oOcei) 
recommeadattoa ttiat hs top enUsted sddler be oonrt-matttUd on 22 
counts tadeoeot osault adutteiy aod otatracdoo of JiBttcft 

Six women accused SgL UtJ. of die Army 
Gene HcKtaney of grebbfig ttiem, tiytag to kisi 
ttem and askfay far sex. One said she had falter 
course Witt Mduniiey nnwlIUngly, bat the hear 
tag oOoer, COL Robert Jarvli; t̂ iecttd a proso-
cottoo reouest ttiat UelOnney be charged wttt 
rape. UcKtaney bas denied an aocusatlm. 

jarvis, (allowtag an dghtweek hcaitag. nib-
mitted more than 6,000 pagn of t»«Hiiuii^ «n< . 
exhUi^ for review by CdL Owen PoweU, oom-
mander-jf ttiis FcAJIyersanisao ta AiUaAoo, 
VL The inal deddoo win come from Maj. &ea 
Robert Fbley, cooimaoder of ttie MUhary Dis. 
trlct of MjAdiitfoa • • • - . 

^ — M . . ...^ ^ Rep.CarolynMalooey,I>N.Y,wholsttyh«to 
reform ttie mUttary Justtce system, said ttw women were lirave sol-
dlera who were wOUng to put tteb'good names CO tte Une:... rm dad 
tte lJ.S.Aniiy appears to be taktag alessoo from tbem." 

FOREST PROTECTION: Two Oiegni tawmaken are propadm a 
' bm to dUft 690 mflUon ban a flret|^Uii« fond to rentove deadlier 
and ttita oventocked stands of o«es from bepnne nattood ftra& 
Tbe Forest Recovery and Protecttoo Act cdls tar a tveyear prterem 
of toggtag prescribed banitag: tased and dIseMe control, ihatenk 
restoiallfliiandtreMilanttng Rim WnhaiiliiLB.Om,««yiiiii«tiffiiit»« 
connmoiU sahm togging p n ^ ^ 
yido;hhiSinwouiab^ 
don Snail. R-Ore. tmrodueed ttw Senate Mdm. rtmHiY»»m.̂ Hn. 
say the poUddans are eqikttng public fear o( forest fires and Invett-
tag a .foRsMieaUh olstf'tt benefit ttw ttmber todnstty. 

CENSUS SAMPLING: House RepubOcaa are emaeted tt try 
agata Uds week tt bar ttw Census Burean from mliK i^UMto inhe 
at a ind Igiire for ttw 2000 Census. The GOP) MattesvtlalledkBt 
sprtag when tawmaken aaadwd ttw ban tt a dlsatfmdlet UU and 
dared PrviMfmninn»tovetott. He did Ite OBBM Bureau piuuaesto 
reach u least 90* of hoosdiaUi and Own nse ttiose resuhs to esttmato 
tte number and cbaracterUb of people who might not bave beeii coo-
tacted or regonded. Republicans say flial ttw CbmttnittOB requhes an 
acmal head count and ttuit nmnllng wouM allaw ili« ninh»i J!nhi<<^ 
Hon to nanlpnhte the amnbien to ttw advantage of Demooatt ta re­
drawing angresdood dlsMct boundaries for ttw 2002 dedhaa.. 

WHITE HOUSE PAGERS: Purported Whtte Houn pager me» 
sages bd^^cnlated oh tte Interaet might be bopo, and even If real 

; ooo't compromise secuthy. White Bouse volnaa^ 
Ha saM aides who need secure oommunlcatton have tt aiM Ihey know 
pager mesnges arent sate. The messages, aieh as "Doot ftrat to 
page me tonight when yon want me ta your room," are said tt have 
been tatercepted by hacken April 37. 

LINE-ITEM VETOES: Whhe Rouse aUes and memben ot ttw-
House tax-witttag ooounUee have a tenlattve agreemem on two tanes 

l " " * * ^ to ttito ftom 
tte Ug tax bffl ta Angnst The measures; tavcMng tainei^ coooen-
ttves and UA-hased companies wtth oveneas toconw; are emected to 

. pass tte House Wqn and Means Commtttee oo Tnesday. TbUB coattn. 
ue on a ttiird provtaiao tavoMng New Yort) Medicaid prapmn; 

ALSO... 
• V01TX FRAink A DaUas tBdenl prosecDtor sns ttw bmnlea. 

tton and NannaUiatton Service ta htaderti«an tamsUmdosHUtoie-
pom ttiat toretanen megaUy regbtered tt vote and cast baUon The 
probe ta bdng delayed "because tte INS aBdab ta Utah l i ^ have: 
so far, been tmcooperattve," Assistant U i Attorney MldBdTjhl wrote 
In a letter tt ttw INS dtarkt office ta Dallas. INS didn't Immediately 
commem on Tbe Assodated Press report. 

• TOBACCO TAX BREAK: A proposed 690 bUUoo tax deal lor to­
bacco companies; which nvsteilously appeared ta tte balanced buda-
et blU. came at ttw behest of tobacco lobbytat and fonner RepubUon 
national chairman Haley Bartiour, Time says. Baibour decUned to 
comment Confess later UUed ttw measure. 

• CORRECnOM: An ttem Rrtitay shoold have sdd ttw Senate an. 
proved (100 mUUoo for tte Nattonal Endowment fdr ttw Arts. 
Wilnen by Pad Leavitt wtth stoS and wlie leporb 

FBI joins 
search for 
wealthy 
N.J. man 
From staff and wire reports 

The FBI has Joined the. 
search for a New Jersey mU-
Uoodre missbig for five d ^ . 

Nebon Grass, a promtaent 
developer, restaurateur and 
onettaw powerfd RepubUcan 
poUtlcd acttvbt was seen witt 
two uddenttled men Wednes­
day before be withdrew 
R0.000 from hb bank aocoum. 
Be was reported misstag when 
he (aUed to ihow up tater ttiat: 
tar at hb summer home In. 
Bildgehampton, N.Y. 

Hb wUe. New Jersey Radng 
CnmmMon Chalnroman Nod 
Gross; and otter mmUy mem­
ben are Olfeitag a 1100.000 re-
ward for hb sate return. 

The case IS "still being 
worked as a dtaappeannce.* 
said FBI Spedd . Agent Ann 
Todd. But "we cant rde out 
the poedbUlty" ttiat he w» kkl-

Crart sliver BMW aedan 
Was found ta Manhattan late 
Satarday. New York police 
aald. The FBI ta praceatag tt 
for evidence; Todd mid. 

The Newart offl(x of tte 
FBI Jdned tte Bergen County 
prosecutor) oOce FMday ta 
tte tavcstlgatlon. PubUshed r&' 
potts say as many as 100 agenb 
have been assigned to tte case. 

X HyttKU Saddle River, 
NJ, lawyer, Nebon Gram bas 
been described as Uvlog a low-
key, semkettred Uf estylie, q41t-
ttng hb ttme between tte goU 
coune and bb restaurant and 
red estate businesses. 

Gnsa: Son last saw Nm wtth 
Mo.unldentlfiod men. 

Oildab taitiaUy focused on 
tte 120.000 bank wittdrawd 
before Gross) disappearance. 
But hb brotter, Micbad Groŝ  
says the withdrawal might 
liave been a routtne transac-
Uoa He told The Reconf of 
Hackensack Uiat bb broUier 
withdrew (75,000 from tbe 
bank earUer ta tte week. 

" I dont thbik my brottier 
was coerced to remove tbat 
money," Micbad Gross sdd. 
Thb b a man wlw routtndy 
moves taise sums of money." 

MlehadCnQsdd hb brott­
er) son, NeU, saw hb latter at 
tte tamlly) restaurant parking 
lot wtth two men and went tt 
tavesttgate:' At one potat NeU 
Gross catted hb tatter on a cet 
lularphooe. 

Nebon Gross gave DO tadlca-
ttn of any trouble and toM bb 
sn tte meeting was "Just busi- ' 
ness." be sdd., ' 

A pdUcd acttvbt until be 
was convicted of tund-rabtag 
Inegdarittes ta 197i Nebon 
Gross was counly and Mate 
COP cbdrman. He served Hve 
months of 1 twoyear prison 
terrn ta 1976. Be was a key 
fund-raber for Richard Nbcon 

.during hb 1968 presldentid 
campaign. . He ran unsuccess-
foUy for Ae U i Senate In 
1970. 
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ByJohnP.Wtattera 
FJCO 

Give Preddent dtauq cndit 
—he tat dways wrong. The 
preddent has announced a 

flve-partptan fbr keeptag Uda away 
pom dgarenes or. more accurateh' 
for keeping dgarettes away fiiS 
Uds. TheTaan cdls Ib r i lK W 

on'iflfaiSffiaiRiTHsiiig.lhdp^^ 
fimnen not to grow ttbacas/But 
what got die most attenfion was a 
proptaal diat If ftiUy fanidtaiented. 
could add anodier JdSEtte S 
of a pad! of smokes omahe 
deade. 

The preddent) critlcsiMo dis­
cern a hidden tax hfloe are wirour 
sg j Mr. Cltatnn.ffllb mefSjs SnS 
abotit money. It Is notaSSt how 

Z ^ ^ S X i ^ ' ^ ^ 
What Is It abjoi dwfi'it 'ta. of 

waysofredudngyouttsiiSiiglsto 
taQreTOdwprteofd^l«S?SS 
ttwinig4o,t atUs ()vd OfflSThrief-

n/"'? ^."'a"*" <* the former 

National Drug Cfonfrol IpoHcy. 

P<m' advisor to Senate Judtday 
Committee Chairman Orrin G 
natch. ' 

maktag a g 
S " ^ ^ . coasumpaon DT 
Uds.11wdBpDcs8faouldte£Doteor 
areoert Sttidy fhdidwUnlyetdty of 
Bhttds and MIX whtah e f f i S 
ttut a 10 percent tacrease ta prices 
woiUd cause a seven percent 
decrease ta yowh smddog 

Cheloupka, ^ con­
ducted dw dgarette sttidy. dcptaihs: 
'nl t tof peopte thtak ttiat because 

• " ^ ^ £ * t o ^ ^ l S ^ K d 

research dwws ttiat dial is not dw 
«se^In tact, what Dr. Chaloupka 
deerfc5«')tandaniee<»iooictho-
onrwortstorsubstanodsodwrdian 
tobacco: "[Qncreasea tattw piice of 
marhuana wlU.rediice maHiVuu 
me.-sayspr. Chaloupka. Moreover 
noopposftafatrueaswen—dwhifr 
tarieaTreoordtalittered witti cases <tf 
SE?^lL"U'3'5L**!?i« "tanaad. Wby else did tens of diousands of 
>tonam-era soldters u s T ^ S e i 
ye , pure Vietnamese) haiSbut 
epp when dwy returned to (expen-
dvB, hyd to get ttuee penwittmS-
2 ' i " f u ' "" ' " ' W h y d ^ d ^ 
Sl!S^.^5*""«<f'«'problem Witt 
nerom despite na mandatory death 
jewence for trafBckera. if not 
ted^»»s 
make hemta cheap dwre? Fbr an 
even more obvious examole. wfav 
^ J j O China) d ^ S b l S 
B^pde after die Brittdi l i i t Indta 
(jompany began fkioding Chtaa Witt 

Where thei^ bite 
IS gettmg deeper 
Tine Internd Revenue Set-

^ h a s Just Pdeased date 
S i ^ H ^ i f ^ taws' 

T ^ J f J ? ^ Set-
eo tax coUecdons ta 1995 

, — They ihowttani.iSLi 
dioulderS n S h S L ^ ! ^ "5 
hWdontSwe,^*^ 

*an30 percent of d l ' f i dSuS 

' ' ' ^ uppep.lnemia imxn. 

•^Mperoem. 

Mgwr cwltal-ealns r ^SSSS 
Uiat matoh aoenw to t l w ^ T ^ 

f ophnn 
...1 to no questton mat supply 

OMand. Tlw red questtSS i i 
why dw Cltabm admtaistratton has 
dimianded our nation) driig tater-
di«ion programs, dw god of wbich 
•isto reduce avdldjIUty and drive up 
l>nces. Dont believe diat taterdic-
^ ' d W m ^ ^ J prices? Why. 

' t t i t ' ^ X ^ : the Bush; a S S d i t t ^ ^ tSlSf 
• ^SF^ 'H S5^PTl<*».toJump43percent--
toprfcaand dw first such l o m ^ i o ^ ^ ^ > 

A n d ' r t i ) ; l » a « ^ S ^ r r f f i S ; 
tmrd reducdon ta cocatae street 
prices cotadded widi dw Otaton 

intrrnicdon programs? 
History is an eaxllent teacher 

tadnry. epedflcally die ndnndized 
f f j f , I9f0s and 1970s, is 

repeadne itself as we watch. 
31wa(hntaisttstton)owndalatdl 

2L1S7'.i['*?,"? by teens hS 
" J f ' ^ l '^ '>e« wte stace 
rMord keeping started ta 197S. 
inere to no evidence of any ceduc-
jon ta dw hard-core addict poputa­
tton. A recem White Hpusesm^ 
[ttw 'Summer 1997 Bulso Check'n 
finds diat^Pilerdnuiwmtim^t^ 
beoonimon ta dmostrdi of tte areas 
contected,̂ and dght of ttw eleven 
sources tontocted report an 
gOMJieJtawiung herdn usen... 
White dwre has been an tacrease ta 
new, ynmg usen, herota users are 
primarihra_duhs. many of whom are 
rormer tang-term users tempted 
bj^ktato use by die tower pE&, 
bwwr purity betuta now avaHabta " 
Translation: Heroin, wUch as 
recently as 1991 cost more dian 
»AW per gram, is now so cheap 
gdjwmg peopte can afibrd i t and 
tormer addlctsaregetttngbacktato 
megame. 

Tjwe te a lot of talk about dw 
need for more spending on drug 
ttMjnent but ttw flict Is ttttt treat-
mett is ahnply not very efbcttve 
when addicts can vralk by street 
g ? ^ " ^ to dwap herdn. Nor • 
to herota die only drug vthose pten-
ttflil supply has servettaa an indu^ 
ment to youthftil use. Marijuana Is 
once more the drug of choice of 
mMyyoung people? , 
, «SrS 'pe rcen t of ttw Ctaaa of 
1»6 luve moked at leaat onS 

2f*^.**7e"e t o . Predictably, 
die White House? Putae CtoS 

ttJt^Szi Sr"- *™ means that 

B o ^ . ' S ^ •dmtalstiatton wilL 

^ « « t o f tacome taSSTriSi to 

Therelbre, while dw CItaton tez 

fe^SSg-tS 

S!2«<' dw Congresddtal I 

out that revenue esttioitta 

•^domesttc piodnoL^SS? 

^ ^ ^ ^ ^ ^ ^ 

i w ^ t o system to Mdeed t £ u « 

be plenttftU ta aU arwu.7??Aaiih 
ally, that to somewhat of an under-
•Jtement. MarUunna prices-

die Bush 
adndnistradon were driven higher 
ounce for ounce, than gold -- are 
2P»dyatal2-iwar low Tlw price 
of a Jdnt of high-potency maitiuih 
(to la now Just a obiipte of ddtan-
aUowande money. 

The Ointon administraUon has 
jJedwdpeMurcesto drugtah^ 
Uoi,whlletaownrBportsahowttiat 
ttw result has been a boom ta die 
JWPly and availabUity of dhigs. 
mghM'purity, and more drug iSe 
Tlie dgarette tesue diowa diat die 
Cllntpn admmistradon certainly 
understands dita dynamic. Thi 
2^«tionte vvhat win it tdw for die 
prajidem to devote some attendon 
to tlw drug issue? 
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By J I M. BRODER 
WASHINGTON, Sept 22 — Tobac­

co tadustry profits cquld soar under 
terms of a legal settlement proposed 
hi June by 40 state attorneys gei\pral 
and cigarette makers, according V a 
new analysta of die agreement by the 
Federal Trade Commission. 
. ' The study found that die tobacco 

companies could reap as much as -
SI23 bUlion hi additional profits ta die 
next 2S years If the settlement plan 
were adopted as drafted. 

The .shalysta, conducted hi re­
sponse to a request from Congress, 
also concluded that (he $368.5 billion 
face value of the settlement was sig­
nificanUy overstated. Ihe real cost 
to bulustly ta about $207 bUlion be­
cause the eonipanies'payments are 
tp faU as cigarette consumption 
drops, the commission staff report, 
found. The cost\to tadustry of the 
Jiuie agreement Is about $100 bUllon 
ta today's dollars, "^f, study found. 

The settleiiient prtipiteM Is imlUce-
ly to be enacted by Congress without 
substantial changes. If at aU. But the 
trade, commission's ftadlngs are 
startitag because the agreement has 
been depicted as extremely costly to 
the. cigarette tadustry. Instead, the 
agency" found, the hidustor would 
diilye ftaanclaUy whUe'enjoyhig Im­
munity from most litigation. 

Scott Williams, a spokesman for 
the tobacco makers, said that the 
report was "highly speculative and 
mUses the potat" Mr. WUUams. of 
the pubUc relations firm Bozell 
Swayer MlUer Group., said that the 
purpose of the settlement proposal 
was to reduce smoktag by minors, 
not to maitlmize tadustry profits. 

He decUned to comment on the 
specUlc ftadtags of the study; 
' The report said that the Industry's 

potential wtadfall profits would re­
sult from the cigarene companies' 
ratatag prices much more than was 
necessary to cover the. cost of 'Ihe 
settlement The tobacco tadustry his­
torically has tacreased prices more 
quickly than Its costs have risen, 
taking advantage of the smaU num­
ber of companies ta the market and 
the miUlons of addicted customers. 

But the trade commission study 
may ahready be.largely obsolete, be-. 
cause Prudent CItaton has rejected 
niany parts of the: June proposal, 
Includtag die provtalon allowing the 
comptinies to pass along to smokers 
all of the costs of the settlement. 

Under . the President's proposal, 
cigarette prices would rise by as 
rhuch as $1.50 a pack, but a substan-. 
lial.portion of the tacrease would be 
captured by the Government In the 
form of penalties If smoktag by teen­
agers did not drop sharply. 

The . study also assumes that the 
cigarette companies win enjoy a $50 
biUion tax break that was part of the 
Julv ;balanced-budget accord But 
bodi houses of Congress have voted 
to rescind the tax break. 

Trade commission officials said 
that repeal of the lax bre.-ik would 
reduce long-term industry profits by 
an unspecified amount. 

' Robert Pitofsky.: the trade 
. mission chairman, said that the June 
accord com an anti-trust ex­
emption that would allovy the ciga­
rette makers to ''JoUitly confer, co­
ordinate or act ta concert" to achieve 
the goals of die settlement 
. He sdid that the exemption would . 
permit the tobacco companies to col-
lude to impose price increases far ta 
excess of those requlred.to cover the 
annual payments o\ roughly $15 bil­
lion required by the proposal. . 

"Taken at Its worst, thta exemp­
Uon would allow the compatUes.to get 
ta a room and declile among them­
selves what ta the best level of prices 
and what ta the appropriate level pf 
profits," Mr. Pitofsky said. 

He noted that siich coUuslve activi­
ty was ordtaarUy.a violation of crimi­
nal anH-tnist statutes. 

Represeiitatlve. Marty Meehan, 
Democrat 'of Massachusetts, wel­
comed Mr. PItof sky's conclusion that 
the anti-trust exemption was too 
broad. 

"We now know that the exemption 
provides the tadustry viith benefits 

Jhat go far beyotid the original justi­
fication," stild Mr. Meehan, coMjhalf-
man of the Congressional task force 
on tobacco, which requested the re­
port. . 

Separately, a CBS News poll 
showed that a large majority bf the 
publlc doubted that die proposed 
agreement would significantly re­
duce the number of teen-agers who 
smoked. Only 19 percent of a national 
sample of 1,051 adults surveyed late 
last week said diey believed die 
accord would reduce the number of. 
leen-agdrs who begta 8moklng.' By a 
2 to 1 margin, the respondents — half 
of whom were current br former 
smokers — said that the Govem-
'ment and the tobacco tadustry could 
not take steps that would significant­
ly reduce toliacco use by mtaors. 

IVasA/ngfon ClassesStart 
After Roofs Are Repaired 

WASHINGTON, Sept 22 (AP) -
Schoolf 'here opened today thrde 
weeks late, with new roofs, tighter 
security, longer days and stiffer aca­
demic requirements. 

Classes started later than those ta 
most of the rest of the «puntiy be-. 
cause roofs were bebig rej^laced on 
54 schools. The schopl day has been 
made 30 mtautes longer to make up 
for lost time. r^.'\ \ 

JuUus Becton, . the District qf Co­
lumbia's schools superfaitendent, 
said new roofs and other repairs 
should help reduce fire-code, vlola-
ttans that taterrupted diisses In re­
cent years. 

He also announced ̂ /̂repdiilg pn>*. 
gram tatended to tasure that a)l chll-' 
dren are readtag by t̂ e third grade, 

Treasure Hunter'Fihds 
LostPresidential Yacht . 

ASSATEAGUE ISLAND, ' Va., 
Sept. 22 (AP) — A salvage operator 
searching for sunken Spanish treas­
ure ships ta the shallow waters off 
Assateague Island has Instead found 
a piece of American htatory. 

Ustag a magnetometer on Sept •, 
the salvor, Ben Ben^, iliscovered, 
die Despatch, the yacht cif;,PreslT' 
dents Rutherford B.' ̂ ayes, James A. -
Garfield, Chester,A,̂ /(r(hur,'Crover 
Cleveland and Benjamln HarrlsoiL 

The yacht buUt hi 1873, ran 
aground and sank ta stormy weather 
off Assateague ta 1891. All members 
of the crew, who were the only ones 
on board, survived. 

Corrections 
I An article ta Business Day on Fri-. 
day about a surge ta the .shares of 
the Bankers Trust,New .York Corpo­
ration after comments by an analyst, 
Thomas Hanley of UBS .'Securities, 
misidentified the forum in which he 
spoke. The comments, ta which Mr.. 
Hanley said the company was a take­
over candidate, were made to UBS 
clients and Its sales force and were 
reponed by the CNBC cable net­
work; Mr. Hanley himself did not 
appear on CNBC. 

•'• 
An article In Business Day on Sat­urday about legislative proposals to overhaul the Intemal Revenue Serv­ice referred incorrectly to a plan for an oversight board. It would com­prise appointees Irom govemment, ediication and'business, not exclu­sively bustaess. • • -A front-page article on Friday about a .proposed combination of Coopers & Lybrand and Price Water-house misspelled the sumame of ah accounting professor at the Wharton School of.the'Universlty of Pennsyl­

vania who commenteH,'' He ta Peter 
knutson, not Knudsen.' .'" ' • ,; . . ' . 

A chart ta Bustaess Div "̂ rahidng 
die Big Six public accouhtiiig firms-
on several measures,.tacluded sotiie 

. incorrect figures - suppUed. by Bowr' 
- man's Acxountlng R ^ i t for Enist 
% Young and thus' ranfetl the'firnisr 
tacorrecUy ta several categories. A', 
corrected chart appears, today on 
pageD2.. ' _ . - ; . l ; . ^ i ^ ; : > 

A dance review on pqf(ay, abpufi 
'•Webbed Feats." pertpnn'e<l|li^',B;y:, 
ant Park ta Manhattan o^'Wiji^es-; < 
day. misidentified the ' prtid^oers.. 
They were the Bryant Park Reiuira-' 
tion Corporation and Stephan. 
Koplowltz & Company, iiot, Danptag 
ta the Streets. ,„•.> -• -'r- • . •.-

A film review on Frlday.about'"In. 
and Out." starrtag Kevin Kline and 
Joan Cusack. misstated Debbie 
Reynolds's role. She plays the moth­
er of the high school teacher por­
trayed by Kevta KItae, not the modi­
er of his fiancee. . 
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FTC Criticizes Proposed Tobacxjo Accjord' 
'Agency Wams Big Profits 

Would Exceed Penalties 
Included in Settlement 

ByJniiNR. WiijcR 
And Jemcr TAYUV 

Slolf Rrptnm e/Tiir W«ij. H i k n J.U HKAI. 
WASIIINfiTdN The Kiilmil Ti:i.li. 

I'iiliiiiiL<i.siiai duirjily iTlliriznl Ilir pm 
|iiK«l national Jubucco srllhi t. nui-
cludlng dial dgarellc makcre cuuld rcup 
l)lg pronis' Uiat' would far exceed tae 
pendUes dw pad wodd Impose. 

The FTC) reacOon tuengthens tae 
hand or President aintoil and those on 
f'jililKd llill whii nn- dciiuinriliii: -i I'tiKln r 

• M'llliiiii'lil. TIr liricliuil ili-iil. Mmrk IN-
Iwii-ii liilMmi niiiiiiiiiili-K. slalc iilluriH-ys 
Hi-ncral and public-health advocates on 
June 20. calls for the Industiy to pay S368.J 
bllliun over 2S years lo offset stales' costs 
III caring for sick smoken. 

•Cigarette prices art likely to rise more 
lhan Ihe amount of tae annual payments, 
ii.nd as Uilngs now stand, vast additional 
revenues will go to Uie tobacco compa­
nies." FTCChalrman Robert Pllofsicy said 

. yesterday. He found Uw proposed deal's 
broad anUUnsl exempUon especially trou­
blesome, saying It would, give tobacco 
bimpanies Immunity from price fixing and 
let the largest grow stronger while squeez-
ins out smaller playen. . 

' The FTC found Uial ttie plan could boosd 
Industiy profits from S36 billon to as much 
as SI23 bUllon over Uie llie of'llie sellle 
ment. depending In part on whether indiis-. 
try tax exemptions are enacted. 

"This study shows Uial tae tobacco 
setUement Is an even better deal for Uie 
IndBsuy Uian anyone had Imagined," said 
Rep, Henry Waxman. a California Demo­
crat who asked the FTC to study the 
proposed setUement. He said Uie anUtnisl 
exemption is among many provisions Uiat 
win have to be changed as (jpngress drafts 
tobacco legislation. . 

.A tobaccD-lndusUy spokesman. Scot! 
Williams, rejected the FTCs leporf. say­
ing ll Is "highly speculative and misses the 
point, which Is Uiat the price Increases in 
the setUement are designed to maximize 

' the reductton In underage tobacco use " 
He tald the report "Is based on assump-
ilons lhal are at b«t inaccurale.".such as 
.(he FTC's calcutaUon" lhal cigarelte 
maken roul ncly pass on more than lOK 
of Ihe cosl of tax Increases. 

The seulemeni cdls lor reductions In 
youihsmoklngof 30» ta fiveyeanind 
« , ^ p r , h ' ' " " " " ^ ' » niee'Ihi largeis the pad would Impose penalties of 

',1° «Which S 
Ihf form of further price Increases The 
payments would also be Ux-deducllbl/ 

Presideni Ointon has said he wanu in 
I ' t t •*"»'"«' The iS 
J , f." exemption from anUlrosi laws 

^ ' • ^ l ^ " ""ow Cigarette compâ l̂i 
cooperate on raising prices. 

The FTC also saib agaretle maken 
'could end up paying significanUy less Uian 
the S3S8.5 billion envisioned under tae 
propued setUement because Ibe payments 
lire linked in pan to annual.snles. which 
ure expected lu decline as consumer prices 
rise. Richard Lugar. the Indiana Republi­
can whu is chairman of the Senate Agricul-

. lure Oommittee. one of Uw panels likely to 
shape tobiicto Icglsliitlon. said Omgrea 
"wiii want suffldent funding of stete and 
fntfrai pnhlir-hcnilh mils tainnl hy 
Miiiiliiiii;." 

iixst wii-k. ITiwIilvnt (.Unlmi r̂ illiit fur 
changes In Ihc proposed scttlvmcnl, de­
manding Uial tae Pooi and Drug Admta-
IsÛ aHon beauUiorlted to contaol nicottne 
levels ta lobacco products and caUIng for 
price Increases ol as much as $1 JO a pack 
Jn altadc smnklng among yniilhs. 

Tin- |ini|«Knl .M-lllc Ml Is la-liii; n-
, f1iW/)iin/H/to/i'/<t, rii|iiniN.i | 

Oxlimud From PateM 
viewed on Capitol HIU, which must come to 
terms with tae president and pass legisla­
lion tor Its provisions to take effect Cbn-

, gress Isn't expected to begin tae process In 
earnest unin next year. 

But Uie FTC's Mr. Pitofsky sdd price 
Increases codd give tobacco compades 
too much leeway to boost proUU. "Prices 
per padi ought to go iip. but tae questton Is 
how much and where Is tae money going to 
go? he said. "Even wlihout tae anUtrust 
exempUon, If prices rise tl.SO a pack, Uial 
produces vast revenues Uiat 4re not vet 
accounted for." 

Richard Sauggs, a pIdnUffs attorney 
represenUng several steles dial sued Uw 
Industiy. said. "The Intent of tae sdUe-
ment was to give Uw tadusuy an exemp­
tion only to Uie extent necessary to 
fund tae setUement II Uw provision Is loo 
broad. we'U work to narrow It" He added 

•lhat tae settlement agreement was a 
/term sheet" tsttwr Uian a detaUed niece 
of legislaUon. —WPITO 
Moore Rejects'CoUuslon' 

Added Michad Moore of Mississippi, 
tae lead negoUator for tae stete attornm 
general, said. "We're ceruinly not for any 
collusion. 
. Mr. Moore said, however, "We dways 

thought tobacco companies wodd raise 
• prices higher than whal taey had to for tae 
witlement, but tnrthfdiy we thought Uial 
was a good taing from a publie-hedta 
aerepective." 

Industry lawyen say tae tobacco com­
panies are willing to work wiUi Uie FTC to 
UiISS .!"* 5̂'"™" exempUon. As 
drafted, II wodd permit tobacco compa­
nies "to Jointly confer, coordinate or ad in 
concert" to reach tae selUement) goals 
nduding diminating billboard advertis­
ing and vending-machine sales. The com­
panies the attorneys said, believe Uiey 
need the exempUon to cany out taese 

1 goals wlUiootvlolattngaadbust laws 
I But Mr. PItofdgr sdd dw nravldon; 

' dOiough ponibly not tatended... wodd 
dtow the tobacco companies tt cootdtaate 
taeir behavkir and rdse prices tarta 
excess of levels necessaiy to cover Uw 
annual paymenls and keep Uw txtta 
prontefortaemselves.'' 
Highly Coneentrated iBdustiy 

The FTC sttdy said ttw tobacco tadus­
try has hIstoricaUy passed on to consuhwn 
iiaire lhan Rovamnunl-raqulrsd prlea ta-
f"""**;""! h ta part beeauM die tadus­
by is highly coneenhited. ttw» ite high 
batrien toenhy by coinpetltan.«iid oai-
tomOTw rdattvdy tosanddre to irtS; 

Rep. Uartta Meehan said ttw exeoB-
uon'seffed "has beencompletelynn^ 
,lM>ked" and pravidM tt»%tu^iritt 
..•i.(.nte;;ii«i« well biiytiid t S ^ i S S 

JwunaiUon.''Indeed, & Democnffi 
Massachusetts sdd dw coiapanles 
•nake tae required paymenls widiout It 

Republican Orrta Hatch of Utah, who 
as chairman of dw Senate Judidary Cbm-
mltee wui play a crudd role ta drafUog 
S**";,"*". Mid he Is WNktag wIta Ohto 
Repditlcan Mike OeWtae, duJman of tae 
Senate anUttust subconimltee. tt eosuie 
that_̂ any_necessaiy anUttust eumpUon 
»rtU be narrowly teUored to aecompllS tte 
legislaUve god of redudng (yoittlil sm^ 

Separately, Brooke Groop Ud.'s Ui-
gett Groiip tac. unU saU tt settled Ne-
vada s tobacKHelsted Medlcald«taibur 
sement ddms. Nevada b one of several 
steltt u»t raed sdt agdnstlrt««?SS-
l»nles to cover bUUons of ddlan ta MSC^ 
aid coste. Aniong Uw terms of ttw settle-
ment taejmtt wta pd an added warntan 
on Its packs stoUng'-smoktar isiiddir 

?J?, "^i? *»™'^ • •eolement 
fund for ttw next B yean. . ~rr 
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By Samuel Goldreich 
nawuHMOTONmcs DEAL 

FivmpageB6 
baoco deal, said Rep. Martin Mee­
han, Massachusetts Democrat and 
cbainaan of the 89-inember C^-
gressional Ihak Fbrce on Ibbacco 
and Heahh. 

Sen. Ftank Lautenberg, New 
Jersey Democrat, said last week 
tbat be WiU introduce a bUl calUng 
for an.immediate Sl .50 hioease in 
the exdse tax, which already ta 
scheduled to dimb IS ceiits tb 39 
ceiiUt4r2002.' . : 

Hie tobacco obmpaiiies tiiat ne­
gotiated the settlement deal de­
clined tp nommritt yesterday. 

But industry representative J. 
Phil Cailton 8Ud last week that die 
deal already would achieve a S1.S0 
Jump in the price of cigarettes if 

Price-fixing exemptions under the 
proposed tobacco settlement could 
give the industiy a S123 billion wind­
fall over the next 25 years, according to 
a study released yesterday by the Fbd-

j'eral Ihide Commission yesterday. . 
The report, requested by a group of. 

tobacco critics in Congress, suggests 
tbat die nation's top five, tobacco firms 
easily can afford to sweeten their offer 
of S3iS8;5 billion over the next 25 years 
to settle health liability lawsuita filed 

Sf 40 states and tiiousands of private 
tizens. . . 

I *̂ Cigarette prices are likely to rise 
more than the amount of the annual 

I payments," ,FTC Chairman Robert 
Pitofs^ said. "As things stand now, 
vast additional revenues would go to 
the tobacco companies." 

The tobacco deal, which President retail and wliolesale markups are 
. Clinton last week said Congress inust added to the 62 cent-per-pack hi-

strengthen to boost cigarette prices crease called fbr under the setde-
anti reduce imderage smoking, woidd ment He said it would "certainly 
create an unprecedented antitrust ex- be unacceptable to try, to raise the 
emption to allow companies to set Qnanicial terms of this agreement." 
{irices and decide on appropriate profit Jonatlian. Baker, tbe FTCIs di-
evels, he said. . .rector ofeconomlcs,disinissedthe 

Mr CUnton insists that any tobacco notion that the 62 cent cost of the 
deal miist force a S1.50 jump in the agreement alone would cause 
price of a package of cigarettes over wholesalers and distributors to 
the next 10 years to discourage teen- raise the price of cigarettes by 
age snuikers.'He called for a combhia-tl.SO per pack, 
tion of price increases and "penalties" "It̂  not .plausible, given the 
' if targeta to reduce imderage smoking competitiveness ofthe distribution 
are not met but did not address raising Industry," he said. . .. 

' federal excise taxes. 
Based on tobacco compaiues' past 

. history of tecking on premiums when 
taxes go up, they probably would use 
the antitnist exemption to boost prices-, 
far bmnd what Is necessary to make 
annual payments under the settiement 

. proposal, Mr. Pitofsky said. 
FTC analysta said the price ofa pack -

. of cigarettes would rise 57 cents to 
S2.47 in five years, without the ainti­
trust exemption Included in the to­
bacco deal. But if price-fixing rules are 
waived, the price could Jump to S3.04 
by 2002: : • 

The report estimated that tobacco 
industry profits would drop about $15 . 
biUioii over the next 25 years if they 
simply passed to smokers the cost of. 
the settlement But profits could soar 

. Sl2s biUion, if die industry uses the 
exemption to recapture double the cost 
ofthiedeal. 

"The report raises the question of 
what oiight to be done with any addi­
tional monies the settiement could gen­
erate," Mr Pitofsky said. 

. The FTC report offered no sugges-
' tions for dealing with the tobacco in­
dustry. But Mr. Pitofsky noted that hi 
other industries such as utiUties, which 
operate imder slmUar price-fixing ex­
emptions, govemment agencies have 
the power to set prices and profits. 

Ibbacco critics Immediately seized 
on the reiiort to suppori demands for 
stiffer penalties and higher taxes to en­
sure that the industry does not get a 
windfall: 

"The FTC report shows dial the to­
bacco compaiiies are likely to make 
even more money from the US. tobacco 
market under die deal dian they would 
without a deal," said Rep. Henry Wax-
man. California Democrat. 

The FTC report will be a "powerful 
tool" for Congress to rewrite the tp-

see DEA.L, page Bto 



Economic Scene IpeterPassen 

a: 

t o 

— 

Tobacco niight thrive with a 

$1.50-a-pack rise for cigarettes. 

I
s the tobacco Industry playing Brer Rabbit to 
President Clinton's Brer Fox? The President s 
assertion diat If necessary, tiie price of ciga­

rettes should rise by $150 a pack to deter teen-age 
smoking evoked bitter denunciations from B g 
Tobacco. "The hidustry should be not held solely 
accountable foraoclal behavior Uiat neittier It. nor 
the Govemmeiit can control" read tiie cigarette 
manufacturers'collective response. 

But a close look at Mr. Ohiton's demands sug­
gests tiiat the Industry coiild live - conceivably 

. thrive — wldi Uie consequences. Jeremy I . Bulow. 
an economist at Uie Graduate School of Business 
at Stanford University, calculates Uiat a settle­
ment on tiie President's terms wtaild cost Uie 
tobacco companies less tiian ttie conthiuing uncer­
tainty over legal llablUty. "Tlie best estimate nwv 
is that $150 a pack would Uicrease the marKei 
value of tobacco stocks." Mr. Bulow argues. . • • •• • 

"Reductag youtii smokbig te Uie Administra­
tion's bottom Ihie," President Glbitmi said.' One of 
the surest ways" w meet ttie Administration s 
eoal of a 60 percent cut to teen-age smoking over a 
decade, he added. Is to "tocrease Uie price of 

"^'sto^ teen-agers have less money Uian adults 
and are not yet addicted to nicotine, tiieir con­
sumption of tobacco ta more resptnwlve to price 
changes titan ttiat of adults. Notiettieless. to cut 
t e e n ^ smoktag by 60 percent wmild probably 

' ^ c o ' l ^ r . f f i S ^ - P e n a l t . e s b u l l t t o ^ ^ 
ttie origtaal settlement pn»P««^.-«PIJ^"JJ.J 
FederS Trade Qminiteslon staff Mgued » W f J ^ -
c ^ d actually tacrease taAistnr piflnte-^ 
Wcaia a P*cfc.When.« 
ReedTSreSrof Uie Pr!Bsldeiit'a,bomestlc Policy 

CouncU, whettier tiie AdmtalstraUon's a;oroach 
would double tiie 72-cent penalty, Mr. Reec iaid It 
would. That, In him, led to tiie speculation =at the 
President's approach would have doubled =e cost 
of ttie original settiement, to about $700 biaon. 

But Martta Feldman, a tobacco Industry inalyst 
at Smltti Barney, begs to differ. He notes nat the 
72 cents does! not tactade tiie 15<ent-ai>ick ta­
crease ta ttie Federal exdse tax on ttie books for 
Uie year 2002. Nor does It tachide future tocreMM 
in sute taxes, or ta maricups by retaUers. .»J1 told, 
Mr Feldman estimates ttiat ttie abandoned settle­
ment would have ralied Uie price pf a pa* by 
$145 ta just five years — almost as mudi as uie 
President's proposed maximum tacrease over a 
decade. 

Mr Bulow of Stanford expects there ta more 
daylight between the cost ot. the two pr^Mals 
Uian Mr. Feldman argues because , compedticni 
would prevent retailers from tattaitag ttieir 
markups significantiy. Nonetiieless, tiie tnfliwslty 
economtat te ctmndent tiiat dgarrtte •akers 
could Uve witfi measntes tiiafcwwild taoease me 
supermarket price by $LSO a 1 ^ ^ ^ ^ JT^ ^ 

Mr. BuloWs conclusion te basedron the Idea mat 

the cigarette makers' goal te to maximlie tiie total 
return for stockholders. He cites esUmatw by 
Gary Black, a tobacco analyst af f anford C. Bern­
stein, ^at Uie domestic tobacar businesses of 
Philip'Morris and RJR Nabtaco are currently 1 
valued by tiie market at just one-Uilrd what ttiey 
would be wtJrtti ta ttie absence of uncertainty about 
futurehtlgatlon iand regulate^. 

He 'estimates Uiat a tax or$450 a pack would 
reduce cigarette consumption by about one-UilnL 
The ifst sales would mean a more-than-propor' 
tlonate faU ta profits, but Mr Bulow estimate Uiat 
part of ttie coste of ttie settlement wonld be 
recouped stace marttettag costs would ateo f alL On 
balance, he calculates ttiat a $150 tax would pare 
Uie Industry's $5 blUlon annual profit by a bit less 
than half. • -. • . • • 

' That te hardly what ttie cigarette companies, 
hoped for. But Mr. Bulow reckons ttiat It Is better 
Uian Uvtag wltti ttie current level of legal uncer­
tainty, vrtilch has reduced ttie maricet vahie of ttie 
business by two^hlrds. And stace ttie Administia­
tion appears eager to set goate ta terms of reducea 
youtti smoktag. rattier ttian reduced smoktag over 
aU, ttie companies may ftad ways to salvage a 
portion of Uie lost profit 

For example, Mr. Bulow expects that an in­
crease ta ttie mtalmum legal smoktag age to, say, 
19 vrould deter teen-age smokers, yet have lltue 
effect on adulte ta Uie near term. So by supporting 
tougher restrictions on access to cigarettes, Uie 
coinpanles might get away wltii a smaller tax that 
cut less deeply tato profltS from sales to adult 
adcUcts. , . I 

Concentrattag on youth smoktag dlrecUy has a | 
social advantage, too. Smokers, on average, have, 
lower Incomes tiian nonsmokers. So retytag more 
on direct regulaUon of youtii sBMktagand less on 
cutting demand wlUiracrpss4he*oanl price ta-
creases reduces tiie ri«ressWty of fte^U«2; J ^ 
would be a shame to pot mostflf ttei^^'J/KJ 
antismoktag setUement dn the backs bf adults 
eamtag less ihan $10 ah hour/' Mr. Bntow ŝald. 



Tobacco Producers 

Tobacco is produced in 21 states with North CaroUna and Kentucky accounting for 65% 
of production. An estimated 124,000 farms grew tobacco in 1992, about 3/4 of them classified 
as tobacco farms meaning that tobacco comprises at least 50% of sales. Tobacco is the 6th largest 
cash crop, and is a significant factor in the economy of many states. For instance, USDA 
estimates that there are 16,380 jobs (0.47% of state's total) in tobacco manufacturing in North 
Carolina, 9,550 tobacco manufacturing jobs in Virginia (0.31%)), and Kentucky has 4,210 jobs 
(0.25%)). Tobacco is extraordinarily profitable, approximately 20 times more profitable on a per 
acre basis than the next most lucrative crop. 

Most U.S. production has been under a price support and supply control program since 
the 1930s. Producers are guaranteed higher prices in exchange for limiting marketings through 
marketing quotas. In response to surging tobacco imports, Congress enacted a provision in the 
Omnibus Budget Reconciliation Act (OBRA) of 1993 which required US manufactured 
cigarettes to contain 75% US grown tobacco. As a part of the Uruguay Round implementing 
legislation, domestic content provisions were replaced by the establishment of a tariff rate quota 
for certain imported tobacco, primarily flue-cured and burley. 

Internal notes: 

The settlement makes no provision for economic effects on farmers and tobacco related 
rural economies. The USDA estimates that a 50 cent per pack price increase would lead to a 
10.5%) decline in volume consumed. Cigarette exports are not restricted by the settlement and 
would likely continue their upward trend, thus USDA forecasts do not currently predict adverse 
economic effects on farmers. 

Farmers groups and legislators have generally expressed support for proposals with 
certain shared characteristics: continuation of the governmental tobacco program, guaranteed 
purchase at set levels of tobacco crops by cigarette companies, and some provision for buy out 
and transition to other crops, on a voluntary basis, for farmers. The most discussed proposal is 
one released this month by Senators Ford and McConnell that would require companies to buy a 
minimum amount of domestic tobacco over 25 years and would install penalties on companies 
that do not meet the stated goals for tobacco buying. The proposal would also create a "Tobacco 
Community Revitalization Fund" administered by USDA, but not subject to the appropriation 
process which would be able to spend up to $1 billion a year for 25 years from the settlement 
fund and would cover costs related to the tobacco program such as administration and crop 
insurance, make supplemental payments of up to $500 million to producers whose income from 
tobacco drops below the 1996 level, pay up to $100 million in benefits for displaced cigarette 
factory workers; pay up to $250 million a year for rural economic development grants for states 
to create employment; and pay up to $50 million for agricultural grants to encourage 
supplemental crops. The legislation would also provide for compensation if there are substantial 
declines in property values, and suggests changes in the referendum system of determining quota 
rules and some immunity provisions for producers. 

1 



The USDA considers the proposal a reasonable if generous starting point for negotiations. 
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Farmers worried about the proposed tobacco settlement should see i t as an 
opportunity, not a calamity, 6th D i s t r i c t U.S. Rep. Scotty Baesler of Lexington 
said yesterday. 

' ' I t h i n k t h i s settlement w i l l g i v e us the o p p o r t u n i t y t o lock i n the f u t u r e 
f o r the tobacco farmer,'' Baesler t o l d the l e g i s l a t u r e ' s Tobacco Task Force. 

But he t o l d the lawmakers t h a t Congress won't act on the settlement t h i s 
year, and i n an i n t e r v i e w he sa i d Congress probably won't approve i t i n i t s 
current form because both pro- and anti-tobacco forces are seeking changes. 

Baesler also s a i d he expects h i s f e l l o w tobacco growers t o get help from 
President C l i n t o n , who angered them by r e g u l a t i n g n i c o t i n e as a drug - one of 
the issues t h a t makes the settlement dependent on congressional approval. 

Meanwhile, representatives of 15 st a t e s and Puerto Rico met yesterday i n 
Indiana p o l i s t o discuss ways t o d i v i d e the proposed $ 368 b i l l i o n tobacco 
settlement negotiated by tobacco manufacturers and attorneys general of the 
states t h a t had sued t o recoup the cost of tobacco-related h e a l t h care. 

The deal has l e f t tobacco growers ''very, very discouraged,'' Democratic Rep. 
Tom McKee of Cynthiana t o l d Baesler, a f e l l o w grower. ''A l o t of them t h i n k t h a t 
i t ' s over, and I t r y t o emphasize t h a t I don't t h i n k i t ' s over, and I t h i n k 
you're t e l l i n g us t h a t . ' ' 

McKee sai d growers' apprehension about the f u t u r e of t h e i r crop, and•this 
year's bad weather, has been f e l t a t Wal-Mart i n Cynthiana, where the manager 
t o l d him, ''Business i s t e r r i b l e . ' ' 

'•He said, 'We had a s t a f f meeting t h i s morning, and we concluded t h a t i t ' s 
the u n c e r t a i n t y of the f u t u r e o f tobacco - and at t h i s time we hadn't had any 
r a i n - and the u n c e r t a i n t y of the s i z e of the crop.' Farmers haven't spent 
anything except what they have t o . ' ' 

LEXIS-NEXIS- 9 LEXIS-NEXIS' ^ LEXIS-NEXIS 
i r < . A member ot the Rccd Flicvicr plc group J - ^ k . K - D — i L I — . - 1 A •_ n__ji-i__ • ^ ^ ^ A member of (he Rccd Klscvier pk gruup - ^ ^ ^ A member of the Rccd Elsevier pic group 
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Baesler r e p l i e d , ' ' I am b u l l i s h on the tobacco market'' - so much t h a t he 
re c e n t l y bought a d d i t i o n a l quota. ''I'm b u l l i s h on i t because I t h i n k t h i s 
settlement w i l l give us the o p p o r t u n i t y t o lock i n the f u t u r e f o r the tobacco 
fanner. ' ' 

Baesler, a Democrat running f o r the U.S. Senate, repeated what has become an 
a r t i c l e of f a i t h f o r tobacco-state lawmakers - t h a t no settlement w i l l pass 
without p r o t e c t i o n f o r growers, which could put an end to the congressional 
b a t t l e s over the government help they get. 

In the i n t e r v i e w , he sai d chances of the settlement's passing i n i t s c u r r e n t 
form are ''50-50 or les s ' ' because anti-tobacco forces ''are r e a l l y going a f t e r 
i t ' ' as inadequate. 

.» 

Just what p r o t e c t i o n growers w i l l get i s f a r from decided, p a r t l y because 
d i f f e r e n t kinds of growers want d i f f e r e n t t h i n g s . 

Large North Carolina growers of fl u e - c u r e d tobacco are i n t e r e s t e d i n s e l l i n g 
t h e i r quotas as par t of the settlement, but t h a t has l i t t l e appeal i n Kentucky, 
where burley farmers are more numerous but have smaller quotas and are more 
i n t e r e s t e d i n guaranteeing a st a b l e market f o r t h e i r crops. 

''Flue-cured growers could buy a Winnebago'' w i t h a buyout check, while ''we 
could maybe buy some gas t o go i n i t , ' ' Danny McKinney, c h i e f executive of the 
Burley Tobacco Growers Cooperative Association, t o l d the task force. 

However, McKinney suggested t h a t the growers would e v e n t u a l l y f i n d common 
ground. He said four or f i v e proposals have been f l o a t e d and ' ' I don't see any 
of us t h a t f a r apart.'' 

Baesler s a i d he and 14 other House Democrats from tobacco states have met 
w i t h C l i n t o n a d m i n i s t r a t i o n o f f i c i a l s t o discuss ways t o p r o t e c t growers and 
w i l l make a proposal by the end of next month. 

He sai d the plan i s l i k e l y t o resemble one o f f e r e d by Kentucky Sens. Wendell 
Ford and Mitch McConnell, which includes various economic guarantees f o r growers 
and changes i n the f e d e r a l tobacco program. 

Baesler s a i d t h a t - based on assurances from A g r i c u l t u r e Secretary Dan 
Glickman, Health and Human Services Secretary Donna Shalala and Clinton's 
domestic-policy d i r e c t o r , Bruce Reed - he t h i n k s C l i n t o n w i l l support such a 
plan. 

C l i n t o n s a i d when he issued the n i c o t i n e r e g u l a t i o n s almost a year ago t h a t 
those who favored them had an o b l i g a t i o n t o help farmers who would be h u r t by 
the r e g u l a t i o n s . 

LANGUAGE: English 

LOAD-DATE: August 20, 1997 
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The Proposed Tobacco SeMeoiait 
Position on Indusiaii of 

Quota Owner & Grower 

While we believe ft inyonant ro come to acme agreement on current tobacaco negotiatibns 
in a timely manner, h remains ofthe utmost unpoitance to noosnize and provide fnfivpTfrty mans 
of compoisalion fix those engaged in tbe production of afl types of tobacco in the United States 
and especially diose who own tobacco production quola b̂ inning at audi time as the pnsduction 
and price of tobacco, or some combination thereof declines to an established trigger level 
determmed by a board repreaenting the beat inieiesx of ftese growers and quota ov^^ 

NceotiatibHB most indude prvvisioof that will accompliBb the foDowing: 

1. Maintahi and enhance the current Federal Tobacco Program. 

2. Maintain the tobaoco quota and current price support system. 

3. Obtam commitmem from tobacco companies to purdiase 600 million pounds of U.S. 
grown flue-Cured tobacco anmuHy. , 

4. Provide &om the settlement not less than S781 million per year for 8 years totaling 
$6.25 billion, apedfieally earmarked ior transition payments, quota reiirwnent and 
equity reductions. 

5. Provide the same immunity or limitation of legal liability for tobacco produccn, quota 

ownen and producer assodadons as that afibrded tobacco companies. 

6- Provide the r̂ility to make program changes as necessary through a referendum 

approved by a board representing tobaoco growers Slid quota owners, 

la the settleraent agreement, the producer of Burity and aUcrthertypê  S. tobacco 
would be compensated at a rate equal to provisians agreed to for flue^uied tobacco growers in 
theU. S-

Prepared September 10,1997 
NC Depaitment of Agriculture & Consumer Services 

Jin Graham, Commissioner 
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September 10, 1997 DRAFT 
A Revised Youth Look-Back Surcharge 

The proposed look̂ back surcharge ofthe Tobacco Settlement carries insiiffident 

Z l l T r T " '̂̂  ' ° ^ ' ' ' " ' ™ '̂̂ '̂ ^^y P '̂̂ 'P^^^ - underage teen smokuig. The following revised structure for the look-back surcharge addresses those 
shortcommgs by establishing a two tier system with non-linear penalties related :to the decree to 
wh:ch underage teen smoking remains in excess ofthe targeted reduction levels One tier 
specifies company-specific fmes determined by undemge use of individual company brands Th« 
second tier establishes penalties to be born by the industry as a whole ( a l l o c a r d T o S 
market share as would occur with the annual payments). The penaltie ofthe se ond i r will be 
of sigmficant magmtude and would likely boost the per pack price dramatically inTeven 
underage use does not decline as targeted. 

The new structure would maintain the broad features ofthe original proposed look-back 
surcharge bemg based on the University of Michigan's High School Dm, Use S^ey ar^ t h f 
phasea reduction targets of 30% (year 5). 50% (year 7). and 60% (year 10) How Ĵer s^ev 
would be expanded to determine the brands used by underage teens so c o ^ S ^ ' pedfi f ' 
mformation could be attained. Surcharge payments would be paid in the year foi S the 
survey year as specified in the K c yc r̂ loiiowmg tne 

Underage Daily Cigarette Smoking Percertlages and Taraete 
Percent ^^"^^^ ^ " ^ ^ "̂"̂  Settlement Look-Back Targots 

settlement. However, there would be 
no abatement or double-count 
adjustment and payments would not 
qualify for tax deductibility. 

The chart shows the projected paths for 
the underage teen smoking percentages 
for (1) the original settlement structure 
and (2) the settlement with the new 
look-back surcharge structure. Under 
the original settlement, the teen use 
percentage was projected to decline 
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DRAFT 
A Revised Youth Look-Back Surcharge 

September 10, 1997 

The proposed look-back surcharge ofthe Tobacco Settlemem carries insufficient 
mcentives to assure that tobacco firms will actively participate in reducing underage teen 
smoking. The following revised structure for the look-back surcharge addresses those 
shortcomings by establishmg a two tier system with non-linear penalties related to the degree to 
which underage teen smoking remains in excess of the targeted reduction levels One tier 
specifies company-specific fines determined by underage use of individual company brands The 
second tier establishes penalties to be born by the industry as a whole (allocated by overall " 
market share as would occur with the amiual payments). The penalties ofthe second tier will be 
of sigmficant magmtude and would likely boost the per pack price dramatically in the evem 
underage use does not decline as targeted, 

The new structure would maintain the broad features ofthe original proposed look-back 
surcharge, being based on the University of Michigan's High School Drug Use Survey and the 
phased reduction targets of 30% (year 5), 50% (year 7), and 60% (year 10). However, the survey 
would be expanded to determine the brands used by underage teens so company-specific 
infoimation could be attained. Surcharge payments would be paid in the year followine the 
survey year as specified in the 

Underage Daily Cigarette Smoking Percentages and Targets 
Mchigan Survey Data and Settlement Look-Back Targets 

settlement. However, there would be 
no abatement or double-count 
adjustment and payments would not 
qualify for tax deductibility. 

The chart shows the projected paths for 
the underage teen smoking percentages 
for (1) the original settlement structure 
and (2) the settlement with the new 
look-back surcharge structure. Under 
the original settlement, the teen use 
percentage was projected to decline 
from the recent high levels of about 18 
percent to about 14 to 15 percent. 
Under the new look-back structure, 
teen use is projected to decline to 
below 12 percent. 

1991 1993 1995 1997 1999 2001 2003 2005 2007 200S 

The New Structure 

Tier 1 - Companv-sppr.ific f̂ ngP 

The look-back structure in the settlement suffers from a potential free-rider problem in which 
mdividual firms would have the incentive to market to underage users when all other firms were 
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making efforts to reduce teen use. This problem results from the fact that the Jook-back 
surcharge would be paid by all firms according to their total (primarily adult) market shai-e. To 
address that problem, company-specific penalties are specified as follows: 

% Points of Shortfall from 

Targeted ReductiOQ Penaltv per underage IISCT* 

0 to 30 $840 

>30to50 $1280 

>50 $1680 

*As derived from the weighted average 13-17 year old user percentage from the Univ. of Michigan survey 
for teen use percentages as specified in the agreement. Per smoker present value of $ 1540 x 2 x 2727 = 
$840, $ 1540 X 3 X .2727 = $ 1280, and $ 1540 x 4 x .2727 = S1680. 

These escalating levels of fines represent increasing multiples ofthe present value ofthe profits a 
firm would expect to receive over the life of a teen smoker adjusted for the elimination ofthe 
double-counting provision (see note above), 

The High School Use survey would be expanded to ask questions to determine the primary brand 
of use for underage smokers. Base brand-use percentages would be established and the 
percentage reduction targets would be measured relative to those base brand-use percentages. 
The excess number of underage users of a specific brand would then be specified as the 
percentage point reduction shortfall times the number of underage users. 

Tier II - Indastrv Penaltv Payments 

To assure that the industry as a whole will not continue to profit in the event underage use 
continues unabated, a severe and escalating penalty structure is established. In the event tiiat 
imderage use did not decline, tiie penalties would lead to large cost and price increases that 
would deter underage as well as overall smoking. 

% Points of Shortfall from 

—Targgtgd R,gdtiCtion Penaltv per percentage pnint 

0 to 30 $200 million 

>30 to 50 $400 million 

> 50 $600 million 

The likely effects of these penalties would be to raise cigarette prices by about $0.30 per pack at 
the top ofthe first level; at the top of the second level, by about $0.70 per pack; and at the top of 
the third level by about $ 1.00 per pack. 



ALTERNATIVE TOBACCO SETTLEMENTS 
(Dollar amounts in billions) 

- SUMMARY 09/11/97 
12:58 PM 

Inflate Restore Double 
AG At Health Gov't Price 

Baseline Settlement Inflation* Share* Increase* 

Youth Targets Met: 
Average Price per Pack in 2003 1/ 
Increase in Price per Pack in 2003 1/. 
Millions of Smokers in 2003 

^^C^ Payments and Revenues in 2003: 
Gross Industry Payments 
Net Industry Payments 
Net Federal Revenues 

Net Federal Revenues, Cumulative: 
Five Year Total (1998-2003) 
Ten Year Total (1998-2008) 
25-Year Total (1998-2023) 

1.93 

51.5 

2.47 2.52 2.66 3.01 
0.54 0.60 0.73 1.08 
46.3 46.0 45.1 42.9 

..v17 18__ 18 25-
Qr-̂ ' 13 lT^ i f 24 

10 12 16 

43 45 53 72 
86 93 110 155 

234 291 316 463 

Note: all scenarios assume repeal of the TRA97 excise tax credit 
1/ In constant 1996 dollars. Includes BBA97 excise tax increase. 
* Volume adjustment eliminated. 
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DRAFT September 10, 1997 
A Revised Youth Look-Back Surcharge 

The proposed look-back surcharge of the Tobacco Settlement carries insufficient 
incentives to assure tiiat tobacco finms will actively participate in reducing underage teen 
smoking. The follov̂ dng revised strticture for the look-back surcharge addresses those 
shortcomings by establishing a two tier system witii non-linear penalties related to the degree to 
which underage teen smoking remains in excess of tiie targeted reduction levels. One tier 
specifies company-specific fines determined by underage use of individual company brands. The 
second tier establishes penalties to be born by tiie industry as a whole (allocated by overall 
market share as would occur with the annual payments). The penalties ofthe second tier will be 
of significant magnimde and would likely boost the per pack price dramatically in tiie event 
underage use does not decline as targeted. 

The new structure would maintain tiie broad featiires ofthe original proposed look-back 
surcharge, being based on the University of Michigan's High School Dmg Use Survey and tiie 
phased reduction targets of 30% (year 5). 50% (year 7), and 60% (year 10). However, tiie smvey 
would be expanded to determine the brands used by underage teens so company-specific 
information could be attamed. Surcharge payments would be paid in tiie year following tiie 
survey year as specified in the 

Underage Daily Cigarette Smoking Percentages and Targets 
Michigan Survey Data and Settlement Look-Back Targets 

settiement. However, there would be 
no abatement or double-count 
adjustment and payments would not 
qualify for tax deductibility. 

Perosni 

20 

The chart shows the projected paths for 
the underage teen smoking percentages 
for (1) the original settlement structure 
and (2) the settlement with the new 
look-back surcharge structure. Under 
the original settlement, the teen use 
percentage was projected to decline 
from the recent high levels of about 18 
percent to about 14 to 15 percent. 
Under the new look-back structure, 
teen use is projected to decline to 
below 12 percent. 

The New Structure 

Tier 1 - Companv-spenific f̂ r̂ pf̂  

IS 

10 

History 
" " " " \ 

\ 
Origiruil path 
from settlement 

/ 
/ Base-16.2% . / 

3(rM—» \ 

^ 50V>-
With New 
Look-back 

eow 

Use reduction txryix 

1981 1993 1995 1997 1999 2001 2003 2006 2007 2008 
The^raijrtona In laen u» sham reault friOT (he «ecto 
6.'«tldV Of demand; ott«r provtotans of (De ntaormt are a9«SS W hS?!x)^«3. 

0 h 

The look-back structure in the settlement suffers from a potential free-rider problem in which 
individual firms would have tiie incentive to market to underage users when all other firms were 
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making efforts to reduce teen use. This problem results from tiie fact that tiie-look-back 
surcharge would be paid by all firms according to their total (primarily adult) market shar 
address tiiat problem, company-specific penalties are specified as follows: 

% Points of Shortfall from 
—Targeted Reduction 

Oto30 

>30 to 50 

>50 

Penaltv per imderage û .̂̂ * /yr/^X^ 

$840 

$1280 

$1680 

As derived from the weighted average 13-17 year old user percentage from the Univ. of Michigan survey 
for teen use percentages as specified in the agreement. Per smoker present value of $ 1540 x 2 x 2727 = 
$840, $1540 X 3 X ,2727 = $1280, and $1540 x 4 x .2727 = $1680. 

These escalating levels of fines represent increasing multiples ofthe present value of tiie profits a 
firm would expect to receive over the life ofa teen smoker adjusted for the elimination of tiie 
double-counting provision (see note above), 

The High School Use survey would be expanded to ask questions to detennine the primary brand 
of use for underage smokers. Base brand-use percentages would be established and the 
percentage reduction targets would be measured relative to tiiose base brand-use percentages. 
The excess number of underage users of a specific brand would then be specified as tiie 
percentage point reduction shortfall times the number of underage users. 

Tier II - Indu.strv Penalty Pavments 

To assure tiiat the industry as a whole will not continue to profit in the event underage use 
continues unabated, a severe and escalating penalty structure is established. In the event tiiat 
imderage use did not decline, tiie penalties would lead to large cost and price increases that 
would deter underage as well as overall smoking. 

% Points of Shortfall from 
—Targeted Reduction 

0to30 

>30 to 50 

>50 

Penaltv per percentage point 

$200 million 

$400 million 

$600 million 

The likely effects of these penalties would be to raise cigarette prices by about $0.30 per pack at 
the top ofthe first level; at the top of the second level, by about $0.70 per pack; and at the top of 
the third level by about $ 1.00 per pack. 



Tobacco issues 

1. Do you support the settlement? 

Should be support settlement or instead press congresyto enact control legislation to further 
reduce youth smoking, more money, Class action ?/ 

Open-ended 

What should BC goal be, lower smoking, lower youth smoking, punish companies 

Can_you beat the freechaic©<rf'adulTrargwn^^ 

Would the public support a less addictive product for adults? 

Help growers/farmers, hypocritical to do both? 

Amount of money 

price per pack to lower smoking/ how much would you support, help kids quit { . 

costs much less than other countries here 

penalities for industry 
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Reducing Tobacco Use World-Wide: An Action Plan 
HHS Proposal Draft - 8/6/97 

I. Background 

According to the World Health Organization, worldwide deaths from tobacco are 
likely to exceed ten million per year by 2025, with 70 percent of those deaths 
occurring In developing countries. The total is likely to exceed deaths from 
tuberculosis, malaria, acute viral Infections (such as Ebola), and maternal conditions 
combined, in fact, early in the next century, tobacco will be the leading global 
cause of premature death and preventable Illness. Through HHS, and in 
collaboration wi th multilateral organizations, the United States Government (USG) 
should seek to mobilize the international heahh community to reduce the 
consumption of tobacco products, particularly as it affects the health of children 
and youth. 

II. Objective 

To reduce the consumption of tobacco products, particularly among young people, 
and especially in developing countries. 

III. Plan to Achieve the Objective 

A. Domestic Elements 

• Issue a Presidential decision directive, similar to the directive on emerging 
infectious diseases, that recognizes the reduction of tobacco use as both a 
domestic and international health priority, and calls for improved international 
cooperation, training, surveillance, research and public awareness of this health 
threat. 

Strengthen the role of HHS as the USG focal point for international health issues 
related to tobacco, and provide adequate resources and staffing to: 

> broadly stimulate, support and implement tobacco control and prevention 
activities, particularly in developing countries; ;, 

'̂ ^̂ ^̂ M!î !$'̂ 'M̂ :f̂  that.'treat 'tbbaccojcom'hiensuratiB' surate^ith,the|liarm that ̂  It 



Support HHS' and the Department of Treasury's cooperative activities with the 
World Bank, which establish a global policy that makes tobacco control, and 
reduction in tobacco consumption an economic development priority for all 
countries. 

B. International Elements 

Bilateral collaborations: Expand existing bilateral cooperative agreements or 
establish new agreements with key countries to promote the development of 
national and International tobacco control and prevention programs. Key 
countries Include, at minimum, Russia, India, China, Thailand, and Poland, in 
which a concentration of new resources and collaborative technical assistance 
would significantly improve existing tobacco control and prevention programs. 

> Agreements would provide a framework for HHS to provide comprehensive 
technical assistance, including training, exchange of publlc health experts, 
organization of workshops and symposia, and exchange of publications and 
information related to tobacco control and prevention. 

>- Agreements would promote globally consistent and reinforcing regulations 
that restrict tobacco advertising and minors' access to tobacco products, and 
collaboration on efforts to access industry documents that reside offshore. 

• Regional Collaborations: Working particularly through regional multilateral 
development banks (MDBs), expand existing regional alliances or establish new 
alliances that facilitate and promote collaboration and cooperation on 
tobacco-related issues, such as resource development, trade and taxation 
policies, and smuggling. 

• Framework Convention: Participate in the development of the proposed 
framework convention, as recommended in May 1996 by the World Health 
Assembly. U.S. contributions to the development of the framework convention 
should be concentrated on those issues and activities that can reduce the appeal 
and access of tobacco products to children and youth. 

Support global strategies, such as WHO's Tobacco or Health Plan of 
Action (19965,2000)A.that promote conriprehenslve national 

Promoting the development of self-sustaining tobacco conti-bl units'by'^ -i*Kt'T^?;^r^^r$r'^-3;i^^ 
supporting country missions that place public health experts at health '•"''^:y.:-.^-''--:Y;y 
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ministries and multilateral or development organizations to provide 
epidemiologic, programmatic or policy development or training assistance; 

> Supporting a global electronic clearinghouse and communications network to 
standardize, strengthen and facilitate the global exchange of tobacco-related 
information, particularly supporting epidemiologic data collection, analyses 
and surveillance; and 

Updating, promoting and disseminating WHO guidelines and protocols on 
epidemiologic surveillance and program evaluation to promote global 
standardization of these measurements. 

• Other multi lateral collaborations: Cooperate with UN agencies, MDBs, and other 
development agencies in their expansion of tobacco use reduction efforts. HHS 
will evaluate various options to work with these organizations to ensure 
maximum benefit, promote cooperation, and provide technical assistance and 
consultation on public health issues. 

> Regarding the MDBs, HHS will work with the Treasury Department toward 
the following objectives: 

I. If funds from a settlement are available, the USG should: 

(a) contribute a portion of the funds to the World Bank and Asian 
and European development banks in the form of grants to 
supplement financing for existing activities and/or to establish 
new programs aimed at discouraging tobacco usage and 
production, and to deal with the heahh effects of tobacco use; 
and 

(b) encourage the banks to pursue and expand their efforts in 
tobacco-related areas, including policy advice the banks give to 
borrowing governments. Such advice can relate to regulatory 
issues (such as advertising bans); trade policies (to incorporate 
effective health and safety measures); and tax and fiscal policies 
(to help governments reduce reliance on revenues from tobacco 

I*: .^^ >;;^Pending(|r^o|ij^ issued initiate discdssions'jwith the World 
ii^; to lay the groundwork for a feasible level of 

cooperation, given available resources. 
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>- Support capacity for strong economic research and presentation of Issues 
relevant to each country. 

>• The United Nations will be encouraged to Implement resolutions involving 
collaboration on Issues such as crop substitution and similar problems of 
developing countries whose economies depend on tobacco production. 

' International Research: Establish funds for non-governmental (NGO) and 
multilateral organizations to conduct research on international tobacco policy, 
prevention effectiveness of developing country tobacco interventions, economic 
cost-benefits, health risks and outcomes, and macro-effects of tobacco 
agriculture and production. 

IV. Budget: $50 million 

HHS will implement this proposal by building upon existing networks of contacts 
around the world through WHO, regional and bilateral working relationships and in 
collaboration wi th development institutions such as the World Bank and others as 
described. To implement this global strategy HHS proposes an initial budget of $50 
million, which would increase as capacity and knowledge to conduct more 
aggressive and effective programs also increases. 

Funds will be used to: 

>• establish USG international tobacco control policies that are consistent wi th 
USG domestic tobacco control policies; 

> increase U.S. domestic capacity, including, but not limited to, developing an 
infrastructure and training USG employees stationed abroad; and 

>- increase international capacity building, including developing bilateral and 
multilateral collaborations, participating in the Framework Convention 
development, providing technical assistance, and supporting global 
strategies for tobacco control by collaborating and cooperating with UN 
agencies, MDBs, WHO and among those other development 
organizations! , . 



SUMMARY OF TOBACCO SETTLEMENT SPE^^DING PROPOSALS DRAFT 
Spending Category State AG Proposals Current Federal 

Efforts 
Other Proposals Comment 

Research New $25B research 
"trust fimd" ($4.8B in 
'03.) 

HHS FY97 funds: 
$142M on 
"smoking & 
health" and $1.38 
on diseases 
frequently linked to 
smoking (e.g. lung 
cancer, stroke..) 

Increase HHS tobacco-related 
research by $1.38 a year ~ more 
than double current efforts. 

Much high-quality research could be funded 
within $1.38 a year of new fiinds. 

Prevention/ 
Education 

New national anti-
smoking ad campaign 
($600M in '03), 
increase fiinding for 
HHS state-based 
programs (SIOOM in 
'03) and create new 
"Reduced Use" states 
grants ($300M in 
'03). 

HHS FY97 funds: 
2 state-based 
prevention 
programs ($30M) 
and school-based 
tobacco prevention 
activities ($15M). 

Moderate settlement funding. 
Consolidate funds for state-based 
and "Reduced Use" grants into 
one grant program. Target funds 
for school-based smoking 
prevention activities, not explicit 
in settlement. 

Studies show prev/ed programs can reduce 
smoking, but not as well as tobacco price 
increases. Efforts should be aimed at youth 
since most smokers begin while teenagers. 
State grant programs proposed may be 
duplicative. 

Cessation New national 
cessation fiind ($1.78 
in '03) to finance 
cessation counseling 
and services for all 
smokers trying to 
quit. 

No specific Federal 
program. Cessation 
services are 
optional Medicaid 
benefit which some 
states already offer. 

$300M a year for cessation-
related activities, but not create 
national fiind. Smokers pay for 
over-the-counter nicotine NRT 
which costs about the same as 
smoking. Encourage private 
plans with quality measures, 
technical assistance and 
education to offer cessation 
services. Finance cessation 
services for uninsured/poor 
through CHCs and low-income 
pregnant women with "Healthy 
Start" grants. 

More cost-effective to prevent smoking than 
to help quit afier addiction. Formal cessation 
programs have low success and uptake rates, 
especially among youth. $18 a year fiind 
would likely fund services for most who 
would quit using own resources and 
discourage private plans from offering 
coverage for services. 



Spending Category State AG Proposals Current Federal 
Efforts 

Other Proposals Comment 

Enforcement $3 OOM a year for 
FDA and states to 
enforce minor access 
provisions, including 
vendor licensing 
(similar to alcohol). 

HHS FY97 funds: 
$16M on 
enforcement. 
Budget increases to 
$45M in FY98. 

$ 1 OOM a year assuming 
aggressive enforcement, but no 
licensing requirements. 

Aggressive enforcement activities in some 
states have contributed to lowering teen 
smoking rates. 

Compensation Up to 33% of base 
annual payments 
available for 
judgements and 
settlements of civil 
liability cases. If33'M 
cap is not reached. 
Presidential 
Commission allocates 
surplus amount. 

n/a Separate from payments for 
individual compensation, 
settlement funds could be used 
to: (1) compensate state for their 
loses of tobacco excise tax as a 
result of higher cigarette prices 
($18 in 2003) and/or (2) 
compensate tobacco farmers 
($80M in FY 2003). * 

Not clear whether 33% of base payments is 
appropriate set-aside for this purpose or 
whether fiill amount would actually be spent. 
Also a very large sum that could use up much 
of net revenues. 

Any civil liabilities allowed under the settlement will also be included in the amount of the compensation. 

Seplember 11, 1997 



Proposed and Alternative Tobacco Settlement in 2003 
(Assumes Repeal of $50B BBA Tax Credit and Youth Targets Are Met) 

(Cun-ent $ in Billions) 

Part 1. Payments and Revenues Assumed in Base Settlement FY 2003 

Net Industry Payments 13.3 

Total Net Federal Revenues 9 

Illustrative Altemative 
Part M. Spending Assumed In Base Settlement Settlement Option 

Research FY 2003 FY 2003 
Public Health Trust Fund 4.7 1.3 
Federal Research to Discourage Tobacco Use 0.1 0.0 

Sub-Total Research 4.8 1.3 

Prevention/Education 
HHS "Reduced Use" Grants to States 0.3 0 
Grants to States for Assist-type Programs 0.1 0.2 
National Anti-Smoking Ad Campaign 0.6 0.3 

Sub-Total Prevention/Education 1 0.5 

Cessation 
National Fund fbr Cessation Services 1.7 0.3 

Enforcement 
FDA Enfbrcement and Grants to States 0.3 0.1 

Miscellaneous 
Payments to Tobacco-Sponsored Teams/Events 0.1 0 
Intemational Programs 0 0.1 
Spending of Look-Back Surcharge (90% for State Grants) 0 0 
State Excise Tax Offset 0 1.5 
Offeets to Federal-Matched State Programs 0 * 

Tobacco Farmer Compensation 0 0.08 

Spending of Unused Civil Suit Credit for New Initiatives 2.2 2.2 

Total Specified Spending 10 6.1 
New Initiatives 0 2.9 
(Unspecified Residual, Federal Share - non-add) (0) (2) 
Total Spending (Specified + New Initiatives) 10.2 9 

DRAFT 
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The global warming constituency Is entirely young people, aged 18-25, who 
rated global warming as high as education. The rest of the electorate had 
little or no concern for this issue. 

Tobacco Agreement • 
The dynamic of this settlement Is simple: more from the tobacco 
companies will always be viewed by the public as better. And the goal of 
every one of the hands it passes through Is to place a unique stamp 
shaping the agreement. Deductibility is a strong issue in the public's mind, 
though the Republicans appear to have gone in the opposite direction. 

Much of this Is how It is viewed - is this a major settlement of the issue that 
protects children from Tobacco, or is this a cash cow for financing social 
programs? If it Is the first, then we should make changes consistent with 
that objective. If It Is the second, then we could try to push the tobacco 
companies to the limit. 

If the settlement itself is supported by us and enough ofthe health groups, 
it will be accepted by the public. We, and the not the Republicans are the 
major stamp of approval for this settlement. 

It seems that no modifications would not make sense - Congress would 
then strengthen the settlement and we would seem too closely aligned with 
the Tobacco companies; Modest changes, along the lines of our tobacco 
objectives, which would get us the 21 Century Medical Science Research 
fund, strict regulation of nicotine and strengthened penalties for teen 
smoking, are most consistent with the original objectives of the effort and 
are unlikely to endanger the settlement. Some additional changes by 
Congress would be expected given the dynamic of piling on the tobacco 
companies. 

Polling update: 

Awareness for the tobacco agreement Is at 82%. This compares to 66% 
awareness on August 4. 

66% have heard about the proposed settlement, a 20% decrease since July 15. 

Unaided, 41/43 support/oppose a settlement with the tobacco industry, a ten 
point drop since August 

Awareness " 9/9 • 
Heard 82 86 66 82 
Haven't heard 15 11 34 17 

September 10, 1997 Page 9 



Unaided support 7/1 7/1:5:: 8/4 9/9. 
Support 53 52 51 41 
Oppose 31 33 35 43 

The level of support is consistent across parties and demographic groups 
Unaided Support (9/9): Democrat: 41/43, Republican, 45/43, Independent: 40/46 

45% of respondents say they will be more favorable to the President if he agrees 
to the settlement (14% much more + 31% somewhat), 39% unfavorable (18% 
much less + 21% somewhat). 

Essentially, the supporters ofthe settlement have done a poor Job at 
communicating the details of it. When explained to the public, it rises 
significantly: 

"The settlement the tobacco companies have reached would allow the 
Food & Drug Administration to regulate nicotine, the tobacco companies 
would accept marketing regulations imposed by the government which 
would eliminate figures such as Joe Camel, and the tobacco industry 
would pay $368 billion over 25 years. The $368 billion fund would go to 
expand children's health care and fund anti-smoking advertising, 
programs to help smokers quit, anti-smoking efforts targeting children, and 
compensatory damages to smokers and their families. In return, the 
settlement places limits on lawsuits against the tobacco companies, and 
allows the sale of cigarettes for at least 12 years. Given this, would you 
strongly favor, somewhat favor, somewhat oppose, or strongly oppose a 
settlement with the tobacco companies?" 

Aided, support for the settlement increases 16 points to 57/38 

57% favor (28% strongly + 29% somewhat) 
38% oppose (22% strongly + 16% somewhat) 
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Support is stronger among families: 
Support/Oppose: Children at Home: 64/32, No children 54/40 

Opposition from smokers Is not significantly stronger than non-smokers: 
Support/Oppose: Smokers: 54/39, Non-Smokers: 59/36 

Do you think that thePresideht'should: 
Accept the settlement as is 21 
Reject the settlement 19 
Say he will accept It if changes are made to strengthen the penalties 
for failing to meet tarqets for reduction in teen smokinq and 
strenqtheninq requlation of nicotine 

33 

Say he will accept it only if major changes are made to greatly increase 
the money that tobacco companies would pay by several hundred billion 
dollars 

14 

33% say the agreement is too weak on tobacco companies, 20% say too 
tough and 40% Just about right. 

, Too toughĵ , :, .Too vvpak Just.about right 
Democrats 15 37 44 
Republicans 23 26 40 
Independents 19 36 39 
Men 27 34 32 
Women 14 32 48 

Respondents In the South are more likely to think the agreement is too 
tough 

Region Joo tough • Joo weak Just about eight , 
Northeast 13 35 48 
Midwest 13 33 46 
South 26 26 39 
Farm 11 40 45 
West 28 39 27 

If the President said the settlement was not strong enough and pressed for a 
Stronger deal, 56% would be more favorable and 32% would be less favorable. 

"President Clinton and The White House have said that the provisions of 
the settlement are not strong enough, and will not endorse the deal unless 
federal regulatory authority over tobacco are strengthened, penalties for 
failing to meet targets for reductions in teen smoking are increased and 
the overall cost to the industry be raised." 
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47% trust President Clinton more to reach a settlement with the tobacco 
companies versus 35% for Republicans in Congress. When asked to choose 
behA/een Democrats and Republicans in Congress, the gap widens to 20% (47% 
Dem/27% GOP). 

Support for the settlement rises when respondents are asked: 

"The President will propose specific changes to the settlement next 
week. If the tobacco companies agree to this settlement with the 
changes proposed by the President would you strongly support, 
somewhat support, somewhat oppose or strongly oppose a 
settlement with the tobacco companies?" 

67% support (32% strongly + 35% somewhat) 
24% oppose (13% strongly + 11% somewhat) 

This Is the scenario that works for us - changes that are in line with our 
policies and that the tobacco companies accept. The deal is done, and this 
chapter is closed. 
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52% would support the settlement (40% oppose) even "if Congressional 
Democrats like Ted Kennedy and activists like David Kessler say these changes 
are not strong enough and we need to go much further in penalizing the tobacco 
companies beyond the 368 billion." 

But from a public perspective, one issue that Is hard to defend is the tax 
deductibility of the settlement: 

69% do not believe the tobacco companies should be able to deduct the 
cost of the settlement from their taxes as a cost of doing business (24% 
say yes). Even when you say that changing this would bring the cost to the 
tobacco companies to $500 billion and possibly end the deal, 57% still are 
against deductibility. This suggests another area for changing the 
settlement - making the penalty portion non-deductible, while leaving the 
other portions of the settlement as deductible, to put in to practivce the 
principle that the companies would not be able to force any of the health 
care reimbursements on the taxpayers. This could be done for a modest 
increase in the settlement. 

When told "that making it non-deductible would put the cost to tobacco 
companies at over $500 billion and possibly end the settlement," still 57% 
oppose making the cost deductible, 33% favor 

59% oppose the provision in the balance budget agreement "that would allow the 
tobacco industry to deduct $50 billion raised from the new federal excise taxes 
from the amount of payment agreed to in the tobacco settlement" (28% oppose). 

56% believe that if Congress does not agree to eliminate the $50 billion tax break 
the $50 billion should be added to the cost of the settlement to the tobacco 
companies, 33% do not. 
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Cutting down on teen smoking is the most Important objective, and 
parental involvement is believed to be the most effective way to reduce 
teen smoking by a wide margin 

What dp you think the most important goal for President Clinton 
should be in the .tobacco deal; 
Reducing teen smoking to the point that only adults in the country 
smoke 

24 

Ensuring that the government and tax payers are not paying for the 
implications of smoking 

19 

Penalizing tobacco companies to the point they are put out of 
business 

17 

Allowing strict federal regulation of nicotine 17 
Compensating states for the costs incurred to treat people who used 
tobacco 

9 

Compensating people who have been hurt by tobacco 5 
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Raising the price of cigarettes was not seen as the most effective way to stop 
teen smoking: 
VVhat is the iripst effective way to reduce teeh: smokihg: 
Parents playing more ofa role in preventing smoking by their 
children 

46 

Increase educational efforts through advertising on the dangers of 
smoking 

28 

Banning advertising to minors by tobacco companies 11 
Raising the price of a pack of cigarettes 10 

20% of respondents believe that adults who choose to smoke are entitled to 
compensation for health care as a result of illnesses resulting from smoking. 
76% say they are not entitled to compensation. (Kind of makes you wonder why 
the tobacco companies are settling at all.) 

Having the support of health organizations is critical in persuading the 
public about the settlement. 

For the following people or organizations, please tell me how important their 
opinion is to you on whether this is a fair settlement with the tobacco industry. 
For each one would you rate their opinion on the settlement as very important, 
somewhat important, somewhat unimportant or very unimportant? 

'Ranked by vei^ Important Very 
Imp 

Total 
Irnp. , -

Total 
Unimp 

American Lung Association 72 95 2 
American Heart Association 72 94 5 
American Cancer Society 71 95 3 
American Medical Association 61 91 7 
State Attorney Generals involved in the 46 77 18 
negotiations 
Former Surgeon General C. Everett Koop 44 74 19 
President Clinton 44 74 24 
Donna Shalala, Secretary ofthe Department of 
Health and Human Services 

37 73 18 

Vice President Gore 26 63 32 
Congressional Democrats 25 69 25 
Tobacco company executives 20 40 58 
Congressional Republicans 19 65 29 
Newt Gingrich 15 44 47 
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development grants for states to create employment; and pay up to $50 million for agricultural 
grants to encourage supplemental crops. The legislation would also provide for changes in the 
referendum system of determining quota rules and some immunity provisions for producers. 

The USDA considers the proposal a reasonable if generous starting point for negotiations. 



Note that there is the $25B Public Health Trust Fund (2.5- 5.0 billion per year) for "tobacco-
related medical research." 

Proposal recommends a Presidential commission be appointed to allocate the fund ~ Commission 
members would include representatives of the public health community, Attorneys General, trial 
attorneys, and others. 

We need experts' advice on — how to spend funds generally, whether a Commission or some 
other process makes sense. 

The President will want some sense ofhow the fund should be used ~ 

1. How would we use the $25 billion fund ? Do we have specific research priorities we 
should insist are covered by the flind? How specific should we be in stating them when 
the Administration comments on the settlement? 

2. Is "smoking-related research" the right way to describe how funds should be used? Do we 
need a broader defmition? What scope of research should we consider? 

3. What are we spending today on nicotine research: 

reduction of nicotine in cigarettes (NIH held recent conference) 
addiction/pharmacology research 

4. What kind of research agenda would we need to support FDA's regulation of tobacco 
products? What would it cover? What would it cost? 
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The f a s t e s t g r o w i n g p u b l i c h e a l t h menace i n the w o r l d i s n ' t a d i s e a s e - i t ' s 
a p r o d u c t . The c o n s u m p t i o n o f tobacco has reached t h e p r o p o r t i o n s o f a g l o b a l 
e p i d e m i c . Tobacco companies a r e c r a n k i n g o u t c i g a r e t t e s a t t h e r a t e o f 5.5 
t r i l l i o n a y e a r - t h a t ' s n e a r l y 1,000 c i g a r e t t e s f o r e v e r y man, woman and c h i l d 
on t h e p l a n e t . A l r e a d y , one pers o n o u t o f f i v e i s a smoker. And j u s t as a 
s u c c e s s f u l p a t hogen a d a p t s t o ch a n g i n g c o n d i t i o n s as I t sp r e a d s , t o b a c c o i s 
p r o v i n g adept a t e x p l o i t i n g new m a r k e t s . W i t h i n 25 y e a r s , t o b a c c o - i n d u c e d 
I l l n e s s I s e x p e c t e d t o o v e r t a k e i n f e c t i o u s d i s e a s e as t h e l e a d i n g t h r e a t t o 
human h e a l t h w o r l d w i d e . 

Big t o b a c c o owes i t s g r o w t h i n l a r g e measure t o i t s p r o m o t i o n a l s t r a t e g i e s . 
The i n d u s t r y i s do m i n a t e d by seven m u l t i n a t i o n a l companies, w h i c h i n 1995 
accounted f o r a l m o s t 45 p e r c e n t o f g l o b a l c i g a r e t t e s a l e s . (The l a r g e s t 
c i g a r e t t e p r o d u c e r o f a l l , t h e China N a t i o n a l Tobacco Corp.. a c c o u n t s f o r 3 2 
p e r c e n t o f g l o b a l s a l e s ; b u t because i t s e l l s o n l y w i t h i n China, i t has l i t t l e 
i n f l u e n c e on t h e I n t e r n a t i o n a l m a r k e t . ) The s o p h i s t i c a t e d , b i g - b u d g e t m a r k e t i n g 
s t r a t e g i e s used by t h e m u l t i n a t i o n a l s - e s p e c i a l l y P h i l i p M o r r i s , 
B r i t i s h - A m e r i c a n Tobacco and R.J. Reynolds - a r e i n c r e a s i n g l y s e t t i n g t h e pace 
f o r t h e i n d u s t r y as a whole. I n many p a r t s o f t h e w o r l d , t o b a c c o m a r k e t i n g now 
i n v o l v e s a comprehensive mix o f ads, s p o n s o r s h i p o f c u l t u r a l events., s u b s i d i z e d 
farm p r o j e c t s - even campaign d o n a t i o n s . 

The r e s u l t s mean a d d i c t i o n now n o t o n l y f o r smokers b u t a l s o f o r governments. 
Tobacco s a l e s and t h e t a x revenues t h e y g e n e r a t e o f t e n c r e a t e a h i g h degree o f 
economic dependence. But t h i s i s a f a l s e economy; f o r e v e r y 1,000 t o n s o f 
tobacco p r o d u c e d , n e a r l y 1,000 p e o p l e w i l l e v e n t u a l l y d i e from t o b a c c o - r e l a t e d 
i l l n e s s e s . W o r l d w i d e , t h e s e i l l n e s s e s are e s t i m a t e d t o c o s t n e a r l y $ 200 b i l l i o n 
a year i n h e a l t h c a r e expenses and l o s t p r o d u c t i v i t y . 

I t i s t h e g r o w t h o f to b a c c o use i n d e v e l o p i n g c o u n t r i e s t h a t w i l l soon make 
i t t h e w o r l d ' s l e a d i n g k i l l e r . R i c h a r d Peto, an e p i d e m i o l o g i s t a t O x f o r d 
U n i v e r s i t y ' s I m p e r i a l Cancer Research Fund, c a l c u l a t e s t h a t t o b a c c o k i l l e d 3 
m i l l i o n p e o p l e i n 1995, 1 m i l l i o n o f whom l i v e d i n d e v e l o p i n g c o u n t r i e s . By 
2025, Peto e s t i m a t e s , t o b a c c o ' s a n n u a l d e a t h t o l l w i l l r each a t l e a s t 10 

37TH STORY of Level 1 printed in FULL format. / \ 

C o p y r i g h t 1997 News & Record (Greensboro. NC) 
News Sc Record (Greensboro, NC) 

August 10, 1997, Sunday, ALL EDITIONS 

SECTION: IDEAS, Pg. F l 

LENGTH: 2733 words 

HEADLINE: WORLD-WIDE TOBACCO 

BYLINE: ANNE PLATT MCGINN 

BODY: 
Though many Americans have s t o p p e d smoking, m u l t i n a t i o n a l t o b a c c o companies 

c o n t i n u e t o make a k i l l i n g i n t h e d e v e l o p i n g w o r l d . Record c i g a r e t t e s a l e s 
t h r e a t e n a p u b l i c h e a l t h c r i s i s t h a t c o u l d overshadow a l l i n f e c t i o u s d i s e a s e s 
comb i ned. 



PAGE 2 1 
News & Record (Greensboro, NC), August 10, 1997 

m i l l i o n . More th a n 7 m i l l i o n o f the v i c t i m s w i l l d i e i n d e v e l o p i n g c o u n t r i e s - a 
700 p e r c e n t i n c r e a s e i n j u s t one g e n e r a t i o n . I f p r e s e n t t r e n d s c o n t i n u e , 
a c c o r d i n g t o t h e Wo r l d Bank's 1993 World Development Report, t o b a c c o - r e 1 a t e d 
deaths w i l l i n 30 y e a r s ' t i m e exceed the death t o l l f rom t u b e r c u l o s i s , 
M D S - r e a l t e d i l l n e s s e s and c o m p l i c a t i o n s i n c h i l d b i r t h combined. 

At one tim e o r a n o t h e r t o b a c c o m u l t i n a t i o n a l s have t a r g e t e d most o f the 
j l o b e . I n the 1960s, t h e i n d u s t r y f ocused on emerging markets i n L a t i n America: 
i n the 1980s, i t t u r n e d t o t h e newly d e v e l o p i n g n a t i o n s i n A s i a ; today i t i s 
focused on E a s t e r n Europe, A f r i c a and China. 

But t h e o f f - s h o r e e x p a n s i o n c o i n c i d e s i n l a r g e measure w i t h r e j e c t i o n a t 
nome. B e g i n n i n g i n t h e 1970s, t h e U.S. do m e s t i c market began t o s h r i n k i n 
response t o g r o w i n g p u b l i c awareness o f the dangers o f smoking. 

So t h e tobacco companies found themselves f a c i n g a s t a r k c h o i c e ; e i t h e r 
c o n t i n u e t o compete w i t h each o t h e r f o r shares o f a s h r i n k i n g p i e o r b u i l d 
n arket share a b road. So i n 1981. t h r e e companies - P h i l i p M o r r i s . R.J. Reynolds 
and Brown and W i l l i a m s o n - banded t o g e t h e r t o form t h e U n i t e d S t a t e s C i g a r e t t e 
Export A s s o c i a t i o n . The a s s o c i a t i o n t u r n e d i t s a t t e n t i o n t o A s i a , i n a b i d t o 
open c l o s e d m a r k e t s under t h e banner of f r e e t r a d e . 

A g g r e s s i v e m a r k e t i n g , d i r e c t e x p o r t s , the c r e a t i o n o f overseas s u b s i d i a r i e s 
and more i n t e n s e l o c a l c o m p e t i t i o n have s c a l e d up tobacco markets t h r o u g h o u t t h e 
d e v e l o p i n g w o r l d . I n t h e mid-1970s. 41 p e r c e n t o f the w o r l d ' s c i g a r e t t e s were 
consumed i n d e v e l o p i n g c o u n t r i e s . But t h a t p r o p o r t i o n jumped t o 61 p e r c e n t a 
decade l a t e r and i s e x p e c t e d t o h i t 70 p e r c e n t by 2000. P r o d u c t i o n i n t h e 
d e v e l o p i n g w o r l d i s r i s i n g d r a m a t i c a l l y t o o . I n the e a r l y 1960s, d e v e l o p i n g 
c o u n t r i e s produced 53 p e r c e n t o f the w o r l d ' s t o b a c c o ; by the l a t e 1980s, t h e i r 
share was a l m o s t 75 p e r c e n t . 

The i n d u s t r i a l i z e d c o u n t r i e s are c r a n k i n g o u t c i g a r e t t e s a t r e c o r d r a t e s as 
v e i l . The e x p o r t market i s t h e g r o w t h s e c t o r . I n the U n i t e d S t a t e s , e x p o r t s 
accounted f o r 33 p e r c e n t o f c i g a r e t t e p r o d u c t i o n i n 1996 - up from 8 p e r c e n t i n 
1984. I n 1996. t h e U n i t e d S t a t e s had a $ 5.3 b i l l i o n t r a d e s u r p l u s i n t o b a c c o . 

A s t a n d a r d r e f r a i n i n to b a c c o PR i s t h a t t h e companies are n o t i n t h e e x p o r t 
Duslness t o c o n v e r t n o n s n o k e r s i n t o smokers - th e y a r e m e r e l y t r y i n g t o s h i f t 
demand f r o m t h e f r e q u e n t l y i n f e r i o r d o m e s t i c c i g a r e t t e s t o t h e i r own. 
a e t t e r - t a s t i n g , s a f e r p r o d u c t s . But such c l a i m s don't do J u s t i c e t o t h e 
p r o m o t i o n a l o n s l a u g h t t h a t b i g tobacco has unl e a s h e d on f o r e i g n m a r k e t s . 

Tobacco a d v e r t i s i n g o f t e n t a r g e t s s e c t o r s i n whi c h smoking i s l e s s common. I n 
South A f r i c a , f o r I n s t a n c e . . t h e a d v e r t i s e r s f a v o r p u b l i c a t i o n s read by women and 
s l a c k s , a l t h o u g h most smokers f a l l I n t o o t h e r demographic c a t e g o r i e s . 

M u l t i n a t i o n a l t o b a c c o companies pursue new and i n e x p e r i e n c e d smokers w i t h 
n e n t h o l - f i 1 t e r e d c i g a r e t t e s and l i g h t e r b r a n d s . They sometimes g e t i n t o p r i c e 
rfars w i t h d o m e s t i c p r o d u c e r s , a p r a c t i c e t h a t a l s o t e n d s t o b o o s t c o n s u m p t i o n 
among m a r g i n a l u s e r s , c h i e f l y t h e young. 

Many c o u n t r i e s , b o t h d e v e l o p i n g and i n d u s t r i a l i z e d , r e s t r i c t t o b a c c o 
a d v e r t i s i n g i n one f o r m o r a n o t h e r - a l t h o u g h e n f o r c e m e n t i s o f t e n l a x . But 
rompanies have d e v e l o p e d s t r a t e g i e s t o g e t around such r e g u l a t i o n s . They a r e . 
fo r example, m a j o r s p o n s o r s o f s p o r t i n g e v e n t s - e v e r y t h i n g from c a r r a c e s t o 
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t e n n i s t o u r n a m e n t s . They sp o n s o r j u s t as broad a spectrum o f e n t e r t a i n m e n t 
e v e n t s , from r o c k c o n c e r t s t o a r t shows. At such e v e n t s , company r e p r e s e n t a t i v e s 
o f t e n hand o u t c l o t h e s and o t h e r i t e m s emblazoned w i t h c i g a r e t t e l o g o s - and 
even c i g a r e t t e s . I n M a l a y s i a , where a t o t a l tobacco ad ban i s i n e f f e c t . Salem 
sponsors a f r e e r o c k c o n c e r t s e r i e s where ' ' c i g a r e t t e g i r l s ' ' hand o u t f r e e 
c i g a r e t t e s . 

Warning l a b e l s on c i g a r e t t e packages p r o b a b l y do l i t t l e . I n many c o u n t r i e s , 
c i g a r e t t e s a r e s o l d by t h e s t i c k , t h a t i s , i n d i v i d u a l l y . And o f c o u r s e , many 
customers are i l l i t e r a t e o r t o o p o o r l y educated t o u n d e r s t a n d the w a r n i n g s . Or 
they don't read E n g l i s h - and f o r U.S. c i g a r e t t e s , E n g l i s h remains t h e language 
of c h o i c e f o r w a r n i n g l a b e l s , even i n overseas mar k e t s . Perhaps the saddest 
i r o n y o f to b a c c o a d v e r t i s i n g i s t h e use o f t h a t l i t t l e b l o c k o f 
o f t e n - i n c o m p r e h e n s i b l e t e x t as a s e a l o f a u t h e n t i c i t y . The surgeon g e n e r a l ' s 
h e a l t h w a r n i n g has become p r o o f t h a t those M a r l b o r o s r e a l l y are made i n the 
U.S.A. 

The companies b e n e f i t f r o m a form o f ''shadow m a r k e t i n g ' ' as w e l l . 
Smuggling, p r i n c i p a l l y o f U.S. br a n d s , i s p r e v a l e n t t h r o u g h o u t Europe and A s i a , 
i n c o u n t r i e s t h a t impose h i g h i m p o r t t a r i f f s o r s a l e s t a x e s on tobacco. 
Smuggling h e l p s t h e m u l t i n a t i o n a l companies because i t c r e a t e s a k i n d o f i l l e g a l 
i n t r o d u c t o r y p r i c e f o r t h e i r b r ands - f a r below what the l e g a l p r o d u c t s s e l l 
f o r . T h i s h e l p s ' ' s o f t e n ' ' t h e market f o r a b i g g e r s a l e s a s s a u l t . 

Tobacco p r o m o t i o n o f t e n t a r g e t s t h e young and the poor - a s t r a t e g y so common 
t h a t i t can be fo u n d p r a c t i c a l l y anywhere B i g Tobacco goes. I n Kenya, f o r 
example, t h e ad medium o f c h o i c e i s FM r a d i o , whose m a j o r i t y audience i s p r i m a r y 
and secondary s c h o o l c h i l d r e n . I n Chicago, a st u d y based on dat a from t h e 1990 
U.S. Census f o u n d t h r e e t i m e s as much tobacco b i l l b o a r d a d v e r t i s i n g i n p o o r e r 
n e i g h b o r h o o d s , where most r e s i d e n t s are b l a c k o r H i s p a n i c , as i t d i d i n w h i t e 
areas - a r e l a t i o n n e a r l y o n e - t h i r d h i g h e r than would have been e x p e c t e d 
s t r i c t l y i n terms o f p o p u l a t i o n . 

U n f o r t u n a t e l y , t h e s e t a r g e t e d campaigns work. T h i s i s a p p a r e n t , f o r i n s t a n c e , 
from t h e g r o w t h i n smoking among th e youngest consumers. Co n s i d e r the A s i a n 
c o u n t r i e s t h e U.S. f i r m s moved i n t o d u r i n g t h e 1980s: I n Taiwan, smoking r a t e s 
anong h i g h s c h o o l s t u d e n t s Jumped from 22 t o 32 p e r c e n t between 1985 and 1987. 
I n Korea, smoking among male t e e n s r o s e from 18 p e r c e n t i n 1988 t o 30 p e r c e n t 
J u s t one y e a r l a t e r . And I n Japan. 26 p e r c e n t o f s e n i o r h i g h s c h o o l g i r l s were 
smokers i n 1990, a l t h o u g h o n l y 8 p e r c e n t o f t h e i r mothers were. 

Many c h i l d r e n a c q u i r e t h e smoking h a b i t w e l l b e f o r e t h e y reach t h e i r t e e n s . 
I n Kenya, a 1989 s u r v e y f o u n d t h a t about 40 p e r c e n t o f p r i m a r y s c h o o l c h i l d r e n 
are smokers. I n Hong Kong, c h i l d r e n as young as 7 are a d d i c t e d . And i n China, a 
1988 s u r v e y o f e l e m e n t a r y s c h o o l c h i l d r e n i n B e i j i n g found t h a t n e a r l y h a l f had 
t r i e d smoking between ages 5 and 9 and t h a t 28 p e r c e n t o f the boys and 3 p e r c e n t 
af the g i r l s had smoked d u r i n g t h e p a s t month. Assuming c u r r e n t t r e n d s c o n t i n u e , 
about 800 m i l l i o n o f t h e w o r l d ' s 2 b i l l i o n c h i l d r e n are d e s t i n e d t o become 
smokers, a c c o r d i n g t o t h e W o r l d H e a l t h O r g a n i z a t i o n , and tobacco w i l l e v e n t u a l l y 
<111 a t l e a s t o n e - t h i r d o f them. 

Smoking i s an e x p e n s i v e p u r s u i t . A c c o r d i n g t o a rough g l o b a l e s t i m a t e 
developed by t h e W o r l d Bank, f e e d i n g one smoker's h a b i t t y p i c a l l y t a k e s from 1 
perc e n t t o 5 p e r c e n t o f a f a m i l y ' s income. I n some c o u n t r i e s the c o s t s a r e 
h i g h e r . I n China, t o b a c c o sometimes absorbs up t o 17 p e r c e n t o f hou s e h o l d 
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income and 60 p e r c e n t o f p e r s o n a l income. And i n many d e v e l o p i n g c o u n t r i e s -
from Jamaica t o Ghana - h o u s e h o l d s w i t h j u s t one smoker commonly spend more on 
c i g a r e t t e s t h a n on h e a l t h c a r e . 

Smoking imposes a heavy c o s t on s o c i e t i e s i n the form of m e d i c a l expenses. 
The U n i t e d S t a t e s spends S 50 b i l l i o n i n m e d i c a l expenses d i r e c t l y a t t r i b u t a b l e 
to smoking - o r S 2.06 f o r e v e r y pack of c i g a r e t t e s s o l d i n the c o u n t r y . 

That f i g u r e d o e s n ' t i n c l u d e t h e i n d i r e c t c o s t s , such as the economic v a l u e o f 
years o f l i f e l o s t t o p r e m a t u r e d e a t h s o r l o s t p r o d u c t i v i t y . Smoking i s v e r y 
expensive f o r U.S. e m p l o y e r s , who pay o u t on average S 960 per year i n l o s t work 
time and h e a l t h expenses f o r e v e r y smoker on t h e i r p a y r o l l . I f these i n d i r e c t 
c o s t s are i n c l u d e d i n t h e b i l l , t h e t o t a l c o s t of smoking i n t h e U n i t e d S t a t e s 
s w e l l s t o n e a r l y S 100 b i l l i o n , o r 1.8 p e r c e n t of t h e GDP i n 1993. 

Yet many c o u n t r i e s , e s p e c i a l l y i n t h e d e v e l o p i n g w o r l d , have come t o r e l y on 
c i g a r e t t e p r o d u c t i o n and s a l e s f o r revenue. I n c o u n t r i e s as d i v e r s e as C h i l e , 
P a k i s t a n and S r i Lanka, t a x e s on d o m e s t i c tobacco p r o d u c t i o n can account f o r up 
to 10 p e r c e n t o f n a t i o n a l t a x r e c e i p t s . Even c o u n t r i e s t h a t do n o t grow t h e i r 
own tobacco can s t i l l p r o f i t f r o m i m p o r t d u t i e s , on the o r d e r o f 1 t o 4 p e r c e n t 
of t o t a l t a x revenues. Once t o b a c c o b e g i n s t o make a s u b s t a n t i a l c o n t r i b u t i o n t o 
the t ax c o f f e r s , a government can end up J u s t as hooked as an i n d i v i d u a l smoker. 

A f u l l a c c o u n t i n g o f t h e t o b a c c o l e d g e r never ends up i n t h e b l a c k . The 
t i e a l t h c a r e c o s t s a lways f a r o u t w e i g h t h e p r o f i t s , so any p u b l i c e f f o r t t o b u i l d 
a revenue base on t o b a c c o i s doomed. China i s a good example. I n 1995. China 
r e p o r t e d t h a t i t t o o k i n a t o t a l o f S 8.6 b i l l i o n i n tobacco revenues, w h i c h 
Tiade t h a t i n d u s t r y t h e c o u n t r y ' s s i n g l e l a r g e s t domestic source o f t a x revenue. 
But a s t u d y by China's Academy o f P r e v e n t i v e M e d i c i n e showed t h a t t h e n a t i o n a l 
r o s t s o f smoking amounted t o S 11.3 b i l l i o n i n 1993, and the b i l l i n 1995 was 
presumably h i g h e r . 

I f you f a c t o r i n t h e p u b l i c h e a l t h expenses, tobacco i s an enormous c o r p o r a t e 
w e l f a r e scheme. And as w i t h so many o t h e r h a r m f u l i n d u s t r i e s t h a t r e l y on 
government h a n d o u t s , t h e system t e n d s t o b e n e f i t s h a r e h o l d e r s and company 
e x e c u t i v e s t o a f a r g r e a t e r degree t h a n t h e peopl e on t h e i n d u s t r y ' s f r o n t 
l i n e s . The t o b a c c o boom has n o t been an u n q u a l i f i e d success f o r the f a r m e r , even 
i n c o u n t r i e s t h a t s u b s i d i z e t o b a c c o p r o d u c t i o n . I n t h e U n i t e d S t a t e s , t h e g r o w t h 
i n c i g a r e t t e p r o d u c t i o n has c o i n c i d e d w i t h a steady d e c l i n e i n tobacco f a r m e r s ' 
e a r n i n g s as a p e r c e n t a g e o f s a l e s . I n 1957 f a r m e r s earned 16 c e n t s f o r e v e r y 
r e t a i l d o l l a r o f t o b a c c o s a l e s ; by 1993. f a r m e r s ' share of t h a t d o l l a r was 3 
r e n t s . That y e a r , m a n u f a c t u r e r s and w h o l e s a l e r s made 63 c e n t s on e v e r y d o l l a r , 
i n d 29 c e n t s went f o r e x c i s e t a x e s . Even t h e r e t a i l share - 5 c e n t s - was 40 
percent more t h a n what t h e f a r m e r s made. 

In agricultural terms, tobacco Is a crop with a mixed record. Certain kinds 
oi light tobacco flourish in dry, sandy soils; in many parts of the world, these 
varieties are being grown on land that probably wouldn't support much else. But 
in some areas, tobacco is displacing much-needed food crops. The growth of 
Zimbabwe's tobacco export industry has pulled some 3 percent of the country's 
arable land into tobacco production. Yet Zimbabwe still relies on international 
food aid. Overall, about .3 percent of the world's arable land is in tobacco. If 
converted to food crops, that land might feed as many as 17.5 million people a 
fear. 
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Tobacco a l s o may i n t e r f e r e w i t h t h e f a r m l a b o r economy. Uganda's tobacco 
e x p o r t i n d u s t r y i s blamed f o r a b s o r b i n g l a b o r : Time and e f f o r t t h a t farm 
f a m i l i e s m i g h t have i n v e s t e d i n f o o d c r o p s , c h i l d c a r e and o t h e r more p r o d u c t i v e 
p u r s u i t s go t o p r o d u c i n g t o b a c c o . 

Two y e a r s ago i n B a l l a g i o , I t a l y , a g r o u p o f d o c t o r s and p u b l i c h e a l t h 
a u t h o r i t i e s s a t down w i t h t h e i r c o u n t e r p a r t s from t h e U.S. Agency f o r 
I n t e r n a t i o n a l Development, t h e W o r l d Bank and seven o t h e r i n t e r n a t i o n a l 
development a g e n c i e s f o r a c o n f e r e n c e on t o b a c c o . That c o n f e r e n c e produced what 
amounts t o an i n d i c t m e n t o f t h e t o b a c c o i n d u s t r y as a cause o f p o v e r t y and 
i i s e a s e and as an o b s t a c l e t o s u s t a i n a b l e development. A c t i o n on t h a t i n d i c t m e n t 
i s l o n g overdue. The t a s k o f r e f o r m i s enormous, b u t p o l i c y makers and 
nongovernmental o r g a n i z a t i o n s have many p o s s i b i l i t i e s open t o them: 

Develop a n t i - s m o k i n g campaigns t a r g e t e d a t c h i l d r e n . Such campaigns are 
p r o b a b l y second o n l y t o c h i l d h o o d i m m u n i z a t i o n programs as a c o s t - e f f e c t i v e 
.Tieans o f i m p r o v i n g p u b l i c h e a l t h . 

R e s t r i c t o r ban t o b a c c o a d v e r t i s i n g . Many c o u n t r i e s a l r e a d y have some 
r e g u l a t i o n s i n p l a c e ; many o t h e r s - i n c l u d i n g B elgium, B r a z i l , Mexico and Russia 
- are a t t e m p t i n g t o e s t a b l i s h them. A l l bans - new and o l d - s h o u l d have 
' t e e t h . ' ' 

Crack down on s m u g g l i n g . 

D i s m a n t l e s u b s i d i e s f o r g r o w i n g t o b a c c o . Removing government s u p p o r t f o r the 
tobacco i n d u s t r y would make economic sense. I n Costa Rica, a s t u d y found t h a t 
once the s u b s i d i e s a r e f a c t o r e d o u t , even a common c r o p l i k e sorghum y i e l d s 
a i g h e r farm p r o f i t s t h a n t o b a c c o . 

Raise tob a c c o t a x e s . I n I n d i a , c i g a r e t t e s a l e s d e c l i n e d by 15 p e r c e n t a f t e r 
the e x c i s e t a x on p o p u l a r b r a n d s more t h a n d o u b l e d i n 1986. A c c o r d i n g t o a rough 
r u l e of thumb commonly c i t e d by t o b a c c o r e s e a r c h e r s , a 10 p e r c e n t i n c r e a s e i n 
c i g a r e t t e p r i c e s c o r r e s p o n d s t o a 4 p e r c e n t d e c l i n e i n the t o t a l number o f 
smokers - and a 10 p e r c e n t d e c l i n e i n t h e number o f young smokers. 

Earmark a s h a r e o f t o b a c c o t a x e s f o r p u b l i c h e a l t h programs. S e v e r a l 
c o u n t r i e s . i n c l u d i n g Ecuador, I n d o n e s i a and Korea, use p a r t o f t h e i r c i g a r e t t e 
tax t o f u n d a n t i - s m o k i n g campaigns. 

Promote d i s i n v e s t m e n t . Both i n d i v i d u a l and c o r p o r a t e i n v e s t o r s s h o u l d be 
encouraged t o s e l l t h e i r t o b a c c o s t o c k s . 

P r a c t i c e a n t i - t o b a c c o d i p l o m a c y . The T e n t h World Conference on Tobacco o r 
- l e a l t h t o be h e l d i n B e i j i n g f r o m Aug. 23 t o Aug. 28 o f f e r s a forum f o r h i g h 
p r o f i l e d i p l o m a t i c a c t i o n . One u s e f u l g e s t u r e would be t o s u p p o r t t h e 
I n t e r n a t i o n a l Tobacco C o n t r o l C o n v e n t i o n . A l r e a d y endorsed by a m a j o r i t y o f WHO 
Tiember s t a t e s , b u t n o t by t h e U n i t e d S t a t e s , t h e c o n v e n t i o n seeks t o reduce 
smuggling, h e l p r e g u l a t e p r i c e s and a d v e r t i s i n g and encourage the s h a r i n g o f 
i n f o r m a t i o n . 

A l l of t h e s e approaches a r e based on one s i m p l e p r e m i s e : Tobacco i s a d d i c t i v e 
and i t s use i s t h e r e f o r e a k i n d o f s o c i a l d i s e a s e . I f a v i r u s o r b a c t e r i u m were 
< i l l i n g as many p e o p l e as t o b a c c o does, i t w o u l d be cause f o r g e n e r a l p a n i c . I f 
an i l l e g a l d r u g we re t h e a g e n t , we c o u l d e x p e c t s u b s t a n t i a l government e f f o r t s 
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to take i t o f f the s t r e e t s . But t h i s k i l l e r i s a l e g a l p r o d u c t - and a ve r y 
•common, o r d i n a r y one a t t h a t . To some e x t e n t o u r f a m i l i a r i t y w i t h tobacco has 
b l i n d e d us t o i t s danger. Our most b a s i c c h a l l e n g e may t h e r e f o r e be c u l t u r a l : W»? 
need t o f i n d ways t o v a l u e o u r p u b l i c h e a l t h . Once we have done t h a t , t o l e r a t i n g 
cobacco won't make any more sense t h a n t o l e r a t i n g s m a l l p o x or p o l i o . 
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Attached is the first rough draft of the Tobacco-Related Research workgroup report. Please 
provide me changes, comments, and other input on all aspects of the draft, including the report 
outline/format. If I'm not available, feel free to provide input to Dr. Lynn Cates, (202) 690-7996. 

If you have any downloading problems call Nicole Lawrence, (202) 690-6870, and she'll fax you 
a copy. 

Please let me know if you will be involved in the subgroup drafting the next draft and final report 
(if possible, before Monday's meeting). Subsequent drafting will probably involve carving-up the 
document and assigning sections to different offices. 

Thanks. 

Burke Fishburn 
(202)690-7807 
bfishbur(@osaspe.dhhs.gov 
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Introduction 

A robust, comprehensive and well funded tobacco research program is essential to guide and 
strengthen new policies, regulations, and programs supported by public and private fiands. 
Research must address issues at the national, state, local, and individual level, and must 
include studies of adult tobacco use and its impact on youth. Of particular urgency is the need 
for information to inform federal and state pol icies and programs that are under development. As 
new resources for tobacco control become available from HHS agencies, state govemments, and 
possibly the tobacco industry, research must guide their use. 

I. ANALYSIS OF APPLICABLE SETTLEMENT PROVISIONS 

A. Funds Available. The proposed settlement contains four potential funding 
sources that could be utilized for health-Ztobacco-related research: 

^ 1) Reduction in Tobacco Usage. $125 million (years 1-3) and $225 million 
^'T^'^ annually thereafter would be allocated by HHS to activifies designed to reduce 

tobacco use. Allowable expenditures would include: 

"research into and development and public dissemination of 
technologies and methods to reduce the risk of dependence and 
injury from tobacco product-usage and exposure; and 

*• "identification, tesfing and evaluation of the health effects 
of both tobacco and non-tobacco constituents of tobacco 
products." 

\ 

2) Prevention/Cessation Research. $100 million annually to fund research 
and the development of methods for how to discourage individuals from starting 
to use tobacco and how to help individuals to quit using tobacco. 

V 3) Tobacco Use Cessation Trust Fund. $1 billion in years 1-4 and $1.5 
billion thereafter paid into a trust fund to be used to assist individuals who want 
to quit using tobacco to do so. Trust fund does not currently allow funds to 
conduct cessation or evaluation research. 

^ 4) Public Health Trust Fund. $25 billion trust fund is established with 
^ funding accruing at an increasing rate of $2.5 billion per year for eight years. 

Funds are to be used for "tobacco-related medical research" as determined by a 
Presidential Commission "to include representafives of the public health 
community. Attorneys General, Castano attomeys and others." 

B. Key Questions to Be Addressed and Areas for Potential Modification of 
Settlement 



1) Defining "Tobacco-related Research." There is a concem that 
tobacco-related research (TRR) identified in the proposed Settlement is 
inadequately defined. TRR should broadly represent a comprehensive research 
portfolio including basic biomedical research, health services research, and 
tobacco-related control interventions. Any agreement needs to appropriately 
divide available funding between basic biomedical research areas and 
tobacco-related prevention (including health services research). 

2) Mechanisms for Decisionmaking, Investment and Priority Setting, 
Administration. Significant issues surround the Public Health Trust Fund 
governing structure. Including using the Tmst Fund as a mechanism for 
allocating health research funds. 

The composition ofthe board is an issue, including defining the 
appropriate role of the State Attorney Generals and Castano attomeys 
with regard to the allocafion of research funds. 

• There is a need to clarify the objectives of the Trust Fund and the goals 
that should guide annual expenditures. Consideration needs to be given 
to designing the fund to provide needed research funds into perpetuity. 
To accomplish this annual expenditures should not deplete the initial $25 
billion capital reserve. 

*• Consider keeping separate the funding streams for different research 
areas~if one area of research was shut down or de-emphasized, it should 
not effect other areas funded through the Trust Fund. 

*• Consider issues to protect against supplantafion . It is crifical that 
additional funding not be allocated to the general NIH research base and 
instead be earmarked for specific program areas. A tmly comprehensive 
tobacco control research portfolio will contribute to real reductions in 
tobacco use only if it is linked closely to ongoing and expanded 
intervention programs and the findings of cutting edge biomedical 
research. 

Productive partnerships with public and private organizations are essential. 
Funding should be made available not only for the acfivifies of the 
current NIH nafional research institutes but also the Agency for Health 
Care Policy Research which should take the lead in developing more 
effective delivery mechanisms for cessation services. 

3) Maintenance of Effort Protections. Specific protections will be needed to 
prevent the new research funds from supplanting the Congress' annual 
appropriation. Settlement funding should be in addifion to current 



appropriations and not reduce Congress' annual appropriation to the NIH, 
AHCPR or agencies engaged in tobacco-related research. 

4) Relationship between Tobacco Use Cessation Trust Fund and Public 
Health Trust Fund. It is unclear what, if any, relationship exists between the 
Cessation and Public Health Trust Funds. 

n. BASELINE: CURRENTLY AVAILABLE SERVICES AND ACTIVITIES 

[Placeholder: NIH with CDC provide summary of baseline data] 

[Use workgroup framework: 

A. Basic: 
1) Biomedical 
2) Clinical 
3) Behavioral 

B. Applied 
1) Health Services 
2) Public Health & Community 
3) Surveillance/Epidemiological 
4) Behavioral] 

III. GAPS AND NEEDS 

A. Basic Research 

1) Biomedical: Including carcinogenesis, pharmacology of addiction, molecular 
biology, genetics. 

2) Clinical: Including (both behavioral & pharmacological) diagnosis, and 
prevention, treatment, rehabilitation tobacco-related disease, 

3) Behavioral: Including animal studies (crosses over to applied research), 
substance abuse, other areas linked to tobacco use (sexual abuse). 

Examples ofbasic research needs: 

Basic research on product and ingredients; not only nicotine, but other harmful 
effects of product in ways that may not be obvious. 

• Assessing the health effects of cigar use among youth and adults; 
Biological processes of tobacco-related disease; 
Genetic predictors of nicotine addiction and genetic markers of diseases caused 
by tobacco; and 



Ways to improve the treatment of diseases caused by tobacco. 
Research on the impact of developing less hazardous tobacco products; has this 
and would this ultimately benefit public health? (For example, "light" cigarettes 
may have actually kept people in the market, increasing prevalence of disease 
and death.) Crosses over to behavioral and epidemiological research. 

B. Applied Research 

1. Health Services: Including pattems of use (are people getting cessation), 
access, reimbursement, delivery, patient compliance, implied implementafion in 
health care systems, recidivism in programs, cost and cost effectiveness, and 
treatment guidelines. 

2. Public Health & Community: Including research and evaluafion of public 
& private policy, community & state programs and laws, field programs, impact 
of enforcement, and role of community agencies in affecting advertising policy 
norms. 

3. Surveillance/Epidemiological: Including laboratory work on the product 
(e.g., what chemicals are added?) ETS, trends in use, attitudes toward use, trends 
in initiafion, trends in policies, and quitting trends. 

4. Behavioral: social processes and modeling, developmental risk factors (e.g., 
prenatal exposures), animal studies, research on addiction and craving, effects of 
pricing (behavioral economics), health behavior and attitude, pre-disposal, 
determinants of initiation, community, behavioral intervention, studies of 
nicotine as a "gateway", prevention, and effect on special populations. 

Examples of applied research needs: 

Monitoring of product and ingredients, including nicotine, but other harmful 
effects of product, including ETS. 
Tobacco industry "culture change." 
State and community program implementation; clean indoor air laws, excise tax 
increases, advertising restrictions, youth access restrictions. 
Product and ingredient monitoring. 
Product distribufion changed as a result of current differences and changes 
Federal state excise taxes. 
Efficacy of current and planned control efforts & enforcement efforts. 
New, proposed, and future regulations, e.g., reducing nicofine content of 
cigarettes; evaluating technologies to reduce the health risk of tobacco products. 
Racial, cultural, and gender influences in youth tobacco use. 
Health services research targeted to improving the effectiveness and the delivery 
of tobacco cessation programs. 



Assessing the impact of tobacco use on the economy and health care system 
(time missed form work, cost of premature death, burden of disease on health 
care costs). 

IV. OPTIONS FOR SETTLEMENT IMPLEMENTATION AND SPENDING 

A. Priorities. Consideration of areas for research funded by the Settlement, as well 
as priority setting within those areas should be guided by two overriding 
principles. Such research should contribute to a science and knowledge base 
which would: 

reduce tobacco use, and 
• reduce the burden of disease on society caused by tobacco use. 

[Placeholder: workgroup to consider Robert Wood Johnson (RWJ) portfolio] 

In addition, there will be a important need for evaluation of the Settlement, e.g., 
impact of warning labels, litigation, penalties, etc. An overall evaluation would 
be very complex. 

B. Funding Strategy. Considerafion should be given to the principle which would 
provide half of the available ftinding for basic research and the other half for 
applied research, as defined elsewhere in this document. [Need more discussion 
on logic] 

[Placeholder: other principles?: research which contributes to improving the 
effectiveness of state and local tobacco control programs and their components; 

V. SUFFICIENCY OF SETTLEMENT FUNDING 

In consideration of the serious needs and gaps in current research efforts, the funding level 
is inadequate. 

One approach is to view the funding for research commensurate with the toll that tobacco related 
disease places on the disease burden of the American people. Tobacco-related disease represents 
a major burden on the NIH research agenda. A settlement with the tobacco industry should 
provide NIH with an annual supplemental payment commensurate with that burden. 

The National Cancer Institute currently spends only $70 million of its $2 billion annual 
appropriation for tobacco-related medical research. Yet tobacco use is responsible for 30 percent 
ofthe cancer incidence, one-third of cardiovascular disease deaths and 90 percent of chronic 
obstrucfive pulmonary disease. Science confinues to identify additional diseases (SIDS, 



low-birth weight babies, miscarriage) where tobacco use is implicated. 

Given the magnitude of tobacco use as a public health problem, the many new programs and 
regulations proposed in the settlement, and the scientific opportunifies we know exist, 
consideration should be given to a more appropriate budget "supplement" for tobacco related 
health research should be in the range of $2-4 billion annually. These funds should be in 
addition to whatever funds are allocated to tobacco cessation programs. 

VI. APPROACHES FOR FLOW OF SETTLEMENT FUNDING/OTHER 
FUNDING MECHANISMS 

[Placeholder: 50/50 split discussion] 

Consideration should be given to using an existing Congressionally established mechanism such 
as the existing NIH National Foundation for Biomedical Research, or the establishment of a new 
entity modeled after the Department of Defense's Jackson Foundation. 



Tobacco Producers 

Tobacco is produced in 21 states with North Carolina and Kentucky accounting for 65% 
of production. An estimated 124,000 farms grew tobacco in 1992, about 3/4 of them classified 
as tobacco farms meaning that tobacco comprises at least 50% of sales. Tobacco is the 6th largest 
cash crop, and is a significant factor in the economy of many states. For instance, USDA 
estimates that there are 16,380 jobs (0.47% of state's total) in tobacco manufacturing in North 
Carolina, 9,550 tobacco manufacturing jobs in Virginia (0.31%), and Kentucky has 4,210 jobs 
(0.25%)). Tobacco is extraordinarily profitable, approximately 20 times more profitable on a per 
acre basis than the next most lucrative crop. 

Most U.S. production has been under a price support and supply control program since 
the 1930s. Producers are guaranteed higher prices in exchange for limiting marketings through 
markefing quotas. In response to surging tobacco imports. Congress enacted a provision in the 
Omnibus Budget reconciliafion Act (OBRA) of 1993 which required US manufactured cigarettes 
to contain 75%) US grown tobacco. As a part ofthe Uruguay Round implemenfing legislafion, 
domestic content provisions were replaced by the establishment of a tariff rate quota for certain 
imported tobacco, primarily flue-cured and burley. 

Internal notes: 

The settlement makes no provision for economic effects on farmers and tobacco related 
rural economies. The USDA estimates that a 50 cent per pack price increase would lead to a 
10.5%o decline in volume consumed. Cigarette exports are not restricted by the settlement and 
would likely continue their upward trend, thus USDA forecasts do not currently predict adverse 
economic effects on farmers. 

Farmers groups and legislators have generally expressed support for proposals with 
certain shared characteristics: continuation of the governmental tobacco program, guaranteed 
purchase at set levels of tobacco crops by cigarette companies, and some provision for buy out 
and transition to other crops, on a voluntary basis, for famiers. The most discussed proposal is 
one released this month by Senators Ford and McConnell that would require companies to buy a 
minimum amount of domestic tobacco over 25 years and would install penalties on companies 
that do not meet the stated goals for tobacco buying. The proposal would also create a "Tobacco 
Community Revitalization Fund" administered by USDA, but not subject to the appropriation 
process which would be able to spend up to $1 billion a year for 25 years from the settlement 
fund and would cover costs related to the tobacco program such as administration and crop 
insurance, make supplemental payments of up to $500 million to producers whose income from 
tobacco drops substantially below the 1996 level, pay up to $100 million in benefits for 
displaced cigarette factory workers; pay up to $250 million a year for rural economic 
development grants for states to create employment; and pay up to $50 million for agricultural 
grants to encourage supplemental crops. The legislation would also provide for changes in the 
referendum system of determining quota rules and some immunity provisions for producers. 

The USDA considers the proposal a reasonable if generous starting point for negotiations. 



Direct mention of the USDA or tobacco farming occur in two instances within the 
agreement. The first simply states that tobacco farmers will not be subject to additional 
regulations over and above those existing for other producers of raw products "Tobacco farmers 
will face no greater regulatory burden than the producers of other raw products regulated by the 
federal govemment." [Title I , Subtitle E}. The second mention addresses the issues of 
limitations on FDA regulatory jurisdiction and states: "~ Grower Limitation: FDA jurisdicfion 
does not extend to the growing cultivation or curing of raw tobacco (USDA has exclusive 
authority)." [Title V, Subtitle A] 

Attached are some relevant clips and possible discussion topics. 
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Introduction 

There are three prongs to this issue, preventing and deterring people from starting to smoke, 
cessation and protecting non-smokers. Therefore, public education should be treated as an 
integral component of any approaches designed to reduce the use of tobacco products. 

There are approximately 50 million smokers and 70 percent say they would like to quh; of those, 
10 percent seriously attempt to quit, of which 20 percent actually succeed. The Settlement 
provides substantial funds to help them do so. 

Cessation strategies must take into account that smoking is an addiction. It should not be 
anticipated that success rates for cessation treatments will be as high or as easy to measure as 
those for more acute processes (e.g., antibiotic treatment for infections). Instead, cessafion 
programs should be regarded in the same light as other chronic conditions such as diabetes, and 
their success should be held to realistic standards. 

[Placeholder: summary of data on cost of quitting, average number of fimes it takes the average 
person to quit (on their own, product-assisted, behavioral intervention, enter health care system).] 

[Placeholder: summary of data on what is known about the effecfiveness of cessation and 
education programs.] 

I. ANALYSIS OF APPLICABLE SETTLEMENT PROVISIONS 

A. Funds Available. The Settlement does not provide prescripfive detail on how the 
money is to be spent on cessation and education activities, particularly, given the 
amounts ofthe allocations. The funding streams specified for cessatiopn and 
education actiovities include the following: 

• Reduction in Tobacco Usage ($5,325 billion) : For Secretary of HHS to 
encourage current tobacco users to quit through media-based and non-media 
based education, prevenfion and cessation campaigns. 

• Programs like ASSIST ($3.0 billion): For state and local tobacco control, similar 
to the community-based model of the ASSIST program 

• Education ($12.5 billion): To fund an Independent, non-profit organization to 
run a multi-media campaign to discourage and de-glamorize tobacco use. 

• Cessation Fund ($35.5 billion): To create a trust fund to promote effective 
cessation programs and provide financial assistance to access such programs. $1 
billion per year for 4 years, and then $1.5 billion per year to assist cessafion for 
those who want to stop using tobacco products 

There also is the potential for crossover with two other funds: the Teams' Fund and the 



Public Health Tmst Fund. 

• Teams' Fund ($1.8 billion): For 10 years, to compensate events, teams, or 
entries in such events who lose sponsorship by the tobacco industry as a result of 
the Settlement. After 10 years, funds will be reallocated to educafion, 
enforcement of provisions, and community-based programs. 

Public Health Trust Fund ($25 billion): A Presidential Commission will be 
created to identify and fund specific tobacco-related medical research. 

B. Implementation of Settlement 

1) Mechanism of administration of Settlement funds. [Placeholder: 
Analysis of Settlement's wording re: Secretary's responsibilifies] 

2) Permissible use of Settlement funds. [Placeholder: Analysis of 
programs provided for in Settlement] 

3) Restrictions on use of Settlement funds. [Placeholder: Analysis of 
restrictions on use of Settlement funds] 

Key Questions to Be Addressed and Areas for Potential Modification of 
Settlement 

1) . Mechanisms for Decision-making, Investment and Priority' Setting. 
Possibilities include govermnent, nonprofit, or a combination of different 
mechanisms. 

2) Mechanisms for Administration of Settlement Funds. Possibilifies 
include govemment, nonprofit, or a combination of different mechanisms. 
The funds could be allocated into separate and disfinct pots for 
management and distribution, or commingled in certain areas. There are 
pros and cons of each approach. 

3) Monitoring and Surveillance Systems 

4) Investments in Current Mechanisms and Development of New 
Strategies. Priority should be given to strategies targefing adolescents 

5) Appropriate Allocation of Resources for Cessation to Indian Tribes. 
The Settlement treats tribes like states, but the formula is based on tribal 
population as a percentage of state population, thus not providing adequate 



funds for successful program implementation 

II. BASELINE: CURRENTLY AVAILABLE SERVICES AND ACTIVITIES 

NIH ASSIST and CDC IMPACT programs have created the infrastructure for broader cessation 
and education program implementation. They pemiit local input, assuring that programs are 
tailored to local needs. The current ASSIST budget is $1.2 million per year per state in 17 states. 
This level of funding is considered to be bare bones. The success of at least some ofthe 
programs is the result of certain states' voluntarily providing matching funds. Even so, the 
funds are not always sufficient to provide services throughout the state. 

A. Public Programs 

1) Public Cessation Programs. [Placeholder: GAO study on/summary of 
all cessation programs.] 

a. ASSIST and IMPACT. Summary of NIH ASSIST and CDC 
IMPACT cessation activities. 

[Summary and reference to CDC document-attachment.] CDC analysis 
of state spending for cessation programs ranges from $0.11 to $11.00 per 
capita, with a clear dose-response relationship (i.e., states with the biggest 
investments like Califomia and Massachusetts have had the most success 
in reducing smoking). 

b. AHCPR Guidelines. [Summary and reference to AHCPR cessafion 
document-attachment.] AHCPR has smoking cessafion guidelines and is 
evaluating implementation and cost-effectiveness. 

c. Medicare/Medicaid. Six states' Medicaid programs reimburse for 
some cessation services. [Placeholder: what percentage of Medicaid 
patients are accessing programs/benefits.] 

No cessation benefits are funded by Medicare 

d. Federal/State Excise Tax. [Placeholder: data on impact on cessation 
of price increases such as excise taxes (adult, youth, "rational addicfion")] 

2) Public Education Programs. [Placeholder: Reference CDC document 
on education/media] and [Placeholder: summary of data state and local 
program including schools] 



B. Private and Non-profit Cessation and Education Programs. Currently, if any 
cessation benefits are provided at all by insurance companies or managed care 
organizations, there are limits (e.g., eligibility, co-pays, number of visits, payment 
contingent on smoker's actually quitting or having not smoked for 6 months, etc.). 

[Placeholder: analysis of NGO investments in media messages] 

[Placeholder: More data/analysis needed here] 

III. GAPS AND NEEDS 

A. Access. We need to increase our ability to reach the people who need help when 
they want it. It has been hard to get people into intensive treatment, and the 
reasons have not yet been well-defined, but are felt to include the lack of 
availability of programs when they are ready to use them and/or, if programs are 
available, the complicated procedures required to enter them. 

Additionally, there is concern that minorities and lower-income people cannot 
afford currently available or future strategies to stop smoking (e.g., cost of 
nicotine-replacement without counseling is approximately $500-600 per person) 

[Placeholder: analysis of Medicare provided coverage of cessation programs, all 
states cover through Medicaid.] 

B. Cost-Effectiveness of Cessation Program Expansion. There is some evidence 
that although it costs more to provide cessation services to more individuals, after 
a certain point there is an economy of scale, and costs per individual begin to 
decrease so that the overall program is more cost-effective (i.e., the higher the 
investment, the more return you probably will see per dollar invested). 

C. Continuous Funding of Current Efforts Is Not Guaranteed. The ASSIST 
program currently has a budget of $1.2 million per state for 17 states, but this 
funding will end in 1999. If it is not refunded, an important infrastructure will be 
lost. 

D. Perception of Cessation Programs. Cessation programs are perceived by some 
to be ineffective and there has been crificism of spending money on programs that 
have not been demonstrated to be effective. It needs to be made clear that 
treatment for tobacco addiction will not have the same success rate as antibiotic 
therapy for infections, and that this problem needs to be perceived and managed 
with approaches comparable for those for chronic diseases such as diabetes. 



E. Advertising. The current advertising market needs to be analyzed with regard to 
strategies and cost. 

1) Advertising strategies. Some research has been performed evaluafing 
effectiveness of media messages and advertising campaigns and, as a 
result of analysis done for the FDA tobacco rule, informafion has become 
available about what is necessary to penetrate target markets. Any use of 
media in cessation campaigns needs to be comprehensive and not just 
include strategies that traditionally come to mind first, such as TV and 
radio advertising. Successful marketing strategies of tobacco companies 
and other industries (e.g., Levi Strauss and Nike) should be examined for 
their applicability. 

2) Advertising costs. One nicotine-replacement manufacturer spends an 
estimated $120 million per year on advertising for a nicofine-replacement 
product. If the successful media campaign currently being employed by 
the state of Massachusetts were expanded to the entire nafion, the 
estimated cost would be approximately $600 million ? per year. However, 
in order to achieve the same success rates, national programs would 
probably be more expensive because Massachusetts is a relatively 
homogenous state and national strategies would have to take into account 
more ethnic and cultural diversity. In addition to any national effort, it 
will be critical that states have discretionary funds to provide appropriately 
targeted local. 

E. Evaluation. Monitoring and evaluation of efficacy of current and proposed 
efforts have been inadequate to date. 

F. Eligibility. Requirements for benefits are unclear. [Need data] 

G. Provider education. There is no organized or comprehensive nationwide 
approach for clinicians (including physicians, nurses, hospitals, health plans, etc). 
Such efforts could be designed along the lines of AHCPR's 2/3 campaign. 

H. Research on Alternatives to Current Cessation Strategies. 

I. Affordability. 

IV. SETTLEMENT IMPLEMENTATION AND SPENDING APPROACHES 

A. Priorities 



1) Education & Assistance-vs-Ser\'ice Delivery. There is an issue about 
whether to use funds to invest in areas (education and assistance) that 
create demand for cessation services/products, or on service delivery or 
programs that are or could/should be provided by others (particulariy the 
private sector). In areas where we do fund services, those services should 
be targeted at specific subpopulations. Regardless, we needs strategies to 
encourage the private sector to deliver cessation 
products/programs/services. 

2) Youth Programs. Need to develop effecfive cessation programs for 
youth (controversial, e.g., use of nicofine replacement products). 

3) Access. Develop better ways for people who want to stop smoking to get 
into programs (e.g., 1-800- phone number to hotline on each pack of 
cigarettes, or well-advertised hot lines such as those successfully 
implemented in California which provide counseling and make referrals) 

4) Clinician Education. Some portion of cessation and education money 
needs to go to teach clinicians (nurses and doctors) and managed care 
plans as to how to encourage smoking cessafion. 

5) Matching Funds. Whenever possible means to provide matching funds 
for private or local initiative should be employed, instead of creafing and 
funding enfire programs in order to help stretch Settlement dollars (e.g., by 
reaching more individuals and/or eliminating current limits), encourage 
innovative new strategies, and complement current work without 
supplanting it. Careful limits should be set for the kinds of work that will 
be funded (e.g., in planning ASSIST, it was determined that the program 
would not pay for cessation, but would educate to stimulate a demand for 
smoking cessation services that is filled by the private sector). This could 
use Medicaid/Medicare as a model) 

6) Public/Private Partnerships. Develop partnerships (intergovernmental 
and public/private) whenever feasible disseminate informafion and provide 
services. 

7) Education Campaigns. Implement new educational and public relations 
campaigns 

8) Non-nicotine Replacement Techniques. Implement results of promising 
research on non-nicotine replacement techniques that currently are under 
study. 



9) Eligibility. Define eligibility requirements for (Federally supported) 
services. 

B. Research Agenda 

1) Pursue Innovative Strategies for Prevention and Cessation. Study 
replacement products (other than nicotine-replacement) as well as social 
and psychological methods. 

2) Market Analysis of Successful Private Sector Cessation 
Programs/products. Govemment does not necessarily need to deliver 
cessation products and services itself, since successful prevention and 
cessation education campaigns may create a market for cessafion services 
sufficient to attract private investment (e.g., nicofine-replacement). 
Market analysis is needed to test this hypothesis. 

3) Analysis of Affordability. Can youth, minorities and lower 
socioeconomic groups (i.e., those populafions at highest risk) afford 
nicotine-replacement and other smoking cessation products or strategies as 
they are developed? 

V. SUFFICIENCY OF SETTLEMENT FUNDING 

[Need some analysis and fact-checking here] 

Not enough funding if all smokers who want to quit do it at the same time, (e.g., need a 
minimum of $500-600 per person for nicotine replacement, without considering counseling - this 
Settlement provides only $100 per person) 

If there are 50 million smokers who all want to quit at one time at a cost of $1000 per smoker, it 
would cost $50 billion. However, if assumptions are relaxed to reflect more likely scenario that 
not all smokers would desire to quit right away, then the amount provided in the Settlement is 
not necessarily inadequate, particulariy when the decreasing numbers of new smokers are taken 
into consideration. It must be bome in mind that, most likely, we will not be having to pay all 
costs for cessation for each smoker - that many of the costs are incurred by the smoker, or are 
free (e.g., strong enough desire to quit without formal therapy or other intervention) 

Would need a total of $2 million per state per year to fund an ASSIST-like program (which 
currently covers 17 states (coupled with IMPACT all states and D.C.?). Therefore, $125 million 
would be sufficient) - even at that, it would only budget pennies per capita, and successful 
programs like California and Massachusetts provide several ($11) dollars per capita. However, 
this would fund only a portion cessation intervention programs-the money would be leverage for 
state (and private?) matching funds. 

10 



VI. APPROACHES FOR FLOW OF SETTLEMENT FUNDING/OTHER FUNDING 
MECHANISMS 

A. National Insurance Program. A nafional program could insure one populafion 
(smokers) for one indication (smoking cessafion). 

B. Increased Funding to Medicaid and Medicare. Funds could be applied to 
smoking cessation benefits. Currently only 6 states have funding for smoking 
cessation under Medicaid, and none under Medicare. 

C. Private Nonprofit Entity. This organization could to manage funds at the 
national level with funding flows to state and local levels. The ASSIST/IMPACT 
infrastructure and funding could be used for a national campaign coordinated with 
a strong state and local component. 

11 
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We have attempted to include all suggestions, but please let us know if any inadvertently 

were omitted, are misrepresented, or if you have additions. All comments will be 
appreciated. The list will be revised and expanded following today's meeting (Room 472) 
at 3 p.m. OEOB). 

Please let me know if you will be involved in the subgroup drafting the final report. 
Subsequent drafting will probably involve carving-up the document and assigning sections 
to different office. 

Please bring to the meeting today a rough estimate of costs for any options you 
have proposed. 

If you have any questions, please contact me at: 

Phone (202) 690-7996 
E-mail LCATES@OSASPE.DHHS.GOV. 

Thanks 
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INTRODUCTION 

The charge of this workgroup is to devise a menu of options that would be appropriate for 
Department spending of the Tobacco Settlement's unallocated funds (approximately $100-200 
billion). These fiinds represent the residual of the Settlement fiinds and the total amount is 
unpredictable for several reasons. First, funding for health projects will compete with civil 
judgements. Second, it is to be assumed that the states will claim at least a portion of these 
funds, because one of the reasons the states' attomeys general negotiated the Settlement was to 
obtain reimbursement for tobacco-related Medicaid expenses. Further, i f the Settlement's goals 
of reducing tobacco use are successful, less money will be available in the fiiture. Finally, it 
remains unclear whether or not the funds in the Settlement will be tax-deducfible. 

Options are not necessarily limited to those which are tobacco-related or Medicaid-related, but it 
is felt that since those are the two most important factors leading to the Settlement, projects 
related to either will be more likely to be endorsed. 

GENERAL ISSUES 

Who should distribute the ftjnds? 
(i.e., what proportion should be under federal control?) 

• How should funds be distributed? 
(e.g., direct funding versus via govemment - and, if govemment, at what level - versus a 
combination) 

Targeting of funds 

(i.e., who should receive benefits from these funds?) 

• What proportion of the funding should be devoted to tobacco-related conditions? 

How much of this money should be spent versus set aside to eam interest? 

• Importance of not supplanting current funding (maintenance of effort) 

Accountability and cost-effectiveness of efforts 

• Interrelationships among Settlement-funded programs and between Settlement-fiinded 
programs and currently available programs 

PRIORITIES FOR FUNDING 



It is anticipated, and highly desirable, that most of these options can be coordinated with each 
other, and with existing programs, for maximum impact. Further, they can all be designed to 
build upon a "base service" and primary care. 

1. Public Health 

• Safety nets 
Especially community health departments 

• Infrastmcture investment 

Public health training 
Including epidemiologists 

Informafion services 
Including monitoring, surveillance, and data systems 
Data collecfion, analysis and dissemination 

Prevention and health promotion 
(e.g.. Healthy People 2000 and 2010) 

School- / community-based health educafion programs to integrate health care promotion, 
prevention and nutrition education and provide comprehensive education across diseases 

School- / community-based health centers to integrate health care services with education 
about health care promotion, prevention and nutrition 

Substance abuse and teen pregnancy prevention programs 
(e.g., combine programs for sex education with those for tobacco, alcohol and dmg 
abuse) 

Environmental health 
Including environmental tobacco smoke 

Primary care needs for special populations 
(e.g., birth defects, HIV, etc.) 

Raising eligibility for Medicaid 
(e.g., up to 150-185%o poverty for children in all states) 

Research to prevent non-tobacco related drains on Medicaid 
(e.g., birth defects, HIV) 



Dental services for adults and children 

Injury and violence 

Special health care needs of Indian tribes 

(e.g., a relafively small amount of money could have a major impact on diabetes 
programs) 

Child Health 

Insurance 
It may be that sufficient funds will have been targeted to children's health insurance if the 
Senate's $8 billion is added to the $16 billion already proposed. However, these fiinds 
could be used to augment the program by funding relatively expensive outreach to the 
very hard to find populafions, and increasing eligibility (e.g., up to 150-185%) FPL). 

Link children to health services 
Especially high risk infants and children 

Integrate child support, children's health insurance and health care delivery 
Build infrastructure 

Expand the range of "T" in EPSDT 
Improve treatment delivery for all services, with particular emphasis on mental 
health/substance abuse, without supplanting current funding 

Health care services for non-Medicaid eligible low income children 

Screening for preventable childhood diseases / disabilities 

Integrate prenatal care with longitudinal follow-up of children 
(e.g., school-readiness) 

Child care 
Community after school programs with a link to health and nutrifion. There is a real 
crisis and a lack of d\fiinding for those kinds of program. They can be tied to school 
cessation programs and community efforts. In the past child care has been more 
recreafional, but there is an urgent need to make it more health and nutrifion-related). 

Important target populations that currently are being ignored are middle school students 
and adolescents. 



Babies are another important target population. About half of state require women with 
children under the age of one year to retum to work (some as soon as 12 weeks). These 
babies are in high risk families already, and there are no provisions for child care. This 
should probably be coordinated with a prenatal component. 

Adult Health 

Respite benefits 

Particularly for adults with disabilities due to tobacco use or ETS 

Federalize QMB 

Home / community-based waivers for conditions related to smoking 

Personal assistance waivers 

Primary care for underserved populafions 

(e.g., graduated scale for Medicaid tied to FPL for populafions like low income young 
adult males) 

Substance abuse / mental health services for women 

Diabetes inifiatives 

Protease inhibitors for HIV/AIDS pafients 
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INTRODUCTION 

The charge of this workgroup is to devise a menu of options that would be appropriate for 
Department spending ofthe Tobacco Settlement's unallocated funds (approximately $100-200 
billion). These fiinds represent the residual of the Settlement funds and the total amount is 
unpredictable for several reasons. First, funding for health projects will compete with civil 
judgements. Second, it is to be assumed that the states will claim at least a portion of these 
funds, because one of the reasons the states' attomeys general negotiated the Settlement was to 
obtain reimbursement for tobacco-related Medicaid expenses. Further, if the Settlement's goals 
of reducing tobacco use are successfiil, less money will be available in the futiu-e. Finally, it 
remains unclear whether or not the funds in the Settlement will be tax-deductible. 

Options are not necessarily limited to those which are tobacco-related or Medicaid-related, but it 
is felt that since those are the two most important factors leading to the Settlement, projects 
related to either will be more likely to be endorsed. 

GENERAL ISSUES 

• Who should distribute the funds? 
(i.e., what proportion should be under federal control?) 

How should funds be distributed? 
(e.g., direct funding versus via govemment - and, if govemment, at what level - versus a 
combination) 

• Targefing of funds 

(i.e., who should receive benefits from these funds?) 

• What proportion of the funding should be devoted to tobacco-related conditions? 

How much of this money should be spent versus set aside to eam interest? 

• Importance of not supplanting current funding (maintenance of effort) 

• Accountability and cost-effectiveness of efforts 

• Interrelationships among Settlement-funded programs and between Settlement-funded 
programs and currently available programs 

PRIORITIES FOR FUNDING 



It is anticipated, and highly desirable, that most of these options can be coordinated with each 
other, and with existing programs, for maximum impact. Further, they can all be designed to 
build upon a "base service" and primary care. 

Public Health 

Safety nets 
Especially community health departments 

Infrastmcture investment 

Public health training 
Including epidemiologists 

Information services 
Including monitoring, surveillance, and data systems 
Data collection, analysis and disseminafion 

Prevention and health promotion 
(e.g.. Healthy People 2000 and 2010) 

School- / community-based health education programs to integrate health care promofion, 
prevention and nutrition education and provide comprehensive education across diseases 

School- / community-based health centers to integrate health care services with education 
about health care promotion, prevention and nutrifion 

Substance abuse and teen pregnancy prevention programs 
(e.g., combine programs for sex education with those for tobacco, alcohol and dmg 
abuse) 

Enviroimiental health 
Including environmental tobacco smoke 

Primary care needs for special populations 
(e.g., birth defects, HIV, etc.) 

Raising eligibility for Medicaid 
(e.g., up to 150-185%) poverty for children in all states) 

Research to prevent non-tobacco related drains on Medicaid 
(e.g., birth defects, HIV) 



• Dental services for adults and children 

• Injury and violence 

• Special health care needs of Indian tribes 
(e.g., a relatively small amount of money could have a major impact on diabetes 
programs) 

2. Child Health 

Insurance 
It may be that sufficient funds will have been targeted to children's health insurance if the 
Senate's $8 billion is added to the $16 billion already proposed. However, these funds 
could be used to augment the program by funding relatively expensive outreach to the 
very hard to find populafions, and increasing eligibility (e.g., up to 150-185% FPL). 

• Link children to health services 
Especially high risk infants and children 

• Integrate child support, children's health insurance and health care delivery 
Build infrastructure 

Expand the range of "T" in EPSDT 
Improve treatment delivery for all services, with particular emphasis on mental 
health/substance abuse, without supplanting current funding 

Health care services for non-Medicaid eligible low income children 

• Screening for preventable childhood diseases / disabilifies 

Integrate prenatal care with longitudinal follow-up of children 
(e.g., school-readiness) 

Child care 
Community after school programs with a link to health and nutrifion. There is a real 
crisis and a lack of d\funding for those kinds of program. They can be tied to school 
cessation programs and community efforts. In the past child care has been more 
recreational, but there is an urgent need to make it more health and nutrifion-related). 

Important target populations that currently are being ignored are middle school students 
and adolescents. 



Babies are another important target population. About half of state require women with 
children under the age of one year to retum to work (some as soon as 12 weeks). These 
babies are in high risk families already, and there are no provisions for child care. This 
should probably be coordinated with a prenatal component. 

Adult Heaitb 

Respite benefits 

Particularly for adults with disabilities due to tobacco use or ETS 

Federalize QMB 

Home / community-based waivers for conditions related to smoking 

Personal assistance waivers 
Primary care for underserved populations 
(e.g., graduated scale for Medicaid tied to FPL for populations like low income young 
adult males) 

Substance abuse / mental health services for women 

Diabetes inifiafives 

Protease inhibitors for HIV/AIDS patients 



10 July 1997 

NOTE TO: Gary Claxton, ASPE 

From: Lee Wilson, SAMHSA 

Subject: Tobacco Price Elasticities 

I am attaching a revision of document we prepared on price elasticities a few months 
ago. It hasn't been written to address specifics around the proposed settlement, 
however, it does give a pretty succinct presentation about what is known in the field. 

Let me know if this is helpful and/or whether you would like for us to make some edits. I 
will be out of town through Monday morning, but I will be retrieving my voice-mail while 
away. My number oi 301-443-6085 



Analysis of Tobacco Price Elasticity Research 

From the literature on the price elasticities of cigarettes this review, the following 
conservative estimates of price elasticities by age group for cigarettes are shown in the 
table below. The summarized results are quite robust across studies: 

Age Group Total Elasticity Smoking Rate Quantity per 
Smoker 

12-19 -1.2 -0.70 -0.50 
20-25 -0.90 -0.55 -0.35 
26-35 -0.45 -0.25 -0.20 
36-74 -0.40 -0.20 -0.20 

Based on these studies, the rate of smoking may be distinguished from the quantity of 
cigarettes consumed by smokers. For youth smoking rates the reductions result from 
decisions not to start smoking (reduced initiation rates), while with adult smokers the 
reductions are due to decisions to quit smoking (quit rates). 

For smokeless tobacco, the price elasticity for those in high school is -0.60 
(-0.40 for smoking rate and -0.20 for smoking quantity). For older groups, no studies 
are available, but based on the age-price elasticities for cigarettes we estimate the price 
elasticities for smokeless tobacco to be -0.55 for those 20-25 and 
-0.35 for those 26 and older. Researchers note that an increase in cigarette taxes, 
without a commensurate increase in taxes on smokeless tobacco, leads to an increase 
in use of smokeless tobacco. 

Additional findings include: 

The projected elasticities are based on a percentage increase in tobacco prices. As 
tobacco taxes are unit based and not price based, the effect of tobacco tax 
increases is impacted by tobacco industry decisions regarding tax "pass through" 
policies on price and on "erosion" over time because of increases in the CPI. 
Overall, the percentage increase in tobacco prices due to tobacco taxes will likely 
diminish over time, with resultant diminished effects in the projected elasticities. 

Short-term effects (within 1 year) differ from long-term effects (within 3 years). 
When the increase in price is long-term, the elasticity is found to be greater. For 
example, for adults, the elasticity in the first year following a tax increase is -0.30, 
but after 3 years the elasticity increases to -0.60. 

Education and/or income appear to impact elasticities. Those with higher 
education/income are unresponsive to price, while those with lower 
education/income are more responsive to price (-0.60). 



• There are presently too few studies of women to establish differential price 
elasticities for men and women. 

• The studies establish that price differentials between a state and neighboring states 
may be an important determinant of demand. For most states, however, this 
variable does not have a substantial effect. 

• One study finds that as price goes up, smokers substitute toward higher nicotine 
cigarettes. While this implies that the price effect on quantity smoked would 
overstate the expected health benefits of reductions in smoking quantity, it does not 
alter the expected changes in initiation and quit rates. 

• The studies do not provide estimates for the effect of introduction of lower priced 
generic brands of tobacco in the marketplace following a tax increase. 

As a final note, there is evidence that the tobacco industry has been creative in 
reducing the impact of mandated price increases on the actual price of tobacco paid by 
the consumer. Therefore, the price elasticities provided above, while based on the 
research to date, are overly optimistic, especially as to long-term effects. Related 
research and modeling have been performed in the area of alcohol pricing and elasticity 
which supports these conclusions. This research has shown that projected price effects 
over time were overstated, and significant reductions in effects had to be factored for 
the model to successfully project historical patterns. 
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Memorandum 
V 

To: Sarah Bianchi 
Tom Freedman 
Jeanne Lambrew 
Mary Smith 

From: Kevin Brown 
Date: September 25, 1997 
Subject: Tobacco settlement-Senate hearing 

Senate Labor and Human Resources Committee, DSOB 430, 10:00 a.m. 

Senators in attendance: Jeffords (chair), DeWine, Hutchinson, Gregg, Harkin, Wellstone, 
Frist, Murray, Reed 

Witness: Donna Shalala, Secretary of Health and Human Services 

Shalala began by outlining the 5 principle parts of any tobacco legislation announced by the 
POTUS last week. She stressed that we must get national legislation right the first time, and 
also that government institutions/agencies may have to be strengthened in order to carry out 
the settlement. She also reiterated that current FDA guidelines regarding nicotine should be 
kept the same and included as part of the settlement in order to make them more clear. The 
Secretary stressed throughout the entire hearing, that the main purpose of this legislation 
should not be about money, but about reducing teen smoking. She announced that the Vice 
President would take the lead in encouraging bipartisan support for the legislation. 

JEFFORDS: Questioned whether the POTUS's announcement should be viewed as a separate 
framework from the settlement and also questioned why the administration had not introduced 
legislation. Shelala reinforced the notion that the POTUS's 5 core principles HAD to be at the 
center of any legislation that the administration would support and that the administration did 
want to work with Congress on developing the legislation. Later in the hearing, Jeffords also 
questioned whether or not the agreement would fall through if changes were made and the 
companies pulled out. Secretary indicated that the companies are not fragile and she believed 
there would negotiate with Congress. 

WELLSTONE: Asked if the Secretary saw any way that the U.S. could take the lead in 
reducing youth smoking around the world. She indicated that any program abroad should 
reflect our domestic program and mentioned working with such groups as WHO and the 
World Bank. Wellstone also said that he had heard on NPR that rising cigarette prices results 
in inelastic demand and asked what the effect of a price increase would be. Shalala answered 
that studies have shown that a 10% rise in price will drop smoking by 7%. She stressed, 
however, that this (price increase) was only one small part of the solution and is designed to 
work with all of the other initiatives to reduce teen smoking. 



GREGG: Began by saying that he did not understand where the actual legislative language was 
going to come from, and that it was certainly not going to come from the Hill. Went on to ask 
whether the FDA currently has the authority to ban tobacco use altogether. Finally, Shalala 
admitted that the FDA could currently ban tobacco/nicotine under current regulations and said 
that those regulations must be kept in tact, but that there were no plans for such a ban. 
Commented that the provision for farmers seemed to smell like politics and went on to ask if 
convenient store owners should be compensated since they might also lose revenue. Shalala 
stated that it was very important to consider the situafion of the farmer and that their views 
should be considered. Gregg stated that farmers are subsidized by the government and this 
was inconsistent if we were also stating that people should quit smoking. 

HARKIN: Reminded Gregg that tobacco farmers were not subsidized, and said that it is a no­
net cost program. Harkin asked why they could not get a copy of a treasury department audit 
that showed if and how much tobacco companies profit from price increases. Harkin asked the 
chair to obtain that document. Stated that we were in fact trying to eliminate tobacco use in 
this country (in response to Shalala who said FDA was not trying to eliminate tobacco). 
Harkin went on to say that our end goal was to eliminate its use. Stated that the $1.50 
increase needs to happen more quickly in order to have a greater effect. 

REED: Asked if the $L50 increase will be a windfall for companies. Shalala stated that this 
should be looked at, however, the main point is to reduce youth smoking! 

ENZI: Indicated that issues should be looked at such as the problem smoking causes 
Medicare/Medicaid. Secretary Shalala stated that the number one priority was to reduce 
smoking now, and then in the future associated medical costs will decrease. 

MURRAY: Appreciated the POTUS's announcement last week. Asked how the settlement 
would be carried out? Shalala stressed that FDA should be given the resource to carry out, 
however, other agencies such as CDC, NIH etc. should also have roles. Also stated that the 
companies must have powerful economic incentives in order to have good reason to help 
reduce youth smoking. 

DEWINE: Stated that he was disappointed that the administration has not introduced a bill and 
indicated that it was going to be very tough to create a bill without the administration due to its 
complexity, etc. Shalala stressed that Congress WILL have the help of the administration in a 
bipartisan way. DeWine asked about holding individual companies responsible if their brand 
was being smoked more by youth. Shalala indicated that this could be done by brand and 
company. 

FRIST: Cited a CBS Poll that said the government does not have the ability to reduce teen 
smoking. Asked what assurance(s) can be given to the public that the government can. The 
Secretary said that it was not just the government's responsibility, but everyone else as well. 
It takes all aspects of the settlement to accomplish the goal. Frist asked how far the FDA 
should go to regulate nicotine. Shalala said that there were no plans to manipulate nicotine 
levels, but there must be more research. She stated that as science changes, we must be able 



to make changes to the current policy. Frist also praised the POTUS's inclusion of farmers in 
his statement. The Secretary referred questions as to specific help for farmers to Sec. 
Glickman. Shalala said it was time that everyone come together on this settlement: farmers, 
Congress etc. Frist ended the hearing by asking if consumption of tobacco products would be 
referred to the criminal world/black market. Shalala said that the settlement focuses on youth, 
therefore, it does not have black market implications. 

SUMMARY: 
Three main issues were continually brought up during the hearing. The first was the lack of 
specific legislation offered by the adminlstrafion. Several Senators indicated that this was a 
major stumbling block and made passing the settlement much more difficult. The second issue 
was in regards to FDA. These questions revolved around how much control FDA would have 
and what its responsibilities would be. Secretary Shalala stressed that it was very important 
that the legislation maintain FDA's current status in relation to the control of tobacco. The 
third issue that got quite a bit of discussion was the proposed inclusion of farmers. Some 
Senators questioned this and thought it might be sending the wrong message. The Secretary 
responded that it was very important that the concerns of farmers be heard since they were not 
at the table when the settlement was drafted. Throughout the entire hearing. Secretary Shalala 
reinforced the idea that we are going to have legislation because of one reason, and that is to 
reduce teen smoking. 



CP 

What's Behind Curtain Number Three? 

The public discussion of the proposed national tobacco settlement has thus far been 
profoundly and dangerously confused. And the confusion can be found in ample supply among 
both the supporters and the opponents of the settlement. 

Supporters of the proposal can be heard [all across the country, but particularly in 
Washington,] reminding anyone who will listen that, to date, cigarette manufacturers have never 
paid a penny in civil liability damages, even though smoking plaintiffs have brought scores of 
lawsuits over the past fifty years. Compared to plaintiffs' dismal courtroom record, the argument 
goes, the settlement figure, $368.5 billion (that would be 36.85 trillion pennies), looks pretty 
good. 

By making the comparison in that way, settlement supporters have, in effect, asked policy 
makers and the American public to play a gargantuan game of "Let's Make a Deal." Behind 
curtain number one is a pile of money bigger than any of us has ever imagined. Behind curtain 
number two is nothing. Not one penny. Framed that way, the choice is a no brainer. 

It is unsurprising that the deal's supporters would see the choice in such stark terms. 
After all, many of the proposal's architects are state-hired tort lawyers, whose success in their 
own day-to-day representation of clients is measured primarily by the size ofthe prize. In the 
trenches of tort warfare, success means winning (or settling for) the most money possible. Thus, 
if we, the American public, see ourselves as the "clients" of these dealmakers, it would appear that 
we owe them praise and gratitude for making our choice so easy. 

The most influential opponents of the settlement, on the other hand, recognize that the 
decision is considerably more complicated than simply assessing the size of the settlement. These 
critics insist that the essential question is this: How well would the proposal serve the goal of 
"public health"? Although they have not careftilly defined precisely what they mean by the public-
health goal, they have made clear their view that, however the public-health goal is defined, the 
settlement proposal as currently drafted would not achieve it. The principal complaint is that 
under the current proposal too many limits would be placed on the FDA's power to regulate 
cigarettes, including the level of nicotine in cigarettes. Many of the public-health opponents ofthe 
proposal, however, have indicated a willingness to "sign on," if the proposal is revised to 
strengthen the FDA's role. And some would be willing to accept such a revised proposal even if 
it would severely weaken tort law. Sacrificing tort litigation for the sake of public health is a 
worthwhile trade. As Dr. Koop recenfly put it, " I don't believe we've gotten that much from 
litigafion." 

In sum, critics and supporters of the settlement share several key premises, which seem to 
be dictating the terms of the policy debate. First, both sides assume that the primary purpose of 
liability law in this context is simply to transfer money to compensate those injured by smoking. 
Second, both sides seem to agree that civil liability laws have, to date, failed to serve that goal, -a 
goal that, in any event, pales in significance when compared to public health goals. Finally, both 
sides agree that FDA regulation could accomplish the tmly important goal of public health. Each 
of those premises is, in our view, false. And here is where much of the confijsion lies. 

The primary goal of products liability law is not to compensate plaintiffs. Products 
liability law is, according to the vast majority of legal scholars, a regulatory mechanism — an 
extremely powerfijl but often misunderstood means of forcing parties to behave property. The 
transfer of money from defendant to plaintiff in any given products liability case is, in other words. 



not necessarily an end in itself; it is a means to an end. In policy-wonk speak, that end is the 
correction of market failures by intemalizing costs that consumers either do not flilly appreciate or 
externalize to others. Put less technically, the goal of products liability law is public health. 

Those who would sacrifice tort law to bolster FDA authority implicitly assume that the 
public health benefits of a stronger FDA would outweigh the public health costs of a weakened 
tort system. But that assumption has been largely unexamined and is, in our view, highly 
questionable. However one wishes to protect public health, it should attempt to respond to the 
sorts of market failures mentioned above. And although FDA intervention in the form of 
command-and-control regulations is one potential response to those problems, it is probably not 
the best response. 

Over the past two decades, the clear trend in regulafion has been away from command-
and-control type mles and toward incenfive-based systems, which require regulated industries to 
pay the costs that they cause and then leave it to individual fimis to determine what to do about 
those costs. That trend, which has been endorsed by President Clinton, reflects an emerging 
scholarly consensus that incenfive-based — somefimes called "market-based" — regulatory 
systems are often superior to other approaches because they hamess the power of the market to 
generate the desirable outcomes and do not rely on regulators to attempt to identify and require 
those outcomes. Whereas command-and-control regulafions seek to prohibit or discourage 
certain market outcomes, incentive-based regulafions seek to eliminate the underlying market 
failures that may give rise to undesirable outcomes. 

Strikingly, however, public health advocates seem more interested in treating symptoms 
through command-and-control regulations than they are in treating the underiying disease through 
one or another form of incentive-based regulation. After all, products liability law, property 
understood, is one type of incenfive-based regulatory system. And the claim that we "have 
not gotten much" from lifigafion is belied by the fact that we are having this debate. While it is 
tme that liability laws have yet to produce a penny in damages for any individual smoking 
plaintiff, it is also tme that the pressure brought by the threat of liability is largely responsible for 
the very settlement proposal under discussion, which, as we have already noted, would yield a 
train load of pennies. Moreover, an important reason why tort law has not been even more 
successfiil is that smoking victims have been repeatedly tripped up by hurdles intended for 
cigarette manufacturers and erected by administrative regulators believing that they knew 
precisely how to correct one of the most deadly market failures in history. The 1964 warning 
requirements are a perfect example. [SEE PAPER FOR THIS AND OTHER EXAMPLES.] 
Obviously, the source of the problem is precisely what the economists have concluded justifies 
incentive-based regulation — the regulator's lack of knowledge . . . . In light of this history, 
David Kessler recently admonished: "The tobacco industry has always been able to get around or 
hurdle over measures we set up to try to stop them . . . to make victories of steps we thought 
would set them back[.]" "We don't want that to happen again here." We completely agree. And 
it is for that reason that policy makers should be considering strengthening rather than 
abandoning products liability law, making it easier rather than harder for smoking plaintiffs to 
bring tort claims against cigarette companies. 

Although the anti-tort sentiment in this country may be too strong to overcome in this 
context, that is no reason to abandon the goals of incentive-based regulation. To the contrary, 
policy makers should refocus their attention on incentive-based regulatory alternatives to the 
current proposal. For example, a system loosely modeled on the existing worker's compensation 



program — call it a "smoker's compensation" system — could, if property designed, internalize 
the costs of cigarettes to manufacturers and thus to consumers. Such a system would, among 
other things, provide manufacturers a strong incentive to manufacture safer cigarettes and to sell 
to less risky consumers. In addition, it would require that manufacturers price cigarettes to reflect 
their relafive risks. At the same time, it would reduce litigation costs and uncertainty for 
manufacturers. In light ofthe potential benefits of incentive-based regulation, we urge Congress 
and the White House to do what is clearty the right thing: Slow down and carefiilly consider all 
the options. 

It is a mistake to view liability law as simply a method for compensating injured plaintiffs. 
It is wishfijl thinking to believe that the FDA can accomplish much more than has previously been 
accomplished through command-and-control administrative regulation. It is just wrong to assume 
that tort law has accomplished nothing to date and is incapable of achieving public health goals in 
the fijture. It is foolish to favor command-and-control regulation of cigarettes by the FDA 
without fijlly considering the regulatory power of tort law or other incentive-based approaches. 
In short, if we're going to make a deal, it would be a serious mistake to enact any tobacco 
legislation without taking a good long look behind curtain number three. 

[Jon Hanson and Kyle Logue are law professors at Harvard University and University of 
Michigan, respectively. Their law review article, entitled "The Costs of Cigarettes: The 
Economic Case for Incentive-Based Regulation " will be published by the Yale Law Journal in 
March of 1998.] 
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Kyle Logue and I have been working for several years on a manuscript about tobacco 
manufacturer liability. For obvious reasons, we've been working especially hard in the last six 
months. 

We think we have something worth saying on this question, though we recognize that 
persuading others of that may be especially difficult in light of recent events. The settlement 
proposal has had the effect of solidifying many people's opinions on the questions that we are 
exploring. Moreover, because we are latecomers and because our arguments are unlike any that 
we hear being made by others, we expect that our ideas will probably have to overcome some 
significant presumption against them. 

Here's the manuscript! We hope that volume counts for something in this debate. 
Obviously, we can only provide you a sample of our arguments. But we hope that by doing that 
much, we might begin to destabilize what we perceive to be a growing consensus regarding what 
is good and what is bad about the proposed resolution. 

To do so, we need briefly to describe a few key insights of two highly influential branches 
of, or literatures within, economics. The first branch that I will introduce you to is the economics 
of law, which, today, is cleariy the dominant intellectual paradigm in tort theory and products 
liability theory. In his presentation, Kyle will introduce you to the second relevant branch of 
economics, sometimes referred to as the economics of regulation. Both of these overiapping 
literatures have been around for at least 30 years and have had an extraordinary influence on the 
way policy makers and analysts approach and attempt to resolve most policy problems. 

Many practicing lawyers and public health experts likely have some loose familiarity with 
some ofthe language and insights of both of those branches of economics. Indeed, Kyle and I 
believe we have identified numerous ways in which both literatures fundamentally influenced the 
shape ofthe proposed tobacco resolution. We suspect, however, that the influence was sub­
conscious or, in any event, confijsed. As we'll argue, the regulatory instmments and devices that 
the proposed resolution would employ are, roughly speaking, precisely the opposite of what the 
basic lessons of those literatures would suggest. 

We've got our work cut out for us. First, we need to summarize some key insights of two 
vast economic literatures. Second, we have to show you how it is that the proposed resolution is, 
from an economic perspective, flawed and how it might be improved. And third, we need to 
somehow persuade you that the insights of economics are relevant ~ indeed, central ~ to the 
public health concems that motivate many of you and that seemed to motivate some ofthe 
settlement negotiators. 

There are two very broad questions that economists often ask when examining particular 
markets. The first, which I will be focusing on, is the question of whether to regulate. That 
question boils down to an analysis of whether and to what extent there are so-called ""market 
failures" — that is, reasons why an unregulated market will not, by itself, lead to desirable 


