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KEEPING TRACK .

Top Health Vacanc1es

Sl.x months tnto his second term, Prardent Clinton has yet to ﬁll
scores of offices. This list of vacancies at the Department of Health
and Human Services is one of.a series of occasional tallies of unfilled

" posts throughout the_ Admlnlstratlon, mcludipgnCabmet departments .

and the judrcrary

. With vacancles ln more ‘than a third of the 21 top jobs at the ’
Department of Health and Human Services, the Administration -

- fnoved 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 Hea and Surgeon General.

. Therehas| word, however, 6n who might fill another post,
that of Commissioner of Food and Drugs. The White House is likely to
exercise extreme caution in filling the job because of the Food and

Drug Admtnlstratlon s efforts to regulate tobacco.
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MONTHS VAGANT

ASSISTANT skcn:mw FOR . .
 PLANNING AND, EVALUATION .

“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 Margare( Hemburg former New York Clty Health

Commissioner. .

ASSISTANT SECREVARY FOR AGING

Femando Torres-Gil resigned on Aug' 2, 1996. On Sept. 2, Mr. - -.
Clinton ngminated Usaniette C. Takamura, the first Deputy of Health

for the Hawaii. Depanment -of Health. ~

ASSISTANT SECRETARY FOR
CHILDREN AND FAMILIES : -

" Mary Jo Bane resigned on Sept 28, 1996 elso in protest over welfare

> T
... 000 000 00

_@lﬁ .New.lﬂork'

= bill. On April 15, Mr..Clinton:nominated Olivia A. Golden, ‘Acting
Assistant Secretary; a Senate committee has unanlmously )

recommended conhrmation

-  YOUTH AND FAMILIES

: COMMISSIONER, ADHINISTI!ATION FOR _

-Olivia ‘A. Golden stepped_down on Feb. 13 No replacement has

' been named. .

‘COMMISSIONER OF FOOD AND DRUGS .' '

- Dr. David A. Kessler resigned on March 1 to bacome dean of Yale -
University's medlcal school No replacement has been named.

L evaeeeedtasensresiiensesvetestsannasitiaalrecettiontattctatitesasteettatstnonnns Nenseees

SURGEON GENEIIAL

- Dr.-Joycelyn Elders reelgned on Dec 30 1994 Actmg Surgeon

-General Audrey Manley retlred on July 1.1f conllrmed Dr. Satcher will

- fill the job. -

| '_;Arde to ClrntonSees Flextbzltty On Tobacco -

: By nmm News
WASHINGTQN Sept. 2l Pl’eSI-

- dent Clinton will accept some formof -

legal immunity for the tobgcco in-
. dustry in exchange for .a strong pro-

gram to reduce the number of teen-
" age smokers, Briice Reed, the head

“of the President’s task force on to-

-bacco, said today.

Mr. Reed said the Admtnl'stratlon'
would not'try to change the liability |

. protections in the national tobacco
-settlement reached on June 20 as
‘long as there were real moves to
reduce - the number of underage
smokers.

“We've always sald that some

form of caps on liability is not a deal- .

killer for us, but we would condition
that on getting the kind of compre-

. hensive plan to reduce smoking. that '

we're asking for,” Mr. Reed said on
Fox News on Sunday. “We very

_much want to get this done.”

A limit on lability is what brought
clgarette makers to the negotiating
table, and they have always made it
clear they will walk away from any
agreement ‘that doeS not include it.

- President Clinton said this week
that the agreement needed to be
changed to give the Food and Drug
Administration the unfettered right
to regulate nicotine. He also said that -

-unless goals were reached on reduc-

ing underage smoking, he wanted to
see penalties increased to a level
where cigarettes would cost up to
$1.50 more per pack. i
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i discounts on nicotine filtering ventilation Tystems in
patches

. the lounges, which he says turn over -
. While most restaurants still offer -air 12 times every hour. ) S
.-small smoking sections, the fagt- - Others have gotten the same mes-

. growing cigar fad among the glam- !

sage. As the government has tight- . .
- orous. and wellto-do has pushed ‘ ened restrictions—since 1990, smok-
" -eome restaurants to establish special ing has been banned on domestic
i - flights within the contiguous . 48
have formed a beachhead that is states—airports have found that
keeping some' tolerance for tobac- thetr smoking travelers need a place

- c0,” said Tom Laurig, a spokesman to go between flights. Chicago's - -

- for the Tobacco Institute in Washing--  O'Hare Airport is in the process of

ton. . " .- building 20 outside shelters after g .

. two-year airport ban on smoking.

_ ithat 16 : million smokers = pass .
insisted that their names not be through its terminals each year.
linked publicly with smoking, “We *“That's 16 million people we can’t -
-are not pro-emoking,” said a spokes- LY .
" . man for one large manufactirer of -
S . household products, “But we' have “E' y
= 10.00p employees and it's unreaﬁgﬁc - Ue’.‘)’me
- :ﬂtgmk ﬂ:a:a:nm force them to | ackno_wledges .
The ‘Amefican Caricer~Sottety - '
. e It difretly “We wish that smoking is _badfor
"~ employers is position ‘wou p s y
“spend that money on more smoking - yU u, bUt these are

- cessati " said spok e ronnlo
 man s&ﬁqﬂifﬁ'ﬁgﬁzgfg ourpeople and [
it sm it's just plai Sl . .

. :,?';énmfme&,p,,{,‘,‘e‘f l%:"?’h gg'g'?. can’t punish them, -
-didn't . ... But .

that they wers socia pariabe iy DECQUSE they can’t
welcome in their own buildings did uit ” :
- movethem” . S q Yoo

LT N e e e
cE et et
%

RUTATLT

<

Lvreas el AL IIR

-

3 aone

mpost

e e TS N
PO T I LRIV S LI i
PR RLHAFD SF B g .

" Defiant smokers beg‘_m'dlff_er. - —Garry

' ‘They are tired of being trested o
sodaloutcasts,aqueezedﬁ‘omevery

angle on an issue. they believe is a

- > matter of informed choice. As Na-
. tional Public Redio commentator Da-

vid Sedaris joked bitterly recently, “1
can find a gram of cocalne much
epsier than a cigarette machine.* -

o Suchmremaybea’eahng‘ 2
" backlash-among -

smokers, who can
choose to spend their money where
ey’re welcome. CDC figures show

- that about & third of the pation's
""" -smokers fall below the poverty line.

-But millions of others “cut ‘across

."— Garry Rossing, facilities manager,
Rpckwenhtunlﬂondcmuzophnt
tui'nourbu':kaon.'sa!dl(ﬁinCO:,
deputydirectorofdleah'port."'We're-
Inaservice business” - - :

nal, officials hope smokers will grav-

itate to two outdoor plazas built with

smoking in mind. A spokesman for
Host Marriott Services—which runs.

the * 24 . fegtaurant concéssions

there—said the company opted.to

ban emoking at all its restaurants to o
- avold having “people run across the .

,'terminal and flock to ‘th

. At National Alrport's new termi-

Thelos

Moxnay. SI-‘..I"I"l-'_\I.nF.R 22.1 w7

" demographic lines and they have a .
- few dollars. to: spgnd,” : said Tom N
" - Humber, “president of Nationa! ‘smoking on it short-distance routes A
. ..Smoker’s Alliance, grassroots pro- . but allowed smoking in certain pub- -
. .smoking organization with 3 million _ . lic lounges on the overnight trains,
- 'members. “Businesses are starting “After an extensive study, the rail line L
" -dnappreeiatethia .. e ndudedthatneiﬂleramokergnor
; konemiokers were happy .with the

e conoes -
sions that offer smoking.” - I
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" Business and Finance.
-Iusmmms'mmwcmp'm
. 1 about - $285 billion to - boost the

..~ agency’s capital base by 5%, respond-
- Ing to the rapldly escalating cost of

i global financlal rescues. The move.

was overshadowed by a'provocative -
condemanation of currgncy traders and
western governments by the Malay-
slan prime minister, as wéll as by ten--
sion between the U.S. and Japan. .

©_ articles on Pages A2 and AN}

e e
. ‘Westinghouse .ne&u agreed 1o - able to prove the safety of diet pills the .

buy American Radio Systems for $1.6 \
| -blllion, plus the'assumption of §1 bil- -
lion in debt. The Justice Department

said it would do an antitrust review. -

(Articie on Page A3)
. « & # .
.. American Express increased its
_ share of the U.S. credit-card market
" during the first half, indicating a turn- -
around in the company’s card busi-

ness may be-gatheringisteam. - ;g lg Py

(Articie on Page AY)
B *

. Long Term Capital is returning to :
Investors nearly half its '$6 blllion in
“capital as’ arbitrage opportunities
shrink in Intérnational bond markets. .
e (Arficleon PageCl) "

. * 8 @' .
IBM will annomnce that it has. be-.
.come the first company to successfully

substitute copper for aluminum in -
making semiconductors, a vital break--.
. through In manufacturing faster and

more powerful computer chips.
) (Articie on Page B14) .
S « e & .
| Honie Depot's results could fe cut
- by 21% for the third‘quarter following
-{ts agreement to pay $65 million to set-

tle a sex-discrimination suit..
(Articte on Pace 818)

© Kansas City Southern sald it will
separate its rallroad business from its

booming mutual-fund unit, which in- .
‘cludes the big Janug Group.

THE WALL STREET JOURNAL MO

* n ..

- - * T -
"Unign Carbide’s stock fell 7.6% af-
ter @i chemical maker said its quar-
" terly results wouldn't meet estimates.
Other chemical firms® also could be
 hurt by rising raw-material prices.
_UArticie on Page AS) )
- L * L
Delta Alr Lines will give its former
CEO, Ronald W. Allen, a lump-sum
severance payment of $4.5 million.
(Articie on Page B12)
. # ®

" Laboratotres Servier says it will be -

French drug maker pulled from phar-
macies.world-wide last week.

) - (Arficleon PageAMW) -

.- » *

Markets— - - o
* Stocks: Volume 630,539,610 shares. Dow.
Jones Industrials 7917.27, off 6.45; transpor
tation 3208.80, up 46.70; utilites 241.27, uwp
0.16. . - e

- Bopds: Lehman Brothers Treasury index
719713, up 10.83. g
g tles: Ofi $19.38 a barrel, un-
changed. Dow Jones futures index 147.32, up
0.37; spot index 145.29,0ff003. . - .- -
. Dollar: 122.25 yen, up 0.30; 1.7753 marks.
off 0.0041. o :

worawite |

CAMPAIGN REFORM COULD get 2
boost from Reno’s move agatnst Clinton. .
The atlorney gerieral, as she did earller
wimcon.hubemamlevtodmrmm[
Il_nnlndependenteounselshouldbeup-- .
pointed to investigate fund-raising |
abuses by the president. The. quickening -
pace of events has produced & truce &mong
ftop Senate campaign-panel members, and
hearings now will shift to issues designed to i .
p_roqmpuhllunlu_dm_mmdulunow IR
"] debate on reform legisiation. But many in
the GOP are opposed, and they are well-post--
tioned to block it. (Articie on Page A3)-
: Clinton has- said he can't remember
witking fumel-raixing phone calis from the
White Hosse, CGore adwits sech calls, and -
on Fyiday hired laioyers to defend hhn_.

p - . % & .
. Poland’s Solidarity looked set to take the
turgest number of parfinment seats’'in a0

during practice

| - (Articke on Pege CZ0) election defeat for ruling ex-Com b e
. e e e - . exltpdhpmjéeted.Adea‘!w.m,_-- e .
¢ The indistry expectsmuch ~ |peared out of reach for the former. trade o
of what is In its proposed national set- - mm:mm;m;ggw Iaﬂn-nnl :
- tiement to be approved by Congress. governm! power
e v resea o | 9. A promartet party was annng .
* & & . . B 2 .
The SEC's Levittis expected toout- | and Congress struck & dealona.,
 line rule changes and tougher enforce- ;g,;;ﬁ";ﬂ,mmmmwﬂmg: g
. ment against small-company stock  ]giaaith .mmmm,,' o
- . fraud in Senate testimony today. . - in the home states of-Gin~
©aticsenPegeBin) o grichand Lott. , Clinton sald he'll
: he - - Jtesting 3 on )
first commercial chip designed specifi-. A military construction bill s leaded with
cally to run Sun Microsystems® Java | pork-bares provisions that are good targets
.+ computer programming IANZUARE. - | iy s Remupiicas, Sen: McCALE hak
| OwtceonPiossl) - liound 129, Meamwhile, Congress and Clinton
v pet A 0 xS R R
. ; - o A
pected to name Nancy Berry as head out ast o .- % @ '
of the music powerhouse as Phil Quar- . |  The Senate Finance panel hear
tararo is expected to be appointed ings on IRS conduct tomorrow, with em-
- president of Warner Bros. Records. ployees due to testify that agency practices
(Article on Page B4) o encourage tax collectors to bully taxpayers
L tics note that the hearings come amida
Republican effort to make the IRS & cam-
. issue and use such stories of abuse to
’ help raise funds. (Article on Page A2)
. - -* -
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of America’s empty nests’
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.+ “hours to start, president’s words, “officially
N oneol%aumwm'ay mmm

California to the White' House for a few

for New York Qity, where today he will the United Nations and
tonight the e will attend an opera. Clinton goes to Little Rock on
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‘proved $100 million for the for the Arts. .
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FBI joins
search for
‘wealthy

N.J. man

The FBI has jolned the. -

search for a New Jersey mil-
« lionaire missing for five days.
Nelson Gross, a

prominent
developer, restaurateur and
onedime -

.. "political activist, was seen
+ two unidentified men Wi

day before he withdrew
Szo.oootromhbhnkwc:;nt
- He was reported missing when-
- he falled to show up later that

‘at his 'summer home in.

idgehampton, N.Y.
His wife, New Jersey Racing
on Chairwoman Noel
- Gm;lndnthu‘l‘amﬂymm
-bers are oﬂ'u:fa $100,000 re-
" ward for his safe return. -

:

gB

But “we can't rule out
possibility” that he was kid-
-'was found in Manhattan late
S&t;r#g,g;:z York pollc:
for evidence, Todd said. -

I

'-'_Iﬂngh!sumebetweenthepu

The case is “still belng ' mtms s of mo .
disappearance,” Gross broth-

USA TODAY - MONDAY, SEPTEMBER 22, 1997 . - 5

 Oftctals initally focused on
the $20,000 bank withdrawal
before Gross's disappearance.
But his brother, Michael Gross,

. says the withdrawal might -

‘have been a routine transac-

" tion He told The Record of '~

Hackensack that his brother
“withdrew $75,000 -from the
bank egriier in the week.

- "I dont think my brother

was coerced to remove that
- money,” Michael Gross said.
“This i @ man who routinel;
sutns of money.”

.er's son, Nell, saw his father at
the family’s restaurant parking
lot with two men and went to
investigate: At one point, Neil
Gross called his father on.a cel-
. ‘ular phone. -~ |
Nelson Gross gave no indica-
" tlon of any trouble and told his

'ness,” he said. , .
A political activist until he
was convicted of fund:

re- frregularities in 1974, Neison

- Gross was county and state

-GOP chalrman. He served-five.
- months of a' two-year prison -

" term In 1976 He was a key

- 'tund-raiser for Ricliard Nixon

Y

campaign.
fully for the US.:Senate In .
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_Gobéﬂiment Study _-.hows-

ByJ { M. BRODER
. WASHINGTON, Sept. 22 — Tobac-
" co industry profits cquld soar under
" terms of a legal settlement proposed
in June by 40 state attorneys general
_-and cigarette makers, accordingYo'a
new analysis of the agreement by the '
Federal Trade Commission.. . .
‘The study found that the tobacco
companies could reap as much:as ———
$123 billion in additional profits in the
next 25 years if the settlement. plan
. were adopted as drafted.
The dhalysis, conducted in re--
sponse to a request from Congress,
- ‘also concluded that fhe $368.5 billion
"face value of the settlement was sig-
nificantly overstated. The real cost
to industry is-about $207 billion be:
cause the conipanies’ payments are
to fall as cigarette consumption
drops, the commission staff report’
found. The cost\to industry of the .
June agreement Is about $100 billion
in today'aldgllm. ‘the study found. -
The settletnent propdsatis-unlike- -
ly to be enacted-by Congress without

N substantial changes, if at all. But the

- trade. ‘commission’s findings - are

) Q)  startling because the agreement has -

' been depicted as extremely costly to
- the cigarette industry. Instead, the

- $u agency found, the lndustr;y would.
thrive financially while enjoying im- - POCt

_ a not to maximize industry profits.

o

_rw)l? s

C.C'o "

_5 [~F
i
e

3

S

. agers did not drop sharply. .

munity from most litigation. .
Scott -Willlams, a ‘spokesman for
the tobacco makers, said that the
_report was “highly speculative and -
. misses the point.”” Mr. Willlams, of
the public relations firm Bozell
Swayer Miller Group,. said that the
purpose of the settlement proposal
_ was to | reduce smoking by minors,

. He declined to comment on the
specific findings of the study. -

- ‘The report said that the industry” s
potential windfall proﬂts would re-
sult from the cigarette companies’ .
raising prices much more than was .

-* Robert Pitofsky,:the trade com-
.mission chairman, said that the June
accord contained an trust ex-
-emption that would allow the clga-
rette makers to “‘jointly confer, co-
ordinate or act in concert" to achieve
the goals of the settlement.

. He sdid that the exemption would .

permit the tobacco compantes to col-
lude to impose price increases far in

excess of those required to cover the -
annual payments of roughly $15 bil-

llon'requlred by the proposal. . -

_ “Taken. at its worst, this exemp- -

tion would allow the companies toget. -
.in a.‘room and decide among them-
selves what is the best leve] of prices
and what is the appropriate level of
profits,” Mr. Pitofsky said.
He noted that such collusive activi-

. ty was ordinarily,a violation of crimi- -

nal anti-trust statutes. .
Representatlve Marty - Meehan,
- Democrat of Massachusetts, wel-
comed Mr. Pitofsky’s conclusion that
the anti-trust exemptlon ‘was too
broad.
“‘We now Imow that the exemption
provides the industry with benefits
_that go far beyond the original justi-

*fication,” said Mr. Meehan, co-chalr- "

man of the Congressional task force .
*.on tobacco, which requested the re-

Separately, a CBS News poll i

* showed that a large majority of the
public doubted that the 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 ' they ‘beélieved the
accord would reduce the number of:

- leen-agers who begin smoking. By a

2to 1 margin, the respondents — half
of whom were current or former
smokers — said that the Govern-
ment and the tobacco industry could
not take steps that would significant. -
ly reduce tobacco use by mlnors

Wash mgton Classes Start
After Roofs Are Repatred '

WASHINGTON Sept. 22 (AP) :
Schools here opened today. three
weeks late, with néw roofs, tighter
security, longer days snd stltter aca-

" demic requirements. .

[Classes started later thll.n those ln
most of the rest of. the country be-.
cause roofs were being replaced on
54 schools., The schoo] day has been

- made 30 minutes longer to make up_

for lost time. . - Fals

Julius Becton,. the’ __tstrlct qt Co-
.lumbia‘'s -schools - tendent,
said new roofs and other repairs
-should help reduce fire-code viola- -

- tions that interrupted clesses ln re-

cent years, " :
. He also announced R Y neadlns pro-.

gram Intended to insure that a}l chil-’

. dren are readlng by the thlrd grade _

Treasure HunterF' nds

Lost Prestdenttal Yacht

ASSATEAGUE

" ISLAND, ~ “Va,
Sept. 22 (AP) —

‘A salvage operator

searching for sunken Spanish treas- - -

“ure ships:in the shallow waters off
Assateague Island has instead lound
_a plece of: American history.
Using a magnetometer on Sept. 9,
the salvor, Ben B , discovered .
the Despatch, the yacht of Presi-

-, dents Rutherford B, Hayes, J §mes A

Garfield, Chester,A. Arthui{Grover
Cleveland and Benjamin- Harrison.
The yacht, built ‘in 1873, ran
aground and sank in stormy weather
off Assateague in 1891. All members
of the crew, who were the only ones
on-board, survived. .

‘. necessary to- cover the cost of the
. settlement. The tobacco lndustry his-
torlcelly has increased prices more
‘quickly than its costs have risen,
“taking advantage of the small num-
ber of companies in the market and
the millions of addicted customers.
But the trade commission study
may already be largely obsolete, be-
.cause President Clinton has rejected
many -parts of thé: June’ proposal,
“including the provision allowlng the
companies to pass along {0 smokers
all of the costs of the settlemen.
Under .the President's proposal,
cigarette prlces would rise by as-
much as $1.50 a pack, but a substan-
" tial_portion of the increase would be
. captured by the Government in the
form of penalties if smoking by teen-

The study also assumes that the
_cigarette companies will enjoy a $50
billion tax break that was part of the

) July 'balanced-budget accord. But

‘both-houses of Congress have voted -
to rescind the tax break.

Trade commission officials sald
that repeal of the tax break would -

- reduce long-term industry profits by -

an unspecified amount.

Correctlons R

An artlcle in Buslness Day on Frl-‘

-

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, 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 the CNBC. cable net-:

work; Mr. Hanley himself dld not .

"appear on CNBC
‘"

An article ln Business Day on Sat-
urday about legislative proposals to
overhaul the Internal Revenue Serv-
ice referred incorrectly to a plan for
an oversight board. It would com-

. -prise appointees from government,

education and’ business, not exclu-

‘sively buslness

. .
A front-page anlcle on Frlday

about a proposed combination of ’

. Coopers & Lybrand and Price Water-"
house misspelied the surname of an
accounting prolessor at the Wharton
School of .the’ Umversny of Pcnnsyl

The New ork Times
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~art

3 vanla ‘who eommented.’ He ls Peter
day about a surge in the shares of -

Knutson, not Knudsen.” ~

A chart in Business’ Day ranklng
" the’ Big Six public accounting firms:
on several measures, included some -
.incorrect figures supplied by. Bow-:
-man's Accounting Report for Ernst

& Young and thus ranked the firms:." -
- incorrectly in several categorles A

corrected clun appears' > ey_'o_n

. 0] N} t
“A dance revlew on F‘;"l “M ""

‘““Webbed Feats,” perlprmed ,Bry.. :
ant Park in Manhattan op Weqn

day, misidentified the prodpeers
They were the Bryant Park Restora-
tion = Corporation and ,,Step'han
Koplowitz & Company. not. Da.nclng

. in the Streets.

A film review on Frlday about “ln
and Out,” starring Kevin-Kline and
Joan "Cusack,  misstated - Debbie:
Reynolds’s role. 'She plays the moth~
er of the. high school teacher por- -
trayed by Kevin Kline, not the moth-
er of his ﬂancée




- FTTCC iticizes Proposed T bacco Accord
. . i . — = ~ |. 1] I'eil_ﬁ m: .erl m'lwml&mlﬂﬂmh“ -
_ T bou{,ﬁgnfu’;pig'ﬂ.ﬁf:nfn%uy s tan l gL e Plisty said the proviin;
ig : .envis under the. t o would
Agency Wams Big Proﬁts ;W':eﬁgfﬁgnf&um‘""""’““-. ,.mm%@mpm.::’u lo coordute
Would Exceed Penalties ure linked in part to annual.sales, which - their behavide. ang prices R
ou : are expected (o declirie as consumer prices  excess of levels necessary to cover ,
Included - in- Settlement rige: Richard Lugar, he Indana Republi - annu) payments and’ koep. the. xtra.
S : rman ol ; - themselves. Co
. ; o f::evé?ml:snlltee. onelo{:he_pln‘:ls likely to " Highly Conicentrated Industry
By Jorin R. Wirxr . shape tobaceo legislation, l-'ld Tt : F1C ] :
And Jerrrey. Tay *will want sufficient funding of | try has historically passed on to consumers -
" s WaLL 8¥Rrrr Joanar” “fodern)  public-health costs cnmed by uwire than fovernment-required prics In- °
S WASTHINGTON - VT;'J"."""'"':"I"-T::"" s'umllim::" . ' “crenses. That ls ln part becauss the
concentrated,

Commission: shandy eritiezed e o 0 wevk, President Clinton catled for uy s highly ate .
sed national Jobaecy setliement, con- gy noe In the propused scttiement, de- . barriery to entry by mmm‘ and
:;::Inz that ciguretie makers could reap mumﬁng that the Food and Drug Admin- . iomers are relatively insensitive o price - :
hig - profits” that’ would far exceed the “lstration be autharized to control nicotine  increages, DT
*_penalties the pact would Impose, - levels in tobacco products and calling [0 Rep, Martin Meebian said the -
- The FTC's reactioh strengthens the price lnmuudumuchuﬂ.soauq " tion's effect “has been' complel exemp- "
- " hand ‘of President Ctintori and those on Ao attack smoking among ynuths; “ "~ lonked" and pmuu the 'Ml‘uww ‘.“Ium
" Capitel il who are demanding o oagher . The prpuesend seftiement I el tienefie-*thal go well the -
. seitiement. Tiw urighal denl, strwk in Pevese Turn i e AV, ol 3 1 jusuts mm& nﬁd’m‘m‘m utl,' E .
Iween tnliseen cutmpanies, stale aftorieys ' Continued From Page A3 """ Massachusel Demu n -
ine 3. cant it he tmanroarOCAIEE. 90 vtewed on Caplil Il whichcrost come ) Make (he i payments without 1.
" June 20. calls for the ‘: "f,ml' m"taei' costs  lerms with the president and pass legista- " dlalrmanm olmthe I HM&J
hiiton ove,r zs.’:’" ke‘:,“ tion for its provisions to take effect. Con- mitee wil 2 mm mlwdne in yCom- .
! gn_(:;llng otrt: .cﬂ:::o are likely forise more . §T€55 ian't expected to begin the process in legislation, be b 'ld'm“omm S
han e amount f the el goyments, PR the P e Pltofsky said price Republican Mike DeWine, of the
. indas thlﬂn‘l?- ml:lg: 'wﬁ:&dd"::::! Increases could- give lob.cco-mrapanles ) ﬁ:ﬁf lﬂum l"bmﬂu:. {0 ensyre
: E?Zf“" l-e"l‘cumf:man Robert Pll@lsi;snl_d_. m-;n;ﬁn o::mz :; mtu m:l:; Prleel: iy &W Pl o
| broud aninst caEmpio opeei o DOV TLCN 100 Vher s e o fgstv gou o gy k.
' “blesome, saying It would give tobacco . 897 hﬁ""fi rfg‘“ﬂ:":mti""‘:;mm‘:: " Beparately, Brooke Group Lid.'s Lg
tompanies immunity from price flxing and  €Xemption, if p Thatdre ot vy gett Group e, wh sald 1f settied NS,
fet the largest grow stronger while squeez: s::gm'f:?_!'"ﬂ“ﬂ that re M yet B du's tbacoo relted Medica
- ln“'l?:e( mlllgl::%:ﬁhe plan eoulld boost __ Richard Scruggs, a P"mgg‘ :I:edmmlh :f:gmﬂ';:d :‘me:w is rn of mmll ]
Industry profis from S35 billon 1o much,  [ISReINg Reveral sttes that sued the  panies to cover billiona o dallars In Mcar
as $123 biflion over the life of'the settle- ment was to give the industry an exemp- 8id costs. Among the terms of the settle- .
ment. depending in part on whether indus- . tjon only tb the extent necessary to melllt. the unit w_ul.puslm ldded.” araly 3
try tax exemptions are enacted. . ) fund the settiement. If the provision Is too :n ts .mch mu;g mounug o
“This study shows that the tobacco broad, we'll work to narrow IL." He added "': agreed ml::o much as 22 5%
Seltiement 15 an even better deal for the - that the Settlement agreement was a- ?muml;':gl n::‘;lnll s “mm‘ .
Industry than anyone had imagined. " sald - “term sheet rather than & detalled plece _ _ years, - ‘
Rep, Henry Waxman, a California Demo-  of legisiation. ) -
cral who asked the FTC -to study the Moore Rejects ‘Collusion’ ]
proposed settlement. He said the antitrust Added Michael Moore of Mississippi,

exemption Is imong many provisions that the lead negotiator for the state at o
will have to be changed as Congress.drafts general, ‘:fdu' “We're certainly mlmlor' “::;
tobacco legislation. : o

: collusion."” )
A lobacco-Industry ‘spokesman, Scott . - Mr. Moore sald, however, “We alays

- Williams, rejected the FTC's report, say: .'thought tobacco companies’ would ralve

- Ing itis “highly speculative and misses the’ prli;legsh higher than wha they had to for the .
point, which is that the price tncreases in settlement, but truthfully we thought that
the settlement 2re désigned to maximize was & good thing from a public-health

" the reduction In underage tobacco use." )
: lawyers say the tobacco com-
tions that are at best inaccurate,” such s, dUstry lawy y

'

tive.”
He said the report "is based on assump- perspectlv
= 5 sanies are willing to work with the FTCto

_the FTC's calculation "that cigarette -narrow. the " antitrust ‘exemption. As - L L -
makers routinely pass on more than 100% -drafted, it would permit tobacco compa- . S . : . S
of the cost of tax increases. - . " nies "lojolntlyeonler.coonﬂnateuracun.'_.- L L ) -

The settlement calls.for reductions in concert* 1o reach the settiement's goals,. Sl v
youth smoking of 30% In five years and 60% including eliminating billboard advertis. - B S ]
in 10 years. If the Industry falls to meel the ing and vending-machine sales. The com- '

Largets, the pact would impose penalties of paoles. the attorneys said, ‘belleve they . e
as much as 52 bllllon a year, which would peed the exemption to.carry out these o e
"probably be passed along to customers In i . . ' '

the form of further price increases. The

' payments would also be tax-deductible,
and the Industry could apply for refunds.
President Clinton has said he wants to
loughen these penalties, The pact -ailso .
includes an exemptlon from antitrust laws -
that would allow cigarette companies to
‘cooperate on raising prices. -

e
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: EZSamuel Goldreich

}lve the industry a $123 billion wind-

all over the next 25 years, according to

a study released yesterday.by the Fed-

“eral Trade Commission dvesterday. -
The report, requ

tobageo critics

that the nation's

by a group of
in- Congress,
top five tobacco

of $368.5 billion over the next 25 years
to settle health liability lawsuits filed

. “Cigarette prices are likely to rise

__.-.': _' - 3 o :rﬂ:&:um and thousands of private

more than the amount. of the annual

. Price-fixing exemptions under the - age e
proposed tobacco settlement could

" andHealth. . _
Sen. Frank Lautenberg, New - -
‘Jersey Democrat, said last wéek
easily can afford to sweeten their offer for

‘From page B6.

" bacco deal, said Rep. Martin Mee- .

han, Massachusetts Democrat and .
chairman of the 89-member Can-
gressional Task Force on Tobacco

‘which already is

‘The tobacco companiés that ne-
gotiated' the - settlement deal de-

imb 15 cents 0 39 .. .

Q glaymentq," ,FTC Chairman Robert
"Pito said. “As things stand now,’ -
vast acditional reveaues would g0 10 geq] g)ready would achieve a $1.50
the tobacco companies”. L mhthepﬂceofclgmtteslf o
.. The tobacco deal, which President- and wholesale markups are -
- Clinton last week said Congress imust. added to the 62 cent-per-pack in- .
-/ strengthen to boost cigarette prices -crease called for under the settle--
" and reduce underage smoking, would ment. He said it would “certainly |
create an unprecedented antitrust ex-- be unacceptable to try to raise the | -
. emption to allow companies to' set financial terms of this agreement.”
. rri_cesand decide on appropriate profit  Jonathan Beker, the FTC’ di- |-
: Jevels,hesald. - - . - . -+ rectorof economics, dismissed the
-~ Mr. Clinton insists that any tobacco notion that the 62 cent cost of the
deal must force a $1.50 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 smokers. He called for a combina- $1.50 per pack.. - T
tion of price increases and “penalties” “Its not .plausible, given the-
“if targets to reduce underage smoking tompetitiveness of the distribution
" are not met but did not address raising industry” he said.. . ;
‘ federal excise taxes. : . - S S : )
" " ‘Based on tobacco companies’ past - o ' . .-
. history of tacking on premiums when C
taxes go yp, they. probably would use
_mum exemption to boost prices...
. far ::Yond' what is necessary to make
_ annual payments under the settlement .
. proposal, Mr. Pitofsky said. :
FTC analysts said the price of a pack
. of cigarettes would rise 57 cents to .
'$2.47 in five yedrs, without the anti-- -
" trust exemption included in the to- )
" bacco deal. But if price-fixing rulesare. . "~ -
_ waived, the price could jump to-$3.04°
-by2002, - . -
“- 'The-report -estimated that tobacco
industry profits would drop -about $15
- ‘billion over the next 25 years if they )
- simply passed to smokers the cost of-
: .the_"'gptﬂement. But profits could soar . -
-+ 8123 billion, if the industry uses the - -
- 'exemption to recapture double the cost ...
« ofthedeal. : . . S
* “The-report raises the question' of .= -
- what ought to be done with any addi- =
. tional monies the settlement could gen-

[i]

‘could be windfal for tob

' SEPTEMBER 23, 1997

" TUESD.

" erate," Mr. Pitofsky said. - L

G

" :'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 similar price-fi ex-
-emptions, government agencies
" the-power-to set prices and profits.
Tobacco critics immediately seized-
on the report to support demands for
_stiffer penalties and higher taxes to en-
sure that the industry does not get a .
" windfall. - o o . Y- . L ) x
“The FTC report shows that the to-. . ) ) ‘
bacco companies are likely to make . . :
evenmore money from the U.S. tobacco
- market undeér the deal than 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 DEAL, page B10

e MastingtonTimes
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i Since teen-agers

Tobacco might thrive with a

" $1.50-a-pack rise for cigarettes. - ,/. '

@S the tobacco-industry playing Brer Rabbit to -

- President Clinton's Brer Fox? The President’s
assertion that if necessary, the price of ciga-

~ rettes should rise by $1.50 a pack to deter teen-age - -

smoking evoked bitter
Tobacco. *‘The industry » d
accountable for social behavior that neither it, nor

denunciations from Big

the. Governmenht, can control,” read the cigarette .

manufacturers’ collective

_ But a close look at Mr. Clinton’s demands sug-
gests that the industry could live — conceivably

_thrive — with the consequences. Jeremy 1. Bulow, .

an economist at the Graduate School of Business
“at Stanford University, calculates that'a settle-

ment on the President’s terms ‘would cost the

tobacco companies less than the continuing uncer-

tainty over legal liability. ‘"The best estimate now
is that $1.50 a pack would increase the market -

value of tob_acco';r.tocks."_ Mr. Bulow argues. . *

T S I
" “Reducing’ youth smoking is the Administra- -

tion’s bottom line,” President Clin said. “Onéof
the surest ways” to meet the {dministration’s
goal of a 60 percent cut in teen-age smoking over a
decade, he added, Is to “increase the price of
‘have less money than adults
and are not yet addicted to nicotine, their con-
sumption of tobacco, Is more responsive to price

- changes than that of aduits. Nonetheless, to cut
" teen-age smoking. by 60: percent would probably

require a $L.50 price increase.
the original settlement prqppstl — a proposal the

. Federal Trade Commission staff argued this week. -
- could actually increase tndustry:

72 cents @ pack:.When i

s

should:be not held solely -

of taxes arid ﬁamldei built lnto :

1stry profits — totaled
en & reporter. isked Bruce N.:
_"Reed, director of the President’s Domestic Policy.

Peter Passell B

v

o\

—F
Councll, whether. the Administration’s agoroach "
would double the 72-cent penalty; Mr. Ree< said it

. would. That, In turn, led to the speculation Zat the
- Prestdent’s approach would have doubled Ze cost

of the original settlement, to about $700 bition.
But Martin Feldman, a tobacco industry znalyst
at Smith Barney, begs to différ. He notes Qat the

“72 cents does. not include the 15-cent-a-peck in-

crease In the Fedeéral excise tax on the books for
the year 2002. Nor does it include future increases
in state taxes, or in markups by retailers. £11 told,
Mr. Feldman estimates that the abandoned settle--
mentwuuldhaveralﬁdthepﬂceo(apeckby

- $1.45 in just five years — almost as much as the

President’s proposed maximum incredse over &,
decade. * - . ) S o
- Mr. Bulow of Stanford expects. there s more

’ makers
could live with measutes: thatiwould incresse the .
supermarket price by $1.50 apack ~u. 0%
_Mr. Bulaw's‘eqnclil_sli__m' is based on the ides that

the cigarette makers’ goal is to maximize the total

" return for stockholders. He cites estimates by

.Gary Bgc_k, a tobacco analyst at§anford C. Bern-
stein, fhat the domestic tobacco' businesses of

_Philip "Morrls and RJR Nabisco are currently (.

valued by the market at just one-third what they
would be worth in the absence of uncertainty about

. futum_')ltlgatloﬁ"nnd regulat{dn. )
~ He gstimates that a tax of 9150 a pack would -
reduct cigarette consumption by about one-third.

e lost sales would mean a more-than-propor: -°

Th

tionate fall in profits, but Mr: Bulow estimates that
part of

balance, he calculates that a $1.50 tax would pare
than half.

the costs of the settlement would-be
since marketing costs would also fall. On ..

' That i3 hardly what the cigarette companies. .

hoped for. But Mr. Bulow reckons that it is better
than living with the current level of legal uncer-
tainty, which has reduced the market value of the

business by two-thirds.'And since the Administra--.

tiqna'ppearseagértosetgoalsmwrmsoheduced
-youth smoking, rather than reduced smoking over’

_all, the companies may find ways to salvage a

portion of the lost profit.. -
* For example, Mr. Bulow !
crease in the minimum legal smoking age to, say,
19, would deter teen-age smokers, yet have little
effect on adults in the near term. So by supporting
tougher restrictions on access to cigarettes, the
companies might get away witha smaller tax that
cut less deeply into profit$ from sales to ‘adult
addicts. . - - . L .

" Concentrating on youth s_mok!ngdlmctlyhas aI
: sodnladmtage,tqd.s:nokers.qnavenge.hmi'
lower incomes than nonsmokers. So relying more,
on'dh'ectregulaﬂono_fyanhsmokmgandlmon-
across-the-board

cutting demeand with,acr ‘price in-

jces the regressivity of the policy. It
would be a shame to put mostohheburue!\umle
antismoking_settiement én ‘the backs bf adults
_earning less than $10 &n hour,” Mr. Bulow satd.

expects that an in-

o

the tndustry’s $5 billion annual profit by a bit less ..




MEMORANDUM
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
PRESS CLIPPINGS.
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KEEPING TRACK

Top Health Vacanc1es

Sbc months into his secorid term. Preﬂdent Cllnton has yet to frll

scores of offices. This list of vacancies at the Department of Health

and Human Services is one of.a series of occasional tallies of unfilled
" posts throughout the Admlnistratron, mcludzggtCabmet departments

and the judiciary.

.« With vacancies in more than a third of t.he 21 top jobs at the )
Department of Health and Human Services, the Administration -
- foved 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 Hea
There has
‘that of Comm|

and Surgeon General.

o word, however, on who might fill aniother post,
oner of Food and Drugs. The White House is likely to
" exercise extreme caution in filling the job because of the Food and

Drug Admlnlstratlon s efforts to regulate tobacco.

Bimes

. o SHERYL GAYSTOLBERG

) Malor Vacdncles i MONTHS VACANT

... ASSISTANT skcm:'mw FOR .7 eseese eee v
" PLANNING AND EVALUATION'

" " 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 Margaref Hamburg. former New York Clty Health

Commissioner.

ASSISTANT SECRETARY FOR AGING

Fernando Torres-Gil resigned on Aug' 2, i996 On Sept. 2, Mr. _
" Clinton nominated Ueanette C. Tekamure the frst Deputy of Health

for the Hawaii- Depanment of Health.

.................................................

ASSIS'I'ANT SECRETARY FOR
CHILDREN AND FAMILIES : -

- Mary Jo Bane resigned on Sept 28 1996 also in protest over welfare

_ bill. On ‘Aprit 15, Mr. Clinfon: nominated Olivia A. Golten, Acting
Assistant Secretary; a Senate committee has unanimously

recommended cenfirmation. - -

" YOUTH AND FAMILIES

COMMISSIONER, ADMINIS_‘I'I!A'I‘ION FOR

1

-Qlivia A. Golden stepped down on Feb. 13 No replacement has

' been named.

‘COMMISSIONER OF FOOD AND DRUGS o

Dr. David A. Kessler resigned on March 1 'to become dean of Yale '_
University's medical school. No replacement has been nemed

SURGEON GENERAL .~ 7~

o Dr Joycelyn Elders reslgned on Dec 30 1994 Actlng Surgeon.’

..........................................

-General Audr_ey Manley retired on July 11 conflrmed Dr. Satcher erI

. flll the job.

| | -_Arde to Clrnton Sees Flextbrhty On Tobacco .

. hensive plan to reduce smoklng that -

By Bloomberg News -
- WASHINGTON, Sept. 21 > Pmi—

dent Clinton will accept some formof -

‘jegal immunity for the tobgcco, in-
.~ dustry in.exchange for a strong pro-

gram to reduce the number of teen-*

" age smokers, Bruce Reed, the head

" ‘of the ‘President's task force on to-

" bacco, said today.

Mr. Reed said the Admmfstrauon"
“would not try to change the liability .

. protections in the national tobacco
. settlement reached on June 20 as
“long as there were real moves to
reduce - the number of underage
smokers.
“We've always sald that some

form of caps on liability is not a deal-

killer for us, but we would condition
that on getting the kind of compre-

we're asking for,” Mr. Reed said on

‘Fox 'News on Sunday. “We very
_ much want to get this done.” .
A limit on liability is what'brought

cigarette makers to the negotiating
table, and they have always made it
clear they will walk away from any

"agreement that does not include it.

- President Clinton said this week

-that the .agreement needed to be

changed to give the Food and Drug

. Administration the unfettered right .
to regulate nicotine. He also said that
‘unless goals were reached on reduc-

ing underage smoking, he wanted to
see penalties increased to a level
where cigarettes would cost up to
$1.50 more per pack. '

61.:!»‘ .New.ﬁork

2, 1997 |
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Lightening Up - '

| | | | : ] ™y - L ’.'e'z' 0 ers in
'-;y.c: o AS PO]ltlclaIlS %1gh Tobaccol_.egmlat]on, - ﬁ'ﬁsdj;:;‘s__"’?mﬁ”m local .

easures
_ N A . Are being considered in 41 states, -
MANI - - - and. more than 80 proposed
Man ~ " Many Businesses Make Room for Smokers i sokig omanes 220
in Malec Sz - EPTIr E L. l_nil:uﬂesgndtbwns. '
. _ S T - O ttoward “accommo-
OnSu . . ] By Lois Romano le o _ SMOKE, From AL -daﬁo:'n}::e;?ei:- refer, i

. . . : St Wrpey . red to in the

~ago, the o . . fioc Pos Sl Wiy - tiong—has opted to build 13 *smok  tobaceo industry) is close}"ymtchlgg'

slipping . - DENVER—It's 8:25 in the morning and - ing shelters® outside its buildingsso . “smoking foes. “Obviously, any

. o © . -the smoking lounge at the international employees dnd visitors will no longer - _ retrenching of the hard-fough o

And Pre ; 3 ] ught pub-
_ _ - airport here is hopping. Three television - bave to-smoke in doorways. One . [jc health accommodationg is of ex-.
fornow - setsareb baseball dnews,  manufacturer of such shelterp— - ne conces Ty
\ laring replays and news, : ; - treme concern to us;” said Normay -
© Contn .- - six wall cocks are ticking and morethan 70 which resemble transhucesit bus stop 2fhlds, nspokesman for the Ameri. -
change - ‘patrong—traveling salesmen, grandmoth- huln—nppmlmlpement increase " O TARY Wsbord m‘ﬁ.&? : P
. A - ersandyoung couples—are settled into the  in sales this year. * : eapape o childris th -
term be; *_comfortable arm chainsmoking. . After 3 fouryesr smoking ban at 5 '
the thre: . - And this, said the bartender, is a slow Dallza/Forth Worth International
said he morning. At peak traffic times, thiey have ~Airport, the third busiest airport in-
change. . had to turn people away from the 175.geat the world has just developed a §5 . _
. + . Avlator’s Club, one of only two concessions million plan to bulld 20 new smoking  * gpde st
., Theti © . that permit smoking at the sprawiing, Dulles . International Air- o el
. AsRe a4 - ~ twoyearld srport. Some 2,000 passen- port recently opened twio smioking
suburbz mmﬂmmxhtheloungeg_dany_ -, rooms. And Amtrak this year allocat. ATS:
Filipinu . ' ) -thﬂur place Tm welcomed,” said ¢d a reported $8 million to convert . cessi
tor ralli - . _Marilys Lonbery, "i; Germany-bound soft- 'k:!x cars to :emokitneilounge_sonlts - CORAmPORTime fy gk Bt ot
SRR " “ware developer who smokes a of longdistance routes. . .. . ites director Jack Yates gaj ,
Cogayw “- . “Camel Lights a day, 'I'vebeenmldle”lﬁkfeel Its reality. People still emoke.”  gocoite 2 loui-')"ur bmu:n"mk'm; o
Keyq - " Ihave tostep to the back of the bus foy . &d Ruth Davia, a vice presidemt of. jn i 1 plants, about 35 percent of '
. power.. . - long. I know the risks, I know the score, Wd‘ 008 . International Inc., - Huichinson's 7,200 employees re.
keephi, i "But I enjoy smoking and I'm not quitting, Which is building the first smoking . nain undaunted smokers. Recently

- heephi j . . * Thats the bottom line. So why try to 'ounge at Hartafield Atlanta Interna. Yafes contacted Duo-Gard a Michi- .
t998el: ] " punishme® = - -~ . 7% tional Airport to.offer fullservice . 'xanoonipanyﬂmmteu'om'mak. i
TWh] . .- Businesses across the country are start. :ﬁ’ and beverage service. Divis . ing commercial windows and sup.
ofmans, | . ing to see her point. While in Washington, - it 30 perees dromped 20 oty bur hose newly developed

profess b 1 g e S L i e dominaag e e 18 10w

-didn'th| - C states and the tobacco industry, in  ‘woking was effectively eliminated “We are not trying to encoursge
TheM . . . the rest of the country, many corporations, hm“ﬁ'?‘_?_‘?"m“.m‘hmh' smoking,” said Yates. “But we had tg .

-Catholi; -~ ** 7 hospitals sad public transport systems sre. ";’?-w'- hm ' cdees g | 0 a.way to accommodate nearly

- Mare| -+ - © . trying to find ways to sccommodate the © e to sccommodate. the half 6ur wor force.” By year's end. -

- Maren: nation's 48 million smokers, .. consumer,” said Davis. “Health food Hutchinson will have at its facilitieg -
dictuton| " Many businessés say it is stmply an’ 27 be a trend, but the fact of the - nineahelneri;.whk:l:costl.'rmnSl5(‘;5J
Manilu| | cknowledgment that—despite the health Matter Is that hot dogs are st the to $40,000- depending ¥

O . . i ; biggest selling item at & oo epending on size and

thatcul| - - risks and intense public pressure to quit— e wirport. Xhe. shelters provide the

T opower| . M”w_vst_ozgsgmenz;“;"g:; 4 - ‘besteft of keeping thesmok.

; Yelle| ; - . .- continues to sgmoke. And these smokers smoking® > hize.

2 fuuere] | . - - happen to include their employees and - Sgid- Bruce §
T , " .. - :customers. Statistics provided by the Cen-- Moines mall Jige

} ,"0"_1‘-_- . " * - ters for Disease Control and Prevention .smoking room offers. pool tables, Acfrreplifiiag sindl

i Aqui . * ‘indicate that this flercentage has remained ~video games, s newsstand and food: &1o4rH e droa |

| Sinand | - ' virtually constangt ughoutthe'90s. - - - “Its Just too big & segment of the 3 this yeart roesboriel
owpthe| (0 In Des Maines, a businessman recently. ‘population towrite ofg ™+ " ge employees Shi

GFA 0 UTolil L apent 10000 creating o 4000quaredoot *, Nevertheless, the “m°“"‘-i-%w bRk

|, . - .. cuokingclub called “Puffs" or his dowy. lobby ls more effective end powerful ;, LRk 3 e

By m- A ket 'er"'_-'-l.mo ne . ' T
town mal whers pple poy 50 cet e 100y th b e e i “EEBT p0e “bncpne wp
. dﬂi:g}mnokep:susmadaym_ oatry. - President Clinton "on "Kowledges smoking is bad for you, -
“The University.of Nebraska Medied Cen.’ ednesdayca_lledfortouzherprow_ but these are our people and [ can't* |
e T e o e i
D BSMORRASGAL . illn seiemet bewecn tobagsy U Kosamodaid 1

KRS

: - ., Companles and state attorneys gen Medicy] 'c::'ufy“::u!:;bmwg '- S
" l- eg .,‘, ated h]me.The bmed hﬂde the buﬂd.mgson the e o
" Ing et T ogreed taadyerting, g 00 veral years ago
L pany(] [ s \ I a1
© politid” ) S - C B
" Ing - : / . o
critic| | . /l/ ’ recent!
Ramg o . . iy
plans| ' :
gy el . . | R o
d _consy . : : I . S .
- eleed ] . . _ . - 4. . -
el ThelDashingtonPost :
X o ¢ - g ,0 : However, aten Bahingky' aaid
soch | E Moxoay. SErrrvireg 22, 1997 oA e A Malinching
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. While most restaurants still offer
_.sm:lvlh;mqldngﬁdseeﬁons, t;‘he; lEnst-
.growing cigar fad among the glam-

* orous. and wellto-do has pushed
* +some restaurants to establish special
cigar bars and rooms. “The wealthy
have formed a beachh
keeping some tolerance for tobac-.
co,” said Tom Lauria, a spokesman

- for the Tobacco Institute in Washing.--
ton, - ' L

Despite this new acceptance
- same, several high-profile corpora-

tions that have purchased shelters -that

insisted that their names not be
linked publicly with smokirig. “We
are not pro-smoking,” said a spokes-
tan for one large manufactirrer of .

household products, *But we have

10,000 employees and it's unrealistic
to think that we can force them to
Cquitt. .
" The ‘Amefdin Caricer~Sottety
- sees it differently. “We wish that'
" employers in this position ‘would
- -spend that money on more smoking -
cessation programs,” said ‘spokes-
man Steve Dickinson. “Many people
quit smoking because it's just plain-
socially unacceptable, Health risks
didn't move them. ... But the fact
that they were social pariahs and not
welcome in their own buildings did
movethem.” - oo
Defiant emokers beg to differ.

" They are tired of being trested s

social outcasts, squeezed from every
angle on an issue. they believe is a
matter of informed cholce.’As Na-

' . tional Public Radio commentator Da-

‘vid Sedaris joked bitterly recently, T

can find a gram of cocane much
'_en:ie(r:h than a cigarette Teai:hhe._'.

: h pressure may be creating a -
backlash smong smokers, who can.
choose to spend their money where -
they're welcome. CDC figures show

~ that about a third of the -nation’s

smokers fall below the poverty line. . .
But millions of others “cut across
. demographic lines and they have a -
few dollars to' spgnd,”: sald Tom
-Humber, presidegt of National
Smoker’s Alliance, % grass-roots pro- .

i

ead that is

%
1

filtering ventilation Systems in
{the lounges, which he says turn over
air12times every hour. -
" Others have gotten the same mes-
sage. As the government has tight- - .
-ened restrictions—since 1990, smok-
ing has been banned on domestic
- flights within the contiguous 48
states—airports have found that
their smoking travelers need 2 place

to go betweén flights. Chicago's =

O'Hare Airport is in the process of

building 20 outside ghelters after a . .

by . two-year airport ban on smoking.

-Dallas/Fort Worth Airport estimates
16 million ' smokers pass’
through its ‘termimals each year.

“That's 16 million peofle we can't )

“Everyone
acknowledges |
smoking is bad for -
You, but these are
ourpeople and I
-can't punish them
because they can’t

. —Gmioaﬁoﬁﬂesmn::t
turn our backs on,” said Kevin Cox,
deputy director of the airport. “We're:
Inaservice business® . - -
. "At National Alrport's new term}-
nal, officials hope smokers will gray-

itate to two outdoor plazas built with
- smoking in mind. A spokesman for

HostManiottServices—whichnms, -

‘the 24 .. restaurant concessions
there—said the company opted.to
ban smoking at all its restaurarits o .
avoid having “people run across the . :
“terminal and .flock to the comoes-
sions that offer smoking.” :

. Foiir 'years ggo, Amtrak banned .
smoking on its short-djstance routes - .
but allowed smoking in certain pub- -

smoking organization with 8 million _ . lic lounges on the overnight trains,

cmbers, “Businesses are starting”

ARpreels ¥ o

ARer an extensive study, the rail line - )
ncluded that peither smokers aor -,

cvionsmokers were happy with the _

“Twenty-five percent is a
of people and a lot of lost revenue.

(*We are trying to bring back those

_@lyewagmmmﬁt

- -
i
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- Business and -Finance
MF MEMBERS AGREED to chip in
- 1 about - $285 billion to - boost the
.- agency’s capital base by 45%, respond-
- ing to the rapidly éscalating cost of
global financial rescues. The move
was overshadowed by a’provocative
condemaation of currgncy traders and
western governments by the Malay- .
sian prime rainister, as well as by ten-
sion between ¢he U.S. and Japan. .
© (Articles on Pages A2 and AW)

% &, .
. Westinghouse Electric agreed to -
buy American Radio Systems for §1.6 |
‘blllion, plus the'\assumption of $1 bil- -
lion in debt. The Justice Department
sald it would do an antitrust review.
(Amdnmnqu)- .
. e & 8
. American Express increased its
share of the U.S. credit-card market
" during the first half, indicating 8 turn- -
around in the company’s card busi-

ness may be gatherlngisteam. -
-+ - lartickeon Page A3) IR

Long mm.Ca.;nal'ls returning to :

investors nearly half its §6 billion in

"capital 88’ arbitrage opportunities
_shrink in intérnational bond markets.
U7 tArticieon PageCh)

. & % - :
IBM will announce that it has be- .
.come the first company to successfully
substitute copper for aluminum in
. making semiconductors, a vital break--
. through in manufacturing faster and
more powerful computer chips.
(Arficle on Page 814) )

. . * 8 L 3 . -

. Homie Depot's results could e cat.
by 21% for the third quarter following
its agreement to pay $65 miliion to set-
tle a sex-discrimination suit.

(Mlkhm?p’ Blll__ .
. Kansas City Southern sald It will
separate its railroad business from lts -
booming mutual-fund unit, which in-

"' cludes.the blg Janus Group.

| -, (Articeon Pege CT) © ¢
. FAEERAE N . .
The tobacco indiistry expects much
- of what is In its proposed national set-
be approved by Congress.

L {ArficleonPaoe83) <

e e
“The SEC’s Levitt is expected to out-

 line rule changes and tougher enforce- . :
. ment against small-company stock
- . traud in Senate testimony today. . -

- . _(Arficwon PageBin)

[

. e e e RS
Rockwell i5 expected to unvell the -

first commerclal chip designed specifi-_
. cally to run Sun Microsystems’ Java
language. -

%

. . - -_
Virgin' Records America Is -ex-

" pected to name Nancy Berry as head

of the music powerhouse as Phil Quar- .
tararo is expected to be appointed

. president of Warner Bros. Records. . -

" (Article on Page B4)

. THE WALL STREET JOURNAL MOND.

* hurt by rising raw-material prices.

" Markets— - -

T197.13, up 1053,
&1 eommodi

. |abuses by the president. The. quickening

‘| debate_on reform I
] tioned to block it. (Article on Page AY)

7., | tound 129. Meanwhile, Congress
" | reached a deal ox two tax items he crossed

48
i

. %%

“Unign Carbide’s stock fell 7.6% af-
ter tiie chemical maker said its quar-
terly results wouldn't meet estimates. | .
Other chemical firms' also could be |niia

_tArticie on Page AS)

. . - L] * .
Delta Air Lines will give-its former
CEO, Ronald W. Allen, a lump-sum
severance payment of $4.5 million. .
(Article on Page B12)
L 2R A .
Laboratoires Servier says it will be -
able to prove the safety of diet pills the
French drug maker pulled from phar-
macies.world-wide last week.
- (Articieon Page AW) -~
*- # *

Stocks: Volume 630,539,610 sbares. Dow
Jones Industrials 7917.27, off 5.45; transpor-
tation 3208.80, up 45.70; utilities 241.27, wp
0.06. | R

Bonds: Lehman Brothers Treasury index

ties: Ofl $19.33 a barrel, un-
anged. Dow Jones futures index 147.32, up
0.37; spot Index 145.29,0f10.03, . - -
Dollar: 122.25 yen, up 0.30; 1.7753 marks,
off0.0M1. .

CAMPAIGN REFORM COULD get 3 |.
boost from Reno's move against Clinton.
The attorney general, 3 she did earlier
with Gore, has begun a review to determine |
if an independent counsel should be ap-if '
polnted to investigate possible fund-raising | -

pace of events has produced a truce
top Senate campaign-panel members, and
hearings now will shift to issues designed to | X
Repnhﬂunludenws&edulum
. But many in
the GOP are and they are nll-pod; :
Clintone has- said ke can’t remember
warking fund-raizing phone callx from the
 White House - Gore adwits such calls, amd -
on Friday kired lawyers to defesd k.

. . ® &

Poland's Solidarity looked set (o take the
lurgest number of parfiament scals In an
election defeat for ruling ex-Communists,

veto an education Iﬂtlacbhb:aﬂﬁ)oml_,_
(Article ou Page .
teﬂnnmus. billis Joaded with

andQlinton .
out Jast month. (Article on Page A24). -~ -
KRN 2 - '

The Seriate Finance pasel opens bear-
ings on IRS conduct tomorTow, with emr
ployeuduemtuulythuumcypncuca '
encourage tax collectors to bully taxpayers.
Skeptics note that the hearings come amida

Republlun_e[tontomkzthemSnnm- .
gn Issue and use such stories of abuse o

help raise funds. (Article on Page A2)

* » L]
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“one of America’s empty nests’

. = ¢ - at Stanford wdm%ewmmmmm
. .« -ham Qlinton returned from Californla to / few

ARMY SEX SCANDAL: The Arry s weighinga
recommendation that its top enlisted soldier be-court:
counts of indecent assault,

- reform the military

when lawmakers attached .

President Clinton to vels it. He
reach at least 90% of [
the number and

did. The Census Burean proposes to
and then use thase results to estimate

“tacted or responded. 83y that the Constitution requires an
sampling would allow the Clinton admintstra-

tion to manipulate the oumbers to the advantsge of Democrass
dmmmmmmmmmmm.

Al.so.-- Co '

- »VOTER FRAUD: A Dallas federal prosécutor
* tion and Naturalization Service

Written by Paul Leavitt with staff and wire reports

mre

—

I joins

search for

‘wealthy
N.J. man

- developer, restaurateur and
one-time

of peoplé who might not have been cor- : ;

'WHITE HOUSE PAGERS: Purported Whits House pager

-sages being circulated on th hmamutbemmemum'
; don't security, White spokesman Barry Tolv sald. .-
He sald aldes who need secure communication have it and they know -
R g o e a2 DTS
been intercepted by Backers April 77. e

The FBI has joined the.
mik

political activist, was seen with

two unidentified men Wed

day before he withdrew
,000 from his bank account.

- He wes reported missing when-

he fafled to show up later that ;
‘@t his ‘summer home in.

T

- "er’s son, Neil, saw his father at

.. -during - his 1968 presidential

USA TODAY - MONDAY, SEPTEMBER 22, 1997

: - AP
Officials initially focused on
the $20,000 bank withdrawal ‘ .
before Gross's disappearance. ' e
But his brother, Michael Gross, . [
. says the withdrawal right . : o
-have been a routine transac- . .
tion He told The Record of ° ' . R
Hackensack that his brother - AN
“withdrew $75,000-from the
bank egriier in the week.
- .*1 dont think my brother
was coerced to remove that
money,” Michael Gross said.
“This is a man wl: routinely
' moves sums of money.”
ae] Gross said his broth-

the family’s restaurant parking

o1t e
At one

Gross called his father on a cel-

‘ular phone. - .

£A
tion of any trouble and told his
son the meeting was *“just busi-
oess"hesald., © - -
A political activist untll be

was convicted of fu
irregularities in 1874, Neison
Gross was county and state .
GOP chalrman. He served five
months of a prison
term in 1976. He was a key
fund-ralser for Richard Nixon

campaign. He ran unsuccess-
fusl,;y for the US. Senate in
1970.

- t
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ByJ |M.BRODER
" WASHINGTON, Sept. 22 — Tobac-
" co industry profits cquld soar under
terms of a legal settlement proposed
- frr June by 40 state attorneys gengral '
-and cigarette makers, according ¥o'a
- new analysis of the agreement by the
Federal Trade Commission.. .

~The study found that the tobacco
compa.nles could reap as much as ——
-$123 billion in additional profits in the
"next 25 years if the settlement. plan
‘were adopted as drafted.

- The .<halysis, conducted in e
lponse to a request from Congress,
-"also concluded that fhe $368.5 billicn
face value of the settlement was sig-
nificantly overstated. The real cost
to industry.is. about $207 billion be-
- cause the comipanies’ payments are
to fall as cigarette consumption -
" drops, the commission staff report -
found. The cost\to industry of the
. June agreement Is about $100 billion
in today;ald.qllm. ‘the study found. -

. " The settlement propdsat-ts unlike- ’
. ly to be enacted-by Congress without
substantial changes, if at all. But the
trade. ‘commission’s findings - are
startling because the agreement has
+ been depicted as extremely costly to
. the cigarette industry. Instead, the
-agency -found, the Industr,y would .
thrive ﬂna.ncinny while’enjoying im-_
munity from most lidgation. .
Scott :Willlams, a ‘spokesman’ for
the tobacco makers, said that the
_report was “highly speculative and
‘misses the point.” Mr. Willlams, of
-the public relations firm Bozell
Swayer Miller Group,. said that the
purpose of the settlement proposal °
_-was to reduce smoking by minors,

" not to maxlmlze industry profits.

. He.declined to comment on the
specmc findings of the study. .
“The report said that the industry’ s
potentlal windfall proms would re-
sult from the cigarette companies".
raising prices much more than was .
/ necessary to-cover the cost of the
.'settlement. The tobacco industry his-
toﬂcally has-increased prices more
" quickly than its costs have risen,
taking advantage of the small num-
ber of companies in the market gnd
_the millions of addicted customers.
But the ‘trade commission ‘study
_may already be largely obsolete, be- -
cause President Clinton has rejected
many parts of theé: June proposal,
“Including the provision allowlns the
companies to pass along to smokers
all of the costs of the settlement.
Undér .the President's proposal,
cigarette pﬂce; would rise by as-
much as $1.50 a pack, but a substan-;
“tial.portion; of the increase would be
. captured by the Government in the
form of penalties if- smoklng by teen-

. agers did not drop sharply. .

The study also assumes that the
_cigarette companies will enjoy a $50
billion tax break that was part of the

July "balanced-budget accord. But .
‘both ‘houses of Congress have voted -

to rescind the tax break.
Trade commission officials said
that repeal ‘of the tax break would -

- reduce long-term industry profits by -

an unspecified amount.

*. -* Robert Pitofsky,the trade

.mission chairman, said that the June
accord conf an antitrust ex-
emption that would allow the clga-
rette makers to “jointly confer, co-
ordinate or act in concert” to achleve
the goals of the settlenient. .

. He sdid that the exemption would .

permit the tobacco companies to col- -

lude to impose price increases far in

excess of those required to cover the .
annual payments of roughly $15 bil- -

lion required by the proposal. .
. “"Taken. at its worst, this exemp-

tion would allow the companies to get-
_in a room and decide among them-

selves what Is the best level of prices

and what is the appropriate level of -

profits,” Mr. Pltolsky said. -

. He noted that such collusive activi-

ty was ordinarily.a violation of crimi--

nal anti-trust statutes.
‘Representative. Marty * Meehan,

- Democrat of Massachusetts, wel-

comed Mr. Pitofsky’s conclusion that
- the anti-trust exempuon ‘was . too
broad.

‘“‘We now know that the éxemption

" provides the industry with benefits

_that go far beyond the original justi-
fication,” said Mr. Meehan, co-chalr-"
man of the Congresslonal task force .
.on tobacco, whlch requested the re-
port.
Separa!ely,
- showed that a large majority of the
public doubted that -the proposed
agreement would significantly re-
duce the number of teen-agers who
smoked: Only 19 percentofa national -
sample of 1,051 adults surveyed late
-last week "sald they ‘beliéved the
accord would reduce the number of

- teen-agers who begin smoking.:By a

2 to 1 margin, the respondents — half
of whom were current or former

smokers — said that the Govern-
‘ment and the tobacco industry could .
not take steps that would significant-
Iy reduce tobacco use by mlnors

CBS_ ‘News poll .

Waslungton CIasses Start

After Roofs Are Repazred ’

WASH!NGTON. Sept. 22 (AP) -

Schools “here opened today three
weeks late, with new roofs, tighter
security, longer days and stlﬂer aca-
' demic requirements. N

Classes started later than those ln
most of the rest of the country be-.

cause roofs were being-replaced on

54 schools. The schoo] day has been

‘made 30 minutes longer to make up
for lost time. .

Julius Becton,. the lztstrlc.t ql co
.lumbia’s -schools - superintendent,

said new roofs and other repairs .

should help reduce fire-code viola-
tions that interrupted classes ln re-
cent years.

. He also announeed . readlng pro-

gram Intended to Insure thdt a)l chil-’

dren are reading by the thlrd zrade.

Treasure Hunter F' n.ds
Lost Preszdentml Yacht

ASSATEAGUE
Sept. 22 (AP) —'A salvage operator
searching for sunken Spanish treas-
ure ships in the shallow waters off-
Assateague Island has instead found
_a plece of' American history. - i

Using a magnetometer on Sept. 8,
the salvor, Ben red
the Despatch, the yacht of:. Prest:
- dents Rutherford B, Hayes, nges A
Garfield, Chester, A, Arthui} Grover
-Cleveland and Benjamln Harrison.

The yacht, bullt in 1873, ran
aground and sank in stormy weather
off Assateague in 1881, All members
of the crew, who were the only onw
on board, survived. .

lSLAND “'Va, -

l

An anlcle in Buslness Day on Fl‘l-
day about a surge in the shares of -
the Bankers Trust,New York Corpo-
ration after comments by an analyst,
Thomas ‘Hanley of UBS Securities,
misidentified the forum. ln 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 the CNBC. cable net--

work; - Mr. Hanley himselt dld not -
appear on CNBC o
‘s . .

" An artlcle in Buslness Day on Sat-
urday about legislative proposals to
overhaul the Internal Revenue Serv-
ice referred incorrectly to a plan for
an oversight board. It would com-
- .prise appointees from government,
education. and” buslness not exclu-
sively buslness

"~ A front-page article on Friday
about a proposed combination of
. Coopers & Lybrand and Price Water-’
" house misspelled the surname of an
accounting protessor at the Wharton
School of, the Umversny of Pcnnsyl

The New Pork Times

TUESDAY, SEPTEMBER 23, 1997

Corrections. RN

. b\f ‘-
vanln who commented.*
Knutson, not Knudsen.

A chart in Business: Day ranklns'

" the Big Six public accounung firms:
‘on several measures, included some °
_incorrect’ figures. supplled .Bowr,

man's Accounting Report tor l:‘.rnst T

& Young and thus ranked the' firms: :

- incorrectly in several categorles A
ay-' on’

mbuc. ¥

'019'"" il

“Webbed Feats,” bertprmed tq,Bry- <
am Park in Manhattan' op Weq:xee- :

corrected - chart appe
page DZ -

L
A dance review on Frlci

day, misidentified - the prndpcers

They were the Bryant Park Restora-.

tion Corporation and °, Stephan.
Koplowitz & Company, not, Danclng
-in the Streets. .. e

A fnlm Teview on Frlday about “ln
and Out,” starring Kevin Kline. and

Joan Cusack, misstated - Debbie:’
Reynolds's role. ‘She plays the moth~
er of the high school teacher por- -

trayed by Kevin Kllne. not l.he moth-
er of his hancée

e 1s Peter -




- handof President Clintor and those nn
" Caplted 1t who are demandlng i tougher
* settleent. The orighinl denl, steuck e
. tween tubieo comnpanien, stale aflorneys

- industry profits from $36 bll(lqn to as much
" " as 8123 billion over the fife of’ the settle-

| FTC Criticizes Proposed Tobacco Acord |

Kers | goals without viclating antitrust ws.

* Staff Reporters of Ty Wais. §:

" hig profits ' that' would (far exceed (he
" penalties the pact would impose. *

. * nles,” FTCChairman Robert Pitofsky sald. 00 much leeway to boost profits. “Prices
yesterday. He found
- broad antitrust exemption especially trop- hoW much and where is

- Willlams, refected the FTC's report, say-
. Ing ltis "highly speculative and misses the

P int0years. If the

_{ry tax exemptlons are enacted. .

- : : .« . The FTC also saia ;:r:‘gnrel}t_el Kers

} . . * ‘could end up paying significantly less
rofits the 3635 billion envisioned under the.

A'gency Wams Blg P ° roposed settlement because the payments

Would Exceed: Penalties repoeoas part to annual snles, which .

1 . - ure expected to decline as consumer prices

Included in- Settlement . rise. Richard Lugar. the Indiana Repubii:

: B " cun who Is chalrman of the Senate Agricul-

' -.. ture Committee, one of the panels likely to
shape tobacen legislution, said Congress
~will want sufficient funding of state and
frderal public-health ecosts caused hy
stoking.™ . S

Last week, President Qlinton eatied tl'ur

- thanges in the proposed settiement, de-
manding that the Food and Drug Admin-
‘istration be authorized to control nicotine
levels in tobaceo products and calling for -
price increases o as much as $1.50 a pack -
Jo attack smoking among youths; .

By Jorix R. Wrixr.
And Jeyreey. Ty
"PY Jot HKAL

WASIINGTON — Thee Fesloral Trade
Commission - shamply  eritwzed e pro
posed national Jobacco seltlement, con-
tluding that cigarette makers could reap

The FTC's reaction strengthens the

T The prigeasasd seltlenuent Is 'lu'lu_u n
. Mewse Turn tu Pvup: AV, Olomn 3 .
Conlinued From e

general and public-health advocates on

- June 20, calls for the industry to pay $368.5 ¥iewed on Capitol HILI; which must come to

: O " terms with the president and pass legisia-
3:'53:3&?3%:&'."’ slal.es cosu . tion for l'!s provisions to take effect. Con-
“"Clgarette prices are likely torise more , RTesS "';" llelfpectled 10 begin the process in
than the amount of the annual payments, "":" l‘;"" r}}é,‘ 'g'der"htot .uld i
and as things now stand, vast additional \ ut the, ol d-’ - Pltolsky said price
revenues Will go o the tobacco compa- INcreases could give tobacco companies
~deal's~ Per pack ought 1o go up. but the question Is

the proposed deal's | : ",‘fw money golng to
blesome, . saying It would. give tobacco . 807" he said. “Even without the antitrust
tompanies immunity from price flxing and ~ €xemption, if prices rise $1.50.a pack, that

let the largest grow stronger while squeez- gg:":f:d‘.’,:’r‘,f‘"““" that-dre not yet

ing out smaller players. . . -

h . Richard , & plaintiffs attorney

- The FTC found that the plan could boost represenllngs?:v?r:l'mles that sued tha
Industry, said, “The intent of the settle-..
ment was (o give the industry an exemp-
tion only tb the extent nece -to
§ i fund the settlement. If the provision is too

“This study shows that the tobacco broad, we'll work to narrow it.** He added

seltlement is an.even better deal for the - that the scttlement agreement ‘was g
Industry than anyone had imagined,"” said “term sheet’
-Rep, Henry Waxman. a California Demo- of legisiation, -
crat who asked the FTC -to. study ‘the Moore Rejects ‘Collusion’
proposed settlement. He said the antitrust Added Michael Moore
exemption is among many provisions. that the lead negotiator for the
will have to be changed as Congress.dralts general, sald

tobacco legislation. . . : . .

) : -collusion.”
-A tobacco-industry ‘spokesman. Scott - Mr. Moore said. however, “'We glways

. thoughr!I tobacco companies ‘would raise
k - prices higher than what they had to for the -
int, which is that the price Increases in ; -
m settlement are designed to maximize settiement, but truthfully we thought that

ment. depending in part on whether indus- -

v

stale attorneys
**We're certainly not for any

He sald thé report “is'based on assump- serspective.

Abaaad pantes are willing to work with the FTC to
a narrow. the antitrust ‘exemption. As

-drafted, It would

of the cost of tax Increases, - . . permit tobacco compa-

"'The settlement

calls for reduttions in
Yyouth smoking of

30% Infive years and 60%;
industry fails to meet the
targets, the pact would impose penalties of
.8s much as 2 billion a year, which would
probably be passed along to customers in
the form of further price increases. The
‘payments would also be tax-deductible,
and the industry could apply for refunds.

concert” to reach
Including eliminating billboard advertls-
Ing and vending-machine sales. The com-
pabies, the attorneys said, believe they
need the exemption to carry out these °

' President Clinton has said he wants to :

toughen these penaltjes. The pact -also .
Includes an exemption from antitrust Jaws ]

- that would allow cigarette companies 1o

“cooperate on raising prices.

mherthanadetall_edpleée_

Mr. Pitofsky said the provision,
though possibly not intended : . . would -
allow the tobacco companies to .
their behavior and raise prices far 1n .
nwu-olmmhm .
payments nghep the. extra

- But
“al

i passed on to consumers ' -
mare than government-required price in- -
g-nlzu. muhlnpmha&%ﬁw

R S
- tomers are ve (o :

tion's effect “has been: completely over-
m.-“undpmldutbﬂnduluvvlm' -
beneflts-“that go well bayond the eﬂm
Justification.” Indeed, the Democrat: ’
usetts sald the
make the required
 Republican
“as chalrman of the
mitee will play )
legislation, sald he Is working with Ohlo
Republlmnwnbem.dl:ﬂmnd,me ‘
Senate antitrust subcomimitee, to ensyre
-that “any-necessary antitrust exemption
will bé narrowly to accomplish the
::zulatlve goal of reducing [youth) smok-
g R
" Separately, Brooke Group L ‘s Lg-
gett Group Inc. unit sald it settled Ne- .
vada's tobacco-related Medicald-reimbur-
sement claims. Nevada is one of several
mles_thatmednmlmmlmwm- ’
panles (o cover bllllons of dollars i Medie-
aid costs. Among the terms of the settle-
ment, the unit will put an added warningt -
on its packs stating “smoking’is addie- .
‘t’llv:‘; nndmureed lopay‘::omud: as 2.5% .
s pretax earnings a seitlement. .
lund(orlhenextﬁmn. O P

of Mississippt,

" . the reduction In underage tobacco use.” *35 8 gvod thing from a publlc-ipealtlj -
- Industry fawyers say the tobacco com- -

~ nles "t jointly confer, coordinate oractin. -
the settlement’s ‘goals,

i ey ’
it R

IR
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Meelian said the exemp- .-
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Deal could be.‘wmdfaufombacm

: proposed tobacco settlement could

*eral Trade Commission
‘The report, requested by a group of. o

. 8125

- exemption to recapture double the cost
.. of the deal.”- - o
- “The report raises the quesuon of

nx Samuel Goldrelch :

Pﬂce-ﬂ)dns ememptions under the
ve the industry a $123 billion wind-
all over the next 25 years, according to
a study released yesterday by “tlha; Fed-

tobacco critics in' Congress,

ests
that the nation's top five tobacgggzm J

easily can afford to sweeten their offer
ors3685bllllonoverthenen25years
. to settle health liability lawsuits filed

40 states and thousands of private

Cigarem rices are likely to rise *
more than the amount. of the annual
ﬁyments, ,H'C Chairman Robert

‘As things stand now,
vast-a dltional revenues would go m

the tobacco companies”
. 'The tobacco.deal, whlch President -
- Clinton last week said Congress imust. a

- strengthen to boost cigarette prices -

and reduce underage smoking, would
create an unprecedented antitrust ex--

~emption to allow companies to set
) rrices and decide on approprlate proﬁt
: levels, he said.

Mr. Cliriton inslsts that any tobacco
deal must force a $1.50.jump in.the
price of a package of cigarettes over .w|
the next 10 years to discourage teen- raise

age smokers. He called for a combina- $1.50

tion of price increases and “penalties”

“Based on tobacco companies’ past
. history of tacking on premiums when

“taxes:go up, they probably would use
—the antitrust

exemption to boost prices..
. far be; ndwhatlsnecessarytomake
annual payments under the settlement
. proposal, Mr. Pitofsky said. '

l-‘l‘Cnnalystssald the priceof apack -
. of cigarettes would rise S7 cents to _

$2.47 in five yedrs, without the anti-

“trust exemption -included in' the to-
. bacco deal. Butif price-fixing rulesare .
] ;vai;ggz the prlce could jump to $3.04°

'I'he report esnmated that tobacco

industry profits would drop about $15 .
- billion over the next 25 years if they
simp)y passed to smokers the cost of.
pttlement. But profits could soar - -

billion, if the industry uses the

" 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, whlch
operate under similar price-fi
emptions, government agencies

the power: to set prices and profits.

. E'om page 36

DEAL

representative J.
Phil ton last week thatthe * -
deal already-would achieve a $1.50
m in the price of cigarettes if
and wholesale markups are
dded to the 62 cent-per-pack in-
ed for under the settle-
ment.. He said it would “certainly | -
be unacceptablé to try, to raise the | -
financial terms of this agreement”
Jonathan . Baker, the FTCs di-
rector of economics, dismissed the
‘notion that the 62 cent cost of the
nireement alone would cause
olesalers and distributors to
the price of clgarettes by
per pack. .
“lt'b not plausible, given the

"if targets t0 reduce underage smoking: nompeﬂﬂveness of the dlstrlbuﬁon .-
- are not meét but did not address raising indu.m-y
federal excise taxes. -

_- au; ngw- | } _=

SEPTEMBER 23, 1997

s
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Tobacco critics immediately seized
on the report to support demands for
_stiffer penalties and higher taxes to en-
sure that the industry does not get a
windfall.
: “The FI‘C report shows’ that the to-
¢ bacco companies are likely to make
" evenmore money fromthe US. tobacco .
" market under the deal than 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 DEAL, page B10.
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. cigarettes.””

. could actually increase industry proft
T2centsa WIET & B P
Reed, director of the President’a Domestic Policy

Economic Scene

Tobacco mi'ght_. thrive with a

'$1.507'a-pack rise for cigarettes.

‘@S the tobacco-industry playing Brer Rabbit to -

President Clinton’s Brer Fox? The President’s
assertion that if necessary, the price of ciga-

" rettes should rise by $1.50 a pack to deter teen-age - -

smoking evoked bitter denunciations from. Big

Tobacco. *The industry should be not held solely

accountable for social behavior that neither it, nor

the Government, can control,”-read the clgarette

‘manufacturers’ collective response.

But a close look at Mr. Clinton’s demands sug-

gests that the industry coiild live — conceivably

_thrive — with the consequences. Jeremy 1. Bulow,

an economist at the Graduate School of Business
at Stanford University, calculates that.a settle-
ment on the President's terms would cost the

tobacco companies less than the continuing uncer-
tainty, aver legal liability. **The best estimate now

is that $1.50 a pack would increase the market’

value of tobacco stocks,”” Mr. Bulow argues..

. e ® °

*Reducing’ youth smoking is the Administra-
tion’s bottom line,” President Clinton said. **One of
the surest ways” to meet the Administration’s
goal of a 60 percent cut in teen-age smoking over a
decade, he added, is to *‘increase the price of

Since teen-agers have less money than adults
and are not yet addicted to nicotine, their con-
sumption of tobacco is more responsive to price
changes than that of aduits. Nortietheless, to cut

" teen-age smoking by 60 percent would probably

require a $1.50 price increase.

The combination of taxes arid penaities biilt into

the griginal settlement proposal — a proposal the

Federal Trade Commission staff argued this week.

pack..When & réporter. #sked Bruce N.

.

Peter Passell - -

S

M

]

)

Neaige Asclu

Council, whether. the Adlﬁlnlstfadon’s ap;rﬁach :

would double the 72-cent penalty, Mr. Reel said it

. would. That, in turn, led to the speculation Zat the
. President’s approach would have doubled e cost

of the original settlement, to about $700 bizion.
But Martin Feldman, a tobacco industry zaalyst

_at Smiith Barney, begs to differ. He notes Btat the’
72 cents does_not inctude the 15-cent-a-pzck in-

crease in the Federal excise tax-on the books for
the year 2002. Nor does it include future increases
in state taxes, or in markups by retailers. £11 told,

Mr. Feldman estimates that the abandoned settle- -
ment would have raised the price of a pxck by
- $1.45 in just five years — almost as much as the

President's proposed maximum incredse over a
decade. * - : S A
- Mr. Bulow of Stanford expects- there is more

daylight between the. cost of the two proposals -
‘than Mr. Feldan argues because competition

would prevent retailers from “fattening thefr

markups significantly. Nonetheless, the university

economist is “confident that cigarette muakers
could live with measutes that-would incresse the
supermarket price by $1.50 a pack. = ° :

"Mr. Bulow's concluston is baséd.on the idea that

the cigarette makers’ goat is to maximize the total -
return for stockholders. He. cites estimates by

-Gary Black, a tobacco analyst at-§anford C. Bern-
stein, fhat the domestic tobacco' businesses of

.. Philip ‘Morris and RJR Nabisco are currently .
valued by the market at just one-third what they
would be worth in the absence of uncertainty about
future Jitigation and regulathn. -

He gstimates that a tax of"$1.50 a pack would
reduc;;lgar_ette consumption by about one-third.
The l¢st sales would mean a more-than-propor< - *
tionate fall in profits, but Mr. Bulow estimates that .
part of the costs of the settlement would- be

- recouped since marketing costs would alsofall. On .
balance, he calculates that a $1.50 tax would pare
the industry’s $5 billion annual profit by a bit less
than half. . S I '

e - o ) .

hoped for. But Mr. Bulow. reckons that it is better.
than living with the current fevel of legal uncer-
tainty, which has reduced the market value of the
business by two-thirds. And since the Administra-
tion appears eager to set goals in terms of reduced -
youth smoking, rather than reduced smoking over !

- portion of the lost profit..

_ For example, Mr. Bulow expects that an in-°
crease in the minimum legal smoking age to, say,
19, would deter teen-age smokers, yet have little
effect on adults in the near term. So by supporting -
tougher restrictions on access to cigarettes, the
companies might get away with a saller tax that
cut less ‘deeply into profit$ from sales to -adult
addicts. . - S -

Concentrating on youth smoking directly has a |
social advantage, too. Smokers, on average, have
lowerlnoomaﬂnmnonsmokers.Sorelymgmm; :
on direct regulaﬂono_fyouthsmoklngmdlu’son-
cutting demand with, across-the-board ‘price in-

. creases rediices the regressivity of the policy. It
wouldbea'xhametb_pu;pomdtheburdg:;of}l_xe
antismoking_settlement on ‘the backs bf adults

" earning less than $10 & hour,” Mr. Bulow sald.";

- thd DRI PRI - - P

o

' That is hardly what the cigarette companies . '

all, the companies may find ways to salvage a * .




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
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.

\\/\,D\Z/'Z —



The USDA considers the proposal a reasonable if generous starting point for negotiations.
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HEADLINE: Baesler reassures tobacco farmers
Settlement need not be a disaster, he tells them

BYLINE: AL CROSS, C-J Political Writer
SOURCE: STAFF
DATELINE: FRANKFORT, Ky.

BODY :

Farmers worried about the proposed tobacco settlement should see it as an
opportunity, not a calamity, 6th District U.S. Rep. Scotty Baesler of Lexington
said yesterday. ,

''I think this settlement will give us the opportunity to lock in the future
for the tobacco farmer,'' Baesler told the legislature's Tobacco Task Force.

But he told the lawmakers that Congress won't act on the settlement this
year, and in an interview he said Congress probably won't approve it in its
current form because both pro- and anti-tobacco forces are seeking changes.

Baesler also said he expects his fellow tobacco growers to get help from
President Clinton, who angered them by regulating nicotine as a drug - one of
the issues that makes the settlement dependent on congressional approval.

Meanwhile, representatives of 15 states and Puerto Rico met yesterday in
Indianapolis to discuss ways to divide the proposed $ 368 billion tobacco
settlement negotiated by tobacco manufacturers and attorneys general of the
states that had sued to recoup the cost of tobacco-related health care.

The deal has left tobacco growers ''very, very discouraged, '' Democratic Rep.
Tom McKee of Cynthiana told Baesler, a fellow grower. ''A lot of them think that
it's over, and I try to emphasize that I don't think it's over, and I think
you're telling us that.''

McKee said growers' apprehension about the future of their crop, andethis
year's bad weather, has been felt at Wal-Mart in Cynthiana, where the manager
told him, ''Business is terrible.'' .

''He said, 'We had a staff meeting this morning, and we concluded that it's
the uncertainty of the future of tobacco - and at this time we hadn't had any
rain - and the uncertainty of the size of the crop.' Farmers haven't spent
anything except what they have to.''
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Baesler replied, ''I am bullish on the tobacco market'' - so much that he
recently bought additional quota. ''I'm bullish on it because I think this
settlement will give us the opportunity to lock in the future for the tobacco
farmer. '

Baesler, a Democrat running for the U.S. Senate, repeated what has become an
article of faith for tobacco-state lawmakers - that no settlement will pass
without protection for growers, which could put an end to the congressional
battles over the government help they get.

In the interview, he said chances of the settlement's passing in its current
form are ''50-50 or less'' because anti-tobacco forces '‘'are really going after
it'' as inadequate. .

Just what protection growers will get is far from decided, partly because
different kinds of growers want different things.

Large North Carolina growers of flue-cured tobacco are interested in selling
their quotas as part of the settlement, but that has little appeal in Kentucky,
where burley farmers are more numerous but have smaller quotas and are more
interested in guaranteeing a stable market for their crops.

''Flue-cured growers could buy a Winnebago'' with a buyout check, while ''we
could maybe buy some gas to go in it,'' Danny McKinney, chief executive of the
Burley Tobacco Growers Cooperative Association, told the task force.

However, McKinney suggested that the growers would eventually find common
ground. He said four or five proposals have been floated and ''I don't see any
of us that far apart.''

Baesler said he and 14 other House Democrats from tobacco states have met
with Clinton administration officials to discuss ways to protect growers and
will make a proposal by the end of next month.

He said the plan is likely to resemble one offered by Kentucky Sens. Wendell
Ford and Mitch McConnell, which includes various economic guarantees for growers
and changes in the federal tobacco program.

Baesler said that - based on assurances from Agriculture Secretary Dan
Glickman, Health and Human Services Secretary Donna Shalala and Clinton's
domestic-policy director, Bruce Reed - he thinks Clinton will support such a
plan.

Clinton said when he issued the nicotine regulations almost a year ago that
those who favored them had an obligation to help farmers who would be hurt by
the regulations. :

LANGUAGE: English - .
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The Proposed Tobacco Setilement
Position on Inclusi?n of
Quota Owner & Grower

While we believe it important to come to some agreement on current tobacco negotiations
haﬁmelymnnﬁ,hraminsoﬂhemnimpmtmcemmogﬁzemdpmﬁdcadeqummm
of compensation for those cngaged in the production of ail types of tobacco in the United States
end especially those who own tabacco production quota beginning at such time as the production
and price of tobacco, or some combination thereof, declinés to an esteblished trigger level
detemﬁnedbyaboardrepmmﬁngﬂwbenimamafﬂwsegmmandquou OWNETS.

Ncgotiations must indude provisions that will accomplish the following:

1. Maintain and enhance the current Federal Tobacco Program.

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

3.0btah£ommimunﬂommbaccommpaniestopumhaseGOOMJHonpomdsofU.S.
grown Flue-Cured tobacco annually. -, R

4. Provide from the seitlement not less than $781 million per year for 8 years totaling
$6.25 billion, gpecifically earmarked for transition payments, quota retirement and
equity reductions. |

. Provide the same immmity or limitation of legal liability for tobasco produccs, quota
owners and producer associations as that afforded tobacco companies.

6. Provide the sbility to make program changes as necessary through a referendum
approved by a board representing tobaoco growers and quots owners. '

Indtse&lpnemagtwnmgﬂmemducuomeieyanduuoﬂrﬂypaofU.S.mbmo

would be compensated at 2 rate equal to provisions agreed to for flue~cured tobacco growers in
the U. S. _

. Prepared September 10, 1997
NC Department of Agriculture & Consumer Services
Jim Graham, Commissioner

VT ~
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DRAFT September 10, 1997

A Revised Youth Look-Back Surcharge

The proposed look-back surcharge of the Tobacca Settlement carries insufficient
incentives 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 establishing a two tier system with non-linear penalties related 1o 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 annual payments). The penalties of the second tier will be
of significant magnitude and would likely boost the per pack price dramatically in the event
underage use does not decline as targeted.

The new structure would maintain the broad features of the 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
information could be attained. Surcharge payments would be paid in the year following the
survey vear as specified in the

settlement. However, there would be Underage Daily Clgarette Smoking Percentages and Targets

no abatement or double-count Michigan Survey Data and Settlement Look-Bask Targets
adjustment and payments would not Percent
ualify for tax deductibility @
q . . History Oviginal path
"\ freen eettioment

The chart shows the projected paths for
the underage teen smoking percentages 5
for (1) the original settlement structure

and (2) the settlement with the new
look-back surcharge structure. Under 10 -
the original settlement, the teen use
percentage was projected to decline
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A Revised Youth Look-Back Surcharge

The proposed look-back surcharge of the Tobacco Settlement carries insufficient
incentives 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 establishing 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 annual payments). The penalties of the second tier will be
of significant magnitude and would likely boost the per pack price dramatically in the event
underage use does not decline as targeted.

The new structure would maintain the broad features of the 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% (vear 10). However, the survey
would be expanded to determine the brands used by underage teens so company-specific
information could be attained. Surcharge payments would be paid in the year following the
survey year as specified in the
settlement. However, there would be Underage Daily Clgarette Smoking Percentages and Targets

no abatement or double-count Michigan Survey Data and Settiement Look-Back Targets
. Percant
adjustment and payments would not i
qualify for tax deductibility. History Original path
K from eettlement

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 10 -
the original settlement, the teen use
percentage was projected to decline
from the recent high levels of about 18 sl /
percent to about 14 to 15 percent.

15 Base = 15.2%

Se

Under the new look-back structure, Use reduction targets

teen use is projected to decline to N 1 | L
below 12 percent. 1991 1993 1995 1997 1900 2001 2003 2005 2007 2009

The reductions in e Lise shown result from the effects of the prica increases via the tsen
e'aglidty of demard: cther provisions of the ssitterrent are assumad (o have no effect.

The New Structure
Ti - -speci

The look-back structure in the settlement suffers from a potential free-rider problem in which
individual 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 share. To
address that problem, company-specific penalties are specified as follows:

% Points of Shortfall from

__Targeted Reduction Penalty per underage user*

0to 30 $840
>30to 50 $1280
>50 $1680

*As derived from the weighted average 13-17 year old user percentage from the Uniy. 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 of the present value of the profits a
firm would expect to receive over the life of a teen smoker adjusted for the elimination of the
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.

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 that
underage use did not decline, the penalties would lead to large cost and price increases that
would deter underage as well as overall smoking.

% Points of Shortfall from

— Targeted Reduction Penalty per percentage point

0to 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 of the 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.

004
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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 that tobacco firms will actively participate in reducing underage teen
smoking. The following revised structure for the look-back surcharge addresses those
shortcomings by establishing 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 annual payments). The penalties of the second tier will be
of significant magnitude and would likely boost the per pack price dramatically in the event
underage use does not decline as targeted.

The new structure would maintain the broad features of the 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

~ information could be attained. Surcharge payments would be paid in the year following the
survey year as specified in the
settlement. However, there would be Underage Daily Cigarette Smoking Percentages and Targets

no abatement or double-count Michigan Survey Data and Settiement Look-Back Targets
adjustment and payments would not ::m
qualify for tax deductibility. History Original path
. . from settiement
The chart shows the projected paths for : / o SP 4
the underage teen smoking percentages ' [ Baso=16.2% | ™. /
for (1) the original settlement structure R
and (2) the settlement with the new

look-back surcharge structure. Under 10 -
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, Use reduction targets
teen use is projected to decline to N N 1 | L L
below 12 percent. 1991 1683 1605 1997 1999 2001 2003 2005 2007 2009

Tl'nemducuonalnMmua:hwnmamtmneﬂedsdmspﬂmhmmhlm
elasticty of dermend; other provisions of the satiement are assumad to have no effect, \;,)
-, v
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The New Structure /% "K\’\\\\ R :
Ti -C -speci

The look-back structure in the settlement suffers from a potential free-rider problem in which
individual 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 look-back W W
surcharge would be paid by all firms according to their total (primarily adult) market share/” To !

address that problem, company-specific penalties are specified as follows:

% Points of Shortfall from

. —Targeted Reduction Penalty per underage user* A

. O
Y W 0to 30 $840 NP <
@U » J\J\\&F >30 to 50 $1280 \ RN

@ >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 = $1680.

These escalating levels of fines represent increasing multiples of the present value of the profits a
firm would expect to receive over the life of a teen smoker adjusted for the elimination of the
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.

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 that
underage use did not decline, the penalties would lead to large cost and price increases that
would deter underage as well as overall smoking.

% Points of Shortfall from %\ O
s of Sl §
T ti Penalty per percentage point ‘
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 of the 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.
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Tobacco issues

1. Do you support the settlement?

Should bc support settlement or instead press congrfy/tj 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 free choi ults

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

International trade

rotect growers

/
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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 Ebo/a), and maternal conditions
combined. In fact, early in the next century, tobacco will be the leading global
cause of premature death and preventable iliness. Through HHS, and in
collaboration with multilateral organizations, the United States Government (USG)
should seek to mobilize the international health community to reduce the
consumption of tobacco products, particularly as it affects the health of children
and youth.

Il. Objective

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

lll. Plan to Achieve the Objective
A. Domestic Elements

Issue a Presidential decision directive, similar to the directive on emerging
iinfectious 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, partlcularly in developlng countrles
s ,g_, o
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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,
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 public 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.

: WHO Support global strategies, such as WHO'’ s Tobacco or Health PIan of

r.> : Promotmg the deve opment of self-sus a|n|ng tobacco contro ;unlts by
@ supportmg country missions that place public health experts at heaIth

-



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 multilateral 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 health 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

olutior .ofithe. fundlng issue,.initiate dlscussmns with the World

AR

‘Bank' and'regl naI'MDBs to lay the groundwork for a feaS|bIe Ievel of
e cooperatlon 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 with 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 with
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. . - - .- ' _ :
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SUMMARY OF TOBACCO SETTLEMENT SPENDING PROPOSALS

Spending Category State AG Proposals | Current Federal Other Proposals Comment
Efforts
Research New $25B research | HHS FY97 funds: | Increase HHS tobacco-related Much high-quality research could be funded
“trust fund” ($4.8B in|] $142M on research by $1.3B a year -- more | within $1.3B a year of new funds.
‘03.) “smoking & than double current efforts.
health” and $1.3B
on diseases
frequently linked to
smoking (e.g. lung
cancer, stroke..)
Prevention/ New national anti- HHS FY97 funds: | Moderate settlement funding. Studies show prev/ed programs can reduce
Education smoking ad campaign| 2 state-based Consolidate funds for state-based | smoking, but not as well as tobacco price
($600M in “03), prevention and “Reduced Use” grants into increases. Efforts should be aimed at youth
increase funding for | programs ($30M) one grant program. Target funds | since most smokers begin while teenagers.
HHS state-based and school-based for school-based smoking State grant programs proposed may be
programs ($100M in | tobacco prevention | prevention activities, not explicit | duplicative.
‘03) and create new | activities ($15M). in settlement.
“Reduced Use” states
grants ($300M in
‘03).
Cessation New national No specific Federal | $300M a year for cessation- More cost-effective to prevent smoking than

cessation fund ($1.7B
in ‘03) to finance
cessation counseling
and services for all
smokers trying to
quit.

program. Cessation
services are
optional Medicaid
benefit which some
states already offer.

related activities, but not create
national fund. 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.

to help quit after addiction. Formal cessation
programs have low success and uptake rates,
especially among youth. $1B a year fund
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 Other Proposals Comment
Efforts
Enforcement $300M a year for HHS FY97 funds: | $100M a year assuming Aggressive enforcement activities in some
FDA and states to $16M on aggressive enforcement, but no | states have contributed to lowering teen
enforce minor access | enforcement. licensing requirements. smoking rates.
provisions, including | Budget increases to
vendor licensing $45M in FY98.
(similar to alcohol).
Compensation Up to 33% of base n/a Separate from payments for Not clear whether 33% of base payments is

annual payments
available for
judgements and
settlements of civil
liability cases. If 33%
cap is not reached,
Presidential
Commission allocatesL
surplus amount.

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
($1B in 2003) and/or (2)
compensate tobacco farmers
($80M in FY 2003). *

appropriate set-aside for this purpose or
whether full 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.

September 11, 1997




Proposed and Alternative Tobacco Settlement in 2003

(Assumes Repeal of $50B BBA Tax Credit and Youth Targets Are Met)

(Current $ in Billions)

Part . Payments and Revenues Assumed in Base Settlement FY 2003
Net Industry Payments 13.3
Total Net Federal Revenues 9
lllustrative Altemnative
Part ll. Spending Assumed in Base Settlement Settlement Option
Research FY 2003 FY 2003
Public Health Trust Fund 47 13
Federal Research to Discourage Tobacco Use 0.1 0.0
Sub-Total Research 48 1.3
Prevention/Education :
HHS "Reduced Use" Grants to States 03 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 05
Cessation
National Fund for Cessation Services 1.7 0.3
Enforcement
FDA Enforcement and Grants to States 0.3 0.1
Miscellaneous
Payments to Tobacco-Sponsored Teams/Events 0.1 0
Intemational Programs 0 01
Spending of Look-Back Surcharge (90% for State Grants) 0 0
State Excise Tax Offset 0 15
Offsets to Federal-Matched State Programs 0 *
Tobacco Farmer Compensation 0 0.08
Spending of Unused Civil Suit Credit for New Initiatives 22 22
Total Specified Spending 10 6.1
New Initiatives 0 29
(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 settiement 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 of the 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

Haven't heard 15 11 34 17

September 10, 1997 Page 9



#Wnaided support L o T8 | [9:.:7
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 of the 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)

September 10, 1997 Page 10



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

Accept the settlement as is
Reject the settlement

Say he will accept it if changes are made to strengthen the penalties | 33
for failing to meet targets for reduction in teen smoking and
strengthening requlation of nicotine

Say he will accept it only if major changes are made to greatly increase 14
the money that tobacco companies would pay by several hundred billion
dollars

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

0o.tough Justiaboutright
Democrats 15 44
Republicans 23 40
Independents 19 39
Men 27 32
Women 14 48

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

'Regi A gh ... Too.weak about right:;;
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.”

September 10, 1997 Page 11



47% trust President Clinton more to reach a settlement with the tobacco
companies versus 35% for Republicans in Congress. When asked to choose

between 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
settiement 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.

September 10, 1997 Page 12



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 heaith
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 settiement to the tobacco
companies, 33% do not.

September 10, 1997 Page 13
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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

Reducing teen smoking to 24
smoke

Ensuring that the government and tax payers are not paying for the 19
implications of smoking

Penalizing tobacco companies to the point they are put out of 17
business

Allowing strict federal regulation of nicotine 17
Compensating states for the costs incurred to treat people who used 9
tobacco

Compensating people who have been hurt by tobacco 5

September 10, 1997
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Raising the price of cigarettes was not seen as the most effective way to stop
teen smoking:

‘'What is the most effective way to reduce:teen.smoking;. T T
Parents playing more of a role in preventing smoking by thelr 46
children

Increase educational efforts through advertising on the dangers of 28
smoking

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?

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 of the Department of 37 73 18
Health and Human Services

| 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.
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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 of how 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 fund? 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 definition? 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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BODY:

Though many Americans have stopped smoking, multinational tobacco companies
continue to make a killing in the developing world. Record cigarette sales
threaten a public health crisis that could overshadow all infectious diseases
combined.

The fastest growing public health menace in the world isn't a disease - it's
a product. The consumption of tobacco has reached the proportions of a global
epidemic. Tobacco companies are cranking out clgarettes at the rate of 5.5
trillion a year - that's nearly 1,000 cigarettes for every man, woman and child
on the planet. Already. one person out of five is a smoker. And just as a
successful pathogen adapts to changing conditions as it spreads, tobacco is
proving adept at exploiting new markets. Within 25 years, tobacco-induced
illness is expected to overtake infectious disease as the leading threat to
human health worldwide.

Big tobacco owes its growth in large measure to its promotional strategies.
The industry is dominated by seven multinational companies, which in 1995
accounted for almost 45 percent of global cigarette sales. (The largest
cigarette producer of all, the China National Tobacco Corp.., accounts for 32
percent of global sales: but because it sells only within China, it has little
influence on the international market.) The sophisticated, big-budget marketing
strategles used by the multinationals - especially Philip Morris,
British-American Tobacco and R.J. Reynolds - are increasingly setting the pace
for the industry as a whole. In many parts of the world, tobacco marketing now
involves a comprehensive mix of ads, sponsorship of cultural events, subsidized
farm projects - even campaign donations.

The results mean addiction now not only for smokers but alsc for governments.
Tobacco sales and the tax revenues they generate often create a high degree of
economic dependence. But this is a false economy: for every 1,000 tons of
tobacco produced, nearly 1,000 people will eventually die from tobacco-related
illnesses. Worldwide, these {llnesses are estimated to cost nearly $ 200 billion
a year in health care expenses and lost productivity.

It is the growth of tobacco use in developing countries that will soon make
it the world's leading killer. Richard Peto, an epidemiologist at Oxford
University's Imperial Cancer Research Fund, calculates that tobacco killed 3
million people in 1995, 1 million of whom lived in developing countries. By
2025, Peto estimates, tobacco’'s annual death toll will reach at least 10
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aillion. More than 7 million of the victims will die in developing countries - a
700 percent increase in just one generation. If present trends continue,
according to the World Bank's 1993 World Development Report, tobacco-related
deaths will in 30 years' time exceed the death toll from tuberculosis.
AIDS-realted illnesses and complications in childbirth combined.

At one time or another tobacco multinationals have targeted most of the
jlobe. In the 1960s, the industry focused on emerging markets in Latin America:
in the 1980s, it turned to the newly developing nations in Asia; today it is
focused on Eastern Europe. Africa and China.

But the off-shore expansion coincides in large measure with rejection at
nome. Beginning in the 1970s, the U.S. domestic market began to shrink in
response to growing public awareness of the dangers of smoking.

So the tobacco companies found themselves facing a stark choice: either
continue to compete with each other for shares of a shrinking ple or build
narket share abroad. So In 1981, three companies - Philip Morris, R.J. Reynolds
and Brown and Williamson - banded together to form the United States Cigarette
Export Association. The association turned its attention to Asia, in a bid to
>pen closed markets under the banner of free trade.

Aggressive marketing, direct exports, the creation of overseas subsidiaries
and more intense local competition have scaled up tobacco markets throughout the
developing world. In the mid-1970s, 41 percent of the world's cigarettes were
consumed in developing countries. But that proportion jumped to 61 percent a
lecade later and is expected to hit 70 percent by 2000. Production in the
leveloping world is rising dramatically too. In the early 1960s, developing
countries produced 53 percent of the world's tobacco; by the late 1980s, their
share was almost 7% percent.

The industrialized countries are cranking out cigarettes at record rates as
7well. The export market is the growth sector. In the United States, exports
accounted for 33 percent of cigarette production in 1996 - up from 8 percent in
1984. In 1996, the United States had a $ 5.3 billion trade surplus in tobacco.

A standard refrain in tobacco PR is that the companies are not in the export
susiness to convert nonsmokers into smokers - they are merely trying to shift
jemand from the frequently inferior domestic cigarettes to their own,
>etter-tasting, safer products. But such claims don‘t do justice to the
»romotional onslaught that big tobacco has unleashed on foreign markets.

Tobacco advertising often targets sectors in which smoking is less common. In
South Africa, for {nstance, the advertisers favor publications read by women and
>lacks, although most smokers fall into other demographic categories.

Multinational tobacco companies pursue new and inexperienced smokers with
nenthol-filtered cigarettes and lighter brands. They sometimes get into price
vars with domestic producers, a practice that alsoc tends to boost consumption
among marginal users, chiefly the young.

Many countries, both developing and industrialized, restrict tobacco
advertising in one form or another - although enforcement is often lax. But
ompanies have developed strategies to get around such regulations. They are,
for example, major sponsors of sporting events ~ everything from car races to
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tennis tournaments. They sponsor just as broad a spectrum of entertainment
events, from rock concerts to art shows. At such events. company representatives

often hand out clothes and other items emblazoned with cigarette logos - and
even cigarettes. In Malaysia. where a total tobacco ad ban is in effect., Salem
sponsors a free rock concert series where '‘cigarette girls'' hand out free

clgarettes.

Warning labels on cigarette packages probably do little. In many countries,
cigarettes are sold by the stick, that is, individually. And of course, many
customers are illiterate or too poorly educated to understand the warnings. Or
they don't read English - and for U.S. cigarettes, English remains the language
of choice for warning labels. even in overseas markets. Perhaps the saddest
irony of tobacco advertising is the use of that little block of
often-incomprehensible text as a seal of authenticity. The surgeon general's
health warning has become proof that those Marlboros really are made in the
U.S.A.

The companies benefit from a form of '’'shadow marketing'' as well.
Smuggling. principally of U.S. brands, iIs prevalent throughout Europe and Asia,
in countries that impose high import tariffs or sales taxes on tobacco.
Smuggling helps the multinational companies because it creates a kind of illegal
introductory price for their brands - far below what the legal products sell
for. This helps ‘‘soften'' the market for a bigger sales assault.

Tobacco promotion often targets the young and the poor - a strategy so common
that it can be found practically anywhere Big Tobacco goes. In Kenya, for
example, the ad medium of choice is FM radio. whose majority audience is primary
and secondary school children. In Chicago, a study based on data from the 1990
U.S. Census found three times as much tobacco billboard advertising in poorer
neighborhoods. where most residents are black or Hispanic. as it did in white
areas - a relation nearly one-third higher than would have been expected
strictly in terms of population.

Unfortunately, these targeted campaigns work. This is apparent, for instance,
from the growth in smoking among the youngest consumers. Consider the Asian
countries the U.S. firms moved into during the 1980s: In Taiwan, smoking rates
among high school students jumped from 22 to 32 percent between 1985 and 1987.
In Korea, smoking among male teens rose from 18 percent in 1988 to 30 percent
just one year later. And in Japan. 26 percent of senior high school girls were
smokers in 1990, although only 8 percent of their mothers were.

Many children acquire the smoking habit well before they reach their teens.
In Kenya, a 1989 survey found that about 40 percent of primary school children
are smokers. In Hong Kong. children as young as 7 are addicted. And in China, a
1988 survey of elementary school children in Beijing found that nearly half had
tried smoking between ages 5 and 9 and that 28 percent of the boys and 3 percent
>f the girls had smoked during the past month. Assuming current trends continue,
about 800 million of the world's 2 billion children are destined to become
smokers, according to the World Health Organization. and tobacco will eventually
<111 at least one-third of them.

Smoking is an expensive pursuit. According to a rough global estimate
jeveloped by the World Bank, feeding one smoker's habit typically takes from 1
percent to 5 percent of a family's income. In some countries the costs are
nigher. In China., tobacco sometimes absorbs up to 17 percent of household
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income and 60 percent of personal income. And in many developing countries -
from Jamaica to Ghana - households with just one smoker commonly spend more on
cigarettes than on health care.

Smoking imposes a heavy cost on societies in the form of medical expenses.
The United States spends $ 50 billion in medical expenses directly attributable
to smoking - or § 2.06 for every pack of cigarettes sold in the country.

That figure doesn't include the indirect costs, such as the economic value of
years of life lost to premature deaths or lost productivity. Smoking is very
expensive for U.S. employers, who pay out on average $ 960 per year in lost work
time and health expenses for every smoker on their payroll. If these indirect
costs are included in the bill, the total cost of smoking in the United States
swells to nearly $ 100 billion. or 1.8 percent of the GDP in 1993.

Yet many countries, especially in the developing world, have come to rely on
cigarette production and sales for revenue. In countries as diverse as Chile,
Pakistan and Sri Lanka, taxes on domestic tobacco production can account for up
to 10 percent of national tax receipts. Even countries that do not grow their
own tobacco can still profit from import duties, on the order of 1 to 4 percent
of total tax revenues. Once tobacco begins to make a substantial contribution to
the tax coffers. a government can end up just as hooked as an individual smoker.

A full accounting of the tobacco ledger never ends up in the black. The
nealth care costs always far outweligh the profits, so any public effort to build
a8 revenue base on tobacco is doomed. China is a good example. In 1995, China
reported that it took in a total of $ 8.6 billion in tobacco revenues, which
nade that industry the country's single largest domestic source of tax revenue.
8ut a study by China’'s Academy of Preventive Medicine showed that the national
costs of smoking amounted to $ 11.3 bjillion in 1993, and the bill in 1995 was
presumably higher.

If you factor in the public health expenses, tobacco is an enormous corporate
welfare scheme. And as with s0 many other harmful industries that rely on
government handouts, the system tends to benefit shareholders and company
executives to a far greater degree than the people on the industry's front
lines. The tobacco boom has not been an unqualified success for the farmer, even
in countries that subsidize tobacco production. In the United States, the growth
in cigarette production has coincided with a steady decline in tobacco farmers'
earnings as a percentage of sales. In 1957 farmers earned 16 cents for every
retail dollar of tobacco sales; by 1993, farmers' share of that dollar was 3
cents. That year. manufacturers and wholesalers made 63 cents on every dollar,
and 29 cents went for excise taxes. Even the retail share - 5 cents - was 40
>ercent more than what the farmers made.

In agricultural terms, tobacco is a crop with a mixed record. Certain kinds
>f 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 iIs displacing much-needed food crops. The growth of
imbabwe'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 Iin tobacco. 1If
converted to food crops, that land might feed as many as 17.5 million people a
rear.
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Tobacco also may interfere with the farm labor economy. Uganda's tobacco
export industry is blamed for absorbing labor: Time and effort that farm
families might have invested in food crops. child care and other more productive
pursuits go to producing tobacco.

Two years ago in Ballagio, Italy, a group of doctors and public health
authorities sat down with their counterparts from the U.S. Agency for
international Development. the World Bank and seven other international
Jevelopment agencies for a conference on tobacco. That conference produced what
amounts to an indictment of the tobacco industry as a cause of poverty and
disease and as an obstacle to sustainable development. Action on that indictment
is long overdue. The task of reform is enormous, but policy makers and
nongovernmental organizations have many possibilities open to them:

Develop anti-smoking campaigns targeted at children. Such campaigns are
probably second only to childhood immunization programs as a cost-effective
means of improving public health.

Restrict or ban tobacco advertising. Many countries already have some
regulations in place; many others - including Belgium. Brazil. Mexico and Russia
- are attempting to establish them. All bans - new and old - should have
"'teeth. "'’

~rack down on smuggling.

Dismantle subsidies for growing tobacco. Removing government support for the
tobacco industry would make economic sense. In Costa Rica, a study found that
>nce the subsidies are factored out, even a common crop like sorghum yields
aigher farm profits than tobacco.

Raise tobacco taxes. In India, cigarette sales declined by 15 percent after
the excise tax on popular brands more than doubled in 1986. According to a rough
tule of thumb commonly cited by tobacco researchers, a 10 percent increase in
cigarette prices corresponds to a 4 percent decline in the total number of
smokers - and a 10 percent decline in the number of young smokers.

Earmark a share of tobacco taxes for public health programs. Several
countries, including Ecuador, Indonesia and Korea, use part of their cigarette
tax to fund anti-smoking campaigns.

Promote disinvestment. Both individual and corporate investors should be
encouraged to sell their tobacco stocks.

Practice anti-tobacco diplomacy. The Tenth World Conference on Tobacco or
iealth to be held in Beijing from Aug. 23 to Aug. 28 offers a forum for high
>rofile diplomatic action. One useful gesture would be to support the
International Tobacco Control Convention. Already endorsed by a majority of WHO
ntember states, but not by the United States., the convention seeks to reduce
smuggling. help regulate prices and advertising and encourage the sharing of
information.

All of these approaches are based on one simple premise: Tobacco 1s addictive
and its use is therefore a kind of social disease. If a virus or bacterium were
<111ing as many people as tobacco does, it would be cause for general panic. If
an 1llegal drug were the agent, we could expect substantial government efforts
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it off the streets. But this killer is a legal product - and a very
ordinary one at that. To some extent our familiarity with tobacco has
us to its danger. Our most basic challenge may therefore be cultural:
find ways to value our public health. Once we have done that, tolerating
won't make any more sense than tolerating smallpox or polio.

We
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July 11, 1997

Attached 1s 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 funds.
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 policies and programs that are under development. As
new resources for tobacco control become available from HHS agencies, state governments, and
possibly the tobacco industry, research must guide their use.

I

A.

| L?

ANALYSIS OF APPLICABLE SETTLEMENT PROVISIONS

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

1) Reduction in Tobacco Usage. $125 million (years 1-3) and $225 million
annually thereafter would be allocated by HHS to activities 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, testing 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.

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 representatives of the public health
community, Attorneys General, Castano attorneys and others.”

Key Questions to Be Addressed and Areas for Potential Modification of
Secttlement



1) Defining “Tobacco-related Research.” There is a concern 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 Trust Fund as a mechanism for
allocating health research funds.

v

The composition of the board is an issue, including defining the
appropriate role of the State Attorney Generals and Castano attorneys
with regard to the allocation 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 supplantation . It is critical that
additional funding not be allocated to the general NIH research base and
instead be earmarked for specific program areas. A truly 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 activities of the
current NIH national 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 addition 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.

11. 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]

II1. 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 of basic 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.

4 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 patterns of use (are people getting cessation),
access, reimbursement, delivery, patient compliance, implied implementation in
health care systems, recidivism in programs, cost and cost effectiveness, and
treatment guidelines.

2. Public Health & Community: Including research and evaluation 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 initiation, 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.

4 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 distribution 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 nicotine 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.



IV.

V.

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).

OPTIONS FOR SETTLEMENT IMPLEMENTATION AND SPENDING

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.

Funding Strategy. Consideration should be given to the principle which would
provide half of the available funding 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;

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
of the cancer incidence, one-third of cardiovascular disease deaths and 90 percent of chronic
obstructive pulmonary disease. Science continues 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 opportunities 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.

VL 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
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 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 fage no greater regulatory burden than the producers of other raw products regulated by the
federal government.” [Title I, Subtitle E}. The second mention addresses the issues of
limitations on FDA regulatory jurisdiction and states: “-- Grower Limitation: FDA jurisdiction
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 quit; 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, cessation
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 times 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 effectiveness of cessation and
education programs.]

L. ANALYSIS OF APPLICABLE SETTLEMENT PROVISIONS

A. Funds Available. The Settlement does not provide prescriptive detail on how the
money is to be spent on cessation and education activities, particularly, given the
amounts of the allocations. The funding streams specified for cessatiopn and
education actiovities include the following:

> Reduction in Tobacco Usage (35.325 billion): For Secretary of HHS to
encourage current tobacco users to quit through media-based and non-media
based education, prevention and cessation campaigns.

> Programs like ASSIST (83.0 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.

4 Cessation Fund (835.5 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 cessation 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 Trust Fund.

4 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 education,
enforcement of provisions, and community-based programs.

> Public Health Trust Fund (325 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 responsibilities]
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).

2)

3)

4)

S)

Mechanisms for Decision-making, Investment and Priority Setting.
Possibilities include government, nonprofit, or a combination of different
mechanisms.

Mechanisms for Administration of Settlement Funds. Possibilities
include government, nonprofit, or a combination of different mechanisms.
The funds could be allocated into separate and distinct pots for
management and distribution, or commingled in certain areas. There are
pros and cons of each approach.

Monitoring and Surveillance Systems

Investments in Current Mechanisms and Development of New
Strategies. Priority should be given to strategies targeting adolescents

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

5



funds for successful program implementation

1L BASELINE: CURRENTLY AVAILABLE SERVICES AND ACTIVITIES

NIH ASSIST and CDC IMPACT programs have created the infrastructure for broader cessation
and education program implementation. They permit 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 of the
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)

2)

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 California and Massachusetts have had the most success
in reducing smoking).

b. AHCPR Guidelines. [Summary and reference to AHCPR cessation
document--attachment.] AHCPR has smoking cessation guidelines and is
evaluating implementation and cost-effectiveness.

¢. 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 addiction™)]

Public Education Programs. [Placeholder: Reference CDC document
on education/media] and [Placeholder: summary of data state and local
program including schools]



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.]

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).

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.

Perception of Cessation Programs. Cessation programs are perceived by some
to be ineffective and there has been criticism 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.



IV.

E.

L

Advertising. The current advertising market needs to be analyzed with regard to
strategies and cost.

1)

2)

Advertising strategies. Some research has been performed evaluating
effectiveness of media messages and advertising campaigns and, as a
result of analysis done for the FDA tobacco rule, information 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.

Advertising costs. One nicotine-replacement manufacturer spends an
estimated $120 million per year on advertising for a nicotine-replacement
product. If the successful media campaign currently being employed by
the state of Massachusetts were expanded to the entire nation, 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.

Evaluation. Monitoring and evaluation of efficacy of current and proposed
efforts have been inadequate to date.

Eligibility. Requirements for benefits are unclear. [Need data]

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.

Research on Alternatives to Current Cessation Strategies.

Affordability.

SETTLEMENT IMPLEMENTATION AND SPENDING APPROACHES

A.

Priorities



1)

2)

3)

4)

5)

6)

7)

8)

Education & Assistance -vs- Service 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 (particularly 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.

Youth Programs. Need to develop effective cessation programs for
youth (controversial, e.g., use of nicotine replacement products).

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)

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 cessation.

Matching Funds. Whenever possible means to provide matching funds
for private or local initiative should be employed, instead of creating and
funding entire 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)

Public/Private Partnerships. Develop partnerships (intergovernmental
and public/private) whenever feasible disseminate information and provide
services.

Education Campaigns. Implement new educational and public relations
campaigns

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. Government does not necessarily need to deliver
cessation products and services itself, since successful prevention and
cessation education campaigns may create a market for cessation services
sufficient to attract private investment (e.g., nicotine-replacement).
Market analysis is needed to test this hypothesis.

3) Analysis of Affordability. Can youth, minorities and lower
socioeconomic groups (i.e., those populations 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, particularly when the decreasing numbers of new smokers are taken
into consideration. It must be borne 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.



VI.  APPROACHES FOR FLOW OF SETTLEMENT FUNDING/OTHER FUNDING
MECHANISMS

A.

National Insurance Program. A national program could insure one population
(smokers) for one indication (smoking cessation).

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.

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.
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To: Workgroup, Children’s Health Insurance and Other Investments

From: Lynn Cates, ASPE

Attached please find a rough summary of the talking points from our July 8, 1997, meeting.
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 funds 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’ attorneys general negotiated the Settlement was to
obtain reimbursement for tobacco-related Medicaid expenses. Further, if the Settlement’s goals
of reducing tobacco use are successful, less money will be available in the future. 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?
(1.e., what proportion should be under federal control?)

> How should funds be distributed?
(e.g., direct funding versus via government - and, if government, 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 earn 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.

1. Public Health

2 Safety nets
Especially community health departments

> Infrastructure investment

’ Public health training
Including epidemiologists

’ Information services
Including monitoring, surveillance, and data systems
Data collection, analysis and dissemination

> Prevention and health promotion
(e.g., Healthy People 2000 and 2010)

> School- / community-based health education 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 drug
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% 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)

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 populations, 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 nutrition. 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 nutrition-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 return 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 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 initiatives

Protease inhibitors for HIV/AIDS patients
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To: Workgroup, Children’s Health Insurance and Other Investments

From: Lynn Cates, ASPE

Attached please find a rough summary of the talking points from our July 8, 1997, meeting.
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



DRAFT (July 11, 1997)

CHILDREN’S HEALTH INSURANCE AND OTHER
HEALTH INVESTMENTS

Workgroup Report



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 funds 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’ attorneys general negotiated the Settlement was to
obtain reimbursement for tobacco-related Medicaid expenses. Further, if the Settlement’s goals
of reducing tobacco use are successful, less money will be available in the future. 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?)

4 How should funds be distributed?
(e.g., direct funding versus via government - and, if government, 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 earn 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.

1. Public Health

4 Safety nets
Especially community health departments

> Infrastructure investment

> Public health training
Including epidemiologists

> Information services
Including monitoring, surveillance, and data systems
Data collection, analysis and dissemination

> Prevention and health promotion
(e.g., Healthy People 2000 and 2010)

> School- / community-based health education programs to integrate health care promotion,
prevention and nutrition education and provide comprehensive education across diseases

4 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 drug
abuse)

4 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% 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)

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 populations, 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 nutrition. 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 nutrition-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 return 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 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 initiatives

Protease inhibitors for HIV/AIDS patients



10 July 1997
NOTE TO: Gary Claxton, ASPE
From: Lee Wilson, SAMHSA
Subject: Tobacco Price Elasticities

| 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. |
will be out of town through Monday morning, but | 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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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 situation 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 $1.50 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 administration. 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.
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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 of the 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 carefully 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 of the
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 recently put it, “I don’t believe we’ve gotten that much from
litigation.”

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 truly important goal of public health. Each
of those premises is, in our view, false. And here is where much of the confusion 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 powerful but often misunderstood means of forcing parties to behave properly. 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 internalizing costs that consumers either do not fully 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 regulation has been away from command-
and-control type rules and toward incentive-based systems, which require regulated industries to
pay the costs that they cause and then leave it to individual firms to determine what to do about
those costs. That trend, which has been endorsed by President Clinton, reflects an emerging
scholarly consensus that incentive-based — sometimes called “market-based” — regulatory
systems are often superior to other approaches because they harness 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 regulations seek to prohibit or discourage
certain market outcomes, incentive-based regulations 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 underlying disease through
one or another form of incentive-based regulation. After all, products liability law, properly
understood, is one type of incentive-based regulatory system. And the claim that we “have
not gotten much” from litigation is belied by the fact that we are having this debate. While it is
true that liability laws have yet to produce a penny in damages for any individual smoking
plaintiff, it is also true 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
successful 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 properly 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 relative risks. At the same time, it would reduce litigation costs and uncertainty for
manufacturers. In light of the potential benefits of incentive-based regulation, we urge Congress
and the White House to do what is clearly the right thing: Slow down and carefully consider all
the options.

It is a mistake to view liability law as simply a method for compensating injured plaintiffs.
It is wishful 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 future. It is foolish to favor command-and-control regulation of cigarettes by the FDA
without fully 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 clearly 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 overlapping
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 of the 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 of the proposed tobacco resolution. We suspect, however, that the influence was sub-
conscious or, in any event, confused. As we’ll argue, the regulatory instruments 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 concerns that motivate many of you and that seemed to motivate some of the
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



