outcomes. The second, which Kyle will focus on, is the question of how best to regulate, if
indeed regulation is thought appropriate.

Nearly half of our manuscript is devoted to showing that the market for cigarettes is
encumbered by a variety of market failures, each of which tends to make consumers disregard
risks that might otherwise alter their behavior. We describe three general types of market failures.
First, we argue that smokers are imperfectly informed of the risks of smoking. We argue, for
instance, that they are optimistic with respect to the risks posed by products — that is, they
systematically underestimate those risks. Moreover, we show that even if consumers
overestimate or accurately estimate the risks of cigarettes generally, they do not know the specific
risks associated with specific brands of cigarettes. I’ll make clear the implications of those
conclusions in a moment.

Second, smokers do not take risks into account to the extent that they are insured for
product risks through imperfect first-party insurance arrangements. Briefly, the argument goes
like this; Consumers are insured through privately and publicly provided first-party mechanisms
for at least some portion of the risks posed by cigarettes, and those insurers rarely adjust
premiums to take into account consumers’ smoking choices — choices such as whether to smoke,
which brand of cigarettes to smoke, how many cigarettes to smoke. Insofar as consumers are
insured and their insurers fail to adjust for consumption choices, consumers can disregard those
risks of smoking. Finally, consumers will often not take into account the risk that their smoking
injures third-parties — for example, in the form of second-hand smoker — because such costs
typically are not borne by the consumers themselves.

We are by no means the first scholars to investigate the question of whether the market for
cigarettes is well functioning. Numerous economists and policy-oriented scholars have asked that
question, and most have concluded, contrary to our conclusion, that there are no significant
market failures, and that, therefore, no regulation of the cigarette market is required. Much of
what we do in the first half of the paper, therefore, is to rebut arguments of those scholars.

We will spare you the details or rebuttal for two reasons. First, the issues are too complex
to develop in the little bit of time that we have. And, second, there is really no reason to review
them here. After all, the proposed settlement is premised on an assumption that the cigarette
market has several market failures, and that regulation is therefore required. For instance, it’s
pretty clear that the settlement is intended to deal with the problem of imperfect information.
Similarly, the proposal assumes that there are insurance externalities; indeed, the AGs cases
underlying the settlement can be understood as an attempt to correct for insurance that fails to
make appropriate adjustments to take into account each individual insured’s smoking status.
Finally, there the settlement includes some provisions intended to help reduce the problem of
environmental tobacco smoke.

OK, so on the assumption that there are significant market failures, I’'m going to walk
through an extremely simple law and economics model to demonstrate the public health



consequences of the market failures and, then, the potential advantages of regulation.

Imagine a world in which cigarette markets are completely unregulated. Now imagine an
individual consumer who is faced in that world with the following choice: "Buy and smoke a pack
of cigarettes or do not."

$2.00 productions costs = nominal price

$2.00 health costs
$4.00 total costs

If the consumer decides to smoke the cigarettes, she faces the following costs: $2.00, equaling the
nominal price or the purchase price of the cigarettes (reflecting the production and marketing
costs), plus another $2.00, equaling the present value of the future health-related costs to herself
and to others associated with smoking those cigarettes.

Ideally, a consumer would purchase a pack of cigarettes if and only if she valued a pack at
$4.00 or higher. If the consumer fully took those costs into account — or, as economists like to
put it, “internalized” those costs — that would be the result. Consumers would not purchase a
pack of cigarettes if they did not value it at at least $4. Assume, however, that, owing to the
presence of imperfect consumer information, imperfect first-party insurance, or third-party effects,
the health-related costs of smoking are not "internalized" by smokers — that is, the $2.00 of costs
has no effect on the consumer's decision to smoke. As a result, the consumer in our example,
when making her smoking decision, would internalize only the $2.00 purchase price so that, even
if she valued the cigarettes at only $3.00, she would purchase and smoke the cigarettes.

That result would have several undesirable public health effects. For example, each
smoker would smoke too many cigarettes. For instance, when the consumer purchased the pack
of cigarettes in our example, there would be a net social loss of $1.00 equaling the difference
between the consumer’s total valuation and the total social cost of the pack. At the margin, every
smoker would be consuming more cigarettes than they would if forced to take into account all the
costs. (Indeed, some, perhaps all, would quit if forced to bear those costs.)

For another example, manufacturers would invest too little in making their products safer.
Here's why. Suppose that the manufacturer could completely eliminate the $2.00 per-pack risk by
investing an additional $1.50 per-pack in safety measures. Obviously, the desirable outcome
would be for the manufacturer to make the investment and thereby eliminate the risk associated
with the cigarettes.

$2.00 basic production costs
$1.50 precautions

$0.00 health costs

$3.50 total costs = nominal price



If the manufacturer made the investment to eliminate the risk, the total price of a pack of
cigarettes would then be (adding the $1.50 in safety investments to the production costs of $2.00)
$3.50, which would also be the nominal price charged to consumers for a pack of cigarettes.

Under our assumptions, however, in the absence of regulation, the manufacturer would
not invest the $1.50 in risk reduction, because doing so would cause the manufacturer
immediately to go out of business.

$2.00 basic production costs
$1.50 precautions
$0.00 health costs

$3.50 total costs = nominal price

$2.00 productions costs = nominal price

$2.00 health costs
$4.00 total costs

If the manufacturer made the investment, consumers would have to pay a $1.50 increase in the
nominal price of cigarettes, but, by hypothesis, they would not take into account the $2.00
reduction in risks associated with the additional cost. Thus, consumers would prefer to purchase
cheaper but “unsafe” cigarettes (the ones produced by manufacturers who do not make the $1.50
investment in safety expenses). After all, who wants to pay $3.50 for a product that is, in effect,
indistinguishable from a product that costs only $2.00.

Thus, absent regulation, the market acts as the enemy to public health — it leads
manufacturers to invest too little in product safety and consumers to consume too many unsafe
cigarettes.

OK, now let’s consider the potential benefits of regulation. Specifically, I'll imagine a
legal regime that makes cigarette manufacturers pay for all the damages caused by their products.
Such a regime would be a form of what political scientists and economists call an incentive-based
regulation. The significance of that characterization will become apparent in a few minutes when,
Kyle details the distinctions among different types of regulatory approaches. As we’ll see, the
beauty of incentive-based regulation is that it forces manufacturers, and in turn consumers, to
take into account the total costs of cigarettes.

Going back to our example, if cigarette manufacturers were made to pay for the $2.00 in
social costs of cigarettes, they would raise the price of cigarettes to reflect the total costs.

$2.00 productions costs

$2,00 health costs

$4.00 total costs = nominal price



Given that consumers would perceive this increase in the nominal price of cigarettes, competitive
pressures would lead manufacturers to invest the $1.50 per pack necessary to eliminate the $2.00
of costs.

$2.00 basic production costs
$1.50 precautions
$0,00 health costs

$3.50 total costs = nominal price

Thus, in the long run, the nominal price would be $3.50 per pack. Because the nominal price
would equal the total real price, a consumer would purchase a pack of cigarettes only when the
benefits to her of that pack exceeded the future costs of that pack to that smoker and to others.
So, for example, our consumer from earlier who valued the next pack at only $3.00 would not
buy under an incentive-based regulatory regime, because the price would be $3.50.

Now that you have some idea of how an incentive-based regulatory regime would work,
let me describe several other beneficial effects of such a regime. So long as manufacturers were
bearing the total costs associated with their products, they would have a significantly reduced
incentive to mislead consumers with respect to the risk properties of cigarettes. Manufacturers
would have to pay for the costs that they are understating and, in that sense, would be bonded.
Insofar as they would have to put their money where their mouth is, they would have a
significantly reduced incentive to understate risks. Moreover, even if they understated the risks,
they would still have to charge a price that would reflect true risks. The price would counteract
false claims.

Similarly, cigarette manufacturers would still want to target consumers, but their motives
in targeting consumers would be very different. Under an incentive-based regime, manufacturers
would seek to attract low-risk smokers, other things equal. There are a number of ways in which
consumers may be low-risk. Some consumers may be more likely, other things equal, to quit
smoking before suffering many of the ill-health effects of long-term smoking. There is some
evidence, for example, that quitting rates increase as education levels increase, other things equal.
Some groups may be less likely to suffer serious ill health effects of smoking. For instance, the
younger a person is when he or she starts smoking the worse the long-term health consequences
of smoking, other things equal. Thus, under an incentive-based regulatory system, manufacturers
would not only lose some of their incentive to target kids, they might have an incentive to
discourage kids from smoking.

Now, we understand that most public health advocates are unaccustomed to thinking in
these terms. Some have the view, for instance, that smoking should be prohibited, or that the
concept of safe cigarettes is oxymoronic. Part of what influences them, however, is the widely
held perception that nothing that cigarette manufacturers ever do or say can be trusted. Our
argument here is that the reason that cigarette manufacturers lack credibility is because they have
never been required to pay for the costs that their products cause. They have never, in other



words, had to put their money where their mouth is. If, however, an incentive-based regime were
implemented, the market would become the friend, not the enemy of public health.

Finally, you might be interested to know what the costs are that we believe cigarette
manufacturers would need to pay for if an incentive-based regulation were adopted. Kyle and I
spend a lot of time in the paper calculating the per pack ill-health costs of cigarettes. As Table B
in our portion of the handouts indicates, we estimate that the costs that cigarette manufacturers
should be required to bear is, on average, around $7.00 per pack. As you can see in that table,
some other economists have very different bottom lines than ours. Those economists conclude
that manufacturers should have to bear few if any of the ill-health costs associated with cigarettes,
because they conclude that there are no significant market failures in the cigarette market. A
significant portion of our paper is dedicated to rebutting their arguments and showing why the
market does fail and why, therefore, some form of regulation should be adopted. As high as
$7.00 per pack may sound, we explain in the paper why it probably significantly understates the
total per pack costs of smoking. On the other hand, we should also note that we are pretty
confident that the per pack costs of cigarettes would likely come down significantly over time,
inasmuch as the market creates an incentive for manufacturers to manufacturer safe cigarettes.

In sum, we think the case for regulation of the cigarette industry is extremely strong. Kyle
will now discuss our views on how best to regulate that industry.
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Introduction

I will describe in very general terms the range of regulatory approaches to dealing with the
market failures in the cigarette context, and I will summarize our argument for preferring one
regulatory approach to the others. Finally, I will argue that the proposed tobacco settlement
agreement chooses the wrong mix of types of regulation.

It will be useful to describe the range of regulatory approaches as three points along a
continuum,

Command Performance Incentive
and > Based > Based
Control

The type of regulation that Jon described -- incentive-based regulation -- lies at one end of the
continuum, and I will return to it shortly. But I will begin at the other end of the continuum and
discuss what regulators and regulatory scholars call “command-and-control” regulation.

Under command-and-control regulation, sometimes called “input regulation,” the
regulator imposes specific requirements on the regulated firm. Essentially, with such regulation,
the regulator -- Congress or an agency -- tells the regulated party how specifically to run some
part of its business. For example, with the regulation of pollution, the regulator might prescribe
specific steps that must be taken, specific technologies that must be employed, by manufacturers
to reduce the level of pollution being emitted into the environment by the manufacturers’
smokestacks. There are also many examples of command-and-control regulation in the tobacco
settlement agreement. One of them, for example, provides that the FDA would have the authority
to mandate “less hazardous tobacco products” if “technically feasible” and after following the
normal rule-making process. In addition, the warning requirements and the advertising
restrictions that the agreement would impose on manufacturers can also be understood as types of
command-and-control regulation.

Under “performance-based regulation,” by contrast, which falls somewhere between
command-and-control and incentive-based regulation, the regulator gives manufacturers a target
of some sort that the manufacturers are expected to meet. That target is sometimes called a
“performance standard.” The regulator leaves the manufacturers, however, to decide how best to
reach that target. A performance standard, for example, might be a maximum quantity of
pollution that a firm is allowed to emit from its smokestack. Under such a standard, the regulator
would not specify the means by which the manufacturers must achieve that target. That decision
would be left to the manufacturer. Failure to reach the target, however, would result in a fine or
additional regulation.

In the tobacco settlement agreement, there are several performance-based standards. To
name just one example, the agreement’s “look-back” provision would set target levels of



underage smoking that the industry would be expected to meet or else face a fine.

Scholars and policy makers tend to prefer performance-based regulation to command-and-
control regulation. One alleged advantage of performance-based regulation is that it can create
incentives for manufacturers to choose the best technology for achieving a particular regulatory
target; and it gives them an incentive over time to develop better technologies. To put the point
slightly differently, performance-based regulation, when compared to command-and-control
regulation, reflects a greater degree of humility and skepticism with regard to how much the
regulator can be expected to know about the cutting-edge technology in a given industry. So, for
example, under performance-based regulation, if installing smokestack scrubbers is the best way
to achieve the regulator’s pollution targets, the manufacturers will install scrubbers. If, however,
some other approach -- such as, say, using a different quality of coal in the production process --
would be a more cost-effective means of achieving the same goal, the manufacturer would have
the flexibility to do that.

Jon and I agree with the assumption that, in the cigarette context, manufacturers generally
can be expected to have better information on these sorts of questions than a regulator will. A
strong argument can be made, however, that fully effective performance-based regulation requires
the regulator to have all of the same information and cutting-edge expertise as command-and-
control regulation requires. This is a complicated argument, which is spelled out in our paper. I
don’t have the time to review the argument here, but the core of it is suggested in the following
question: How is the performance-based regulator supposed to choose the target level of
performance? For instance, how is the EPA supposed to know how much pollution should be
allowed? Or how is the FDA to know how many carcinogens (or what level of nicotine) to
permit in cigarettes? Note the similarities between those questions and the questions that the
command-and-control regulator has to ask.

Here I will simply make an assertion (which is defended at some length in the paper):
choosing the appropriate performance standard requires just as much information as command-
and-control regulation requires.

All of this is not to say that there are no advantages of performance-based regulation over
command-and-control regulation. If there is a performance standard or target that is assumed to
be desirable, performance-based regulation can be superior to command-and-control regulation as
a means of achieving that standard, for the reason already described -- manufacturers have better
information. In addition, if we know what the target standard is, then enforcement of such a
standard is relatively easy (because of the ease of monitoring compliance) compared to
enforcement of command-and-control regulation, where the regulator must constantly defer to the
informational advantage of the manufacturer.

Now consider the opposite end of the continuum -- incentive-based regulation. That is
what Jon described in his example: Manufacturers are forced to pay the total costs of their
activities, which leaves the manufacturers to decide what to do about those costs, if anything. So
incentive-based regulation does not, in any way, tell manufacturers how to run their business (as



command-and-control regulation does). Nor does it require the regulator to choose the ideal
regulatory target (as performance-based regulation does). It simply makes the industry pay its
costs, and lets the market sort things out. Which the market would do. Once manufacturers have
internalized those costs, competition among manufacturers would lead to safer cigarettes and
reduced levels of smoking.

In sum, incentive-based regulation is generally superior to performance-based and
command-and-control regulation because it can achieve those goals by relying on manufacturers,
instead of on the regulators, to have the relevant information and to do the relevant cost-benefit
analysis.

As we turn our focus to incentive-based regulation, consider one additional distinction
between our analysis and that of the economists working in this area. To illustrate this distinction,
however, I will need to introduce a bit more jargon and to draw a distinction between “ex ante”
and “ex post” incentive-based regulation. Under ex post incentive-based regulation, the regulator
waits until after the harm occurs and then imposes the costs of that harm on the particular
manufacturer responsible for it. Thus the manufacturer, in making its initial production decisions,
will anticipate the possibility of such ex post liability and will take into account the expected value
of those liability costs. That is the cost internalization that Jon talked about. Under current law,
we have a form of ex post incentive-based regulation: Tort law or products liability law. Tort
plaintiffs who suffer harm caused by a product bring a lawsuit against the product manufacturer.
A court (jury or judge) then determines the amount of harm that the product caused the plaintiff
and forces the manufacturer to pay that amount to the plaintiff

Ex ante incentive-based regulation, on the other hand, tries to impose those same accident
cost on manufacturers before the harms happen. The typical example of this type of regulation is
a tax imposed on cigarettes that reflects the average per-pack external costs of cigarettes. What is
interesting is that the excise tax seems to be the preferred form of regulation among most
economists. Indeed, among the economists writing about cigarettes, it seems to be the only
regulatory tool that is given serious consideration. Why do economists have this preference for
excise taxes? It is because a tax supposedly requires less information on the part of the regulator
than command-and-control or performance-based regulation does: Again, the idea is that the
regulator can just measure harm and impose it on the manufacturer.

There are two general reasons why we disagree with economists about the efficiency
advantages of excise taxes over the other systems, particularly in the cigarette context. First, it is
very difficult to determine what the precise level of tax ought to be before the harm ever occurs.
In fact, it probably requires all the same information that is required by fully effective command-
and-control and performance-based regulation. (The argument to support that assertion can be
found in our Article.)

Our second response requires a bit more explanation here, because understanding this
point is necessary to understanding our critique of the settlement agreement, and it is a point that
seems to have been missed by virtually everyone (even the most sophisticated policy analysts).



We call it the “unraveling” problem or the “averaging” problem. It stems from the fact that an
excise tax, as economists understand it, is based on average costs or is fixed in amount. Such a
tax does not produce incentives to make safer cigarettes. To the contrary, it creates incentives
not to.

To see that point, let’s return to the example Jon introduced. But let’s assume that,
instead of one manufacturer, there are ten, each with one brand of cigarette and each with 10
percent of market share. Now suppose that the average tax imposed on manufacturers was
$2.00/pack, because that is the average health-costs they cause. The question is, under a tax that
is based on average external costs, would manufacturers have an incentive to invest optimally in
safety. The answer is no. Indeed, under such a regime each manufacturer would have a strong
incentive to avoid making safety investments. This can be seen in our example:

$2.00 basic costs

$2.00 tax costs (average health costs)
$4.00 total costs

Now again suppose that for $1.50 an individual manufacturer could prevent the $2.00 of health
costs that its product causes. That manufacturer would not invest in preventing those liability
costs, because the liability costs it faces are basically fixed. In fact, in our example, the most tax-
reduction benefit that a manufacturer can ever get from making safe cigarettes is 20 cents. $2.00
in health costs and 10 percent market share will always yield 20 cents in tax reduction. Thus, the
manufacturer would only do so if the cost of prevention were less than 20 cents. And this
outcome holds true irrespective of what the other manufacturers do.

Moreover, each manufacturer has a very strong disincentive to make such health-cost-
prevention investments for the following reason. If any manufacturer makes the investment, and
one or more of the others do not, then the manufacturer who made the investment would lose
business. Go back to the example. If one manufacturer made the safety-improving investment,
but none of the other nine companies did, that would reduce the tax to everyone in the industry to
$1.80 per pack.' Thus, the new per-pack cost structures faced by the company which made the
investment (A) and each of that company’s competitors (B) would look like this:

' Why? Just do the math: 9 companies with $2 health costs each; and one company with

none. Thus it would be $18 averaged over all 10 companies, leaving $1.80 per pack.



(A) (B)

$2.00 basic costs $2.00 basic costs

$1.80 tax costs (new average) $1.80 tax costs

$1.50 prevention costs

$5.30 total per pack costs $3.80 total per pack costs

As a result, (A) would have to charge $5.30 per pack for its cigarettes, while the other
manufacturers would be able to charge $3.80 per pack. (A) therefore goes out of business.
Because all manufacturers ex ante see that this will happen to them if they invest in reducing the
health risks of their cigarettes, no manufacturer would have an incentive to make such
investments. And consequently, in our example, smoking-related health costs (and hence the
excise tax) would remain at $2 per pack.

This is an extremely simple example. But economists have found that the result applies in
numerous settings. Russell Hardin called this the problem of the tragedy of the commons. What
is the solution?

One solution, of course, would be command-and-control regulation. Simply tell all of the
manufacturers what safety investments to make and then monitor them to be sure that they do it.
But if one thinks that command-and-control regulation is generally undesirable, and one prefers to
rely more on the market and less on the regulator, one might choose some form of ex post
incentive-based regulation, such as product’s liability law, which forces each manufacturer to
internalize the expected accident costs associated with that manufacturer’s brand of cigarettes.

Under a products liability regime, in our example, if an individual manufacturer made the
$1.50 per pack safety-enhancing investment, that company’s own liability costs would drop by $2
per pack, regardless of what the other manufacturers did. Thus, all the manufacturers in the
example would have an incentive to make the safety-enhancing investment.

Products liability law and tort law more generally are currently not the most popular tools
for altering incentives. For whatever reason, many people simply do not trust juries to make the
necessary determinations; and many also feel that tort law, compared to some other systems of
injury compensation, is too costly to administer. If that is a concern, an alternative would be
something like workers’ compensation. We could call it smokers’ compensation. Under
smokers’ comp, a claimant would bring their claim of smoking-caused harm to a fact finder
(agency, administrative law court, or expert panel, but not a lay jury) who would attempt to
determine the extent to which the manufacturer of the cigarettes consumed by the claimant should
be forced to pay for the claimant’s harms. The only factual question for the regulator would be
causation. And once causation was determined, based on the best available scientific data
regarding the link between cigarettes and various health conditions, the regulator would determine
the manufacturer’s level of payment by referring to a prescribed schedule of damages.



That is the outline of our argument for ex post incentive-based regulation of cigarette
risks. Now let’s take a moment to locate the proposed tobacco settlement agreement on the
regulatory continuum we have identified. What we see is that the agreement is loaded with
command-and-control provisions, sprinkled with severely limited performance-based provisions,
and virtually devoid of incentive-based provisions.

Starting with the last first, the agreement dramatically reduces effect of products liability
law and does not provide any effective replacement in terms of an ex post incentive-based
approach. Examples of provisions affecting tort law include the elimination of punitives for past
conduct and the elimination of class action lawsuits. Some say those and other such changes
substantially reduce the likelihood that any tort suits will be brought, much less won, against the
industry. (See remarks at this conference of Alan Morrison.)

In any event, whatever is left of tort law in the cigarette context will be largely ineffective
in producing safer cigarettes because of the unraveling problem. All of the payments that the
industry must make under the agreement are either based on market share or are fixed. Thus the
plan contains no link between brand-specific harms and a given manufacturer’s payments.

In addition, the agreement adopts numerous elements of command-and-control regulation.
As I emphasized earlier, command-and-control is likely the least effective form of regulation, for
two general reasons. First, it requires the regulator to have an enormous amount of information
about the product, which information the regulator must inevitably rely on the industry to provide.
Second, because the industry is the source of the regulator’s information, it becomes relatively
easy for the regulated industry to manipulate the process and avoid really having to internalize the
costs of their actions.

The agreement also contains some performance-based regulation. But where
performance-based regulation is used, there are substantial loopholes or the penalty amounts for
failure to meet the standards are too low. (See Professor Jeffrey Harris’s remarks at this
conference.) In addition, the same unraveling problem that plagues the other payments under the
agreement would also plague the penalties imposed by the performance-based provisions in the
agreement.

nclusion

It is worth reemphasizing that the mix of regulatory regimes chosen by the settlement
agreement -- lots of command-and-control; some qualified performance-based; and virtually zero
incentive-based regulation -- is precisely the reverse of what we would recommend. Moreover, it
is worth noting that the choice of that mix of regulatory regimes was probably not an accident.
This is because the mix of regulatory methods selected by the agreement, although precisely the
opposite of the mix that would be in the public interest, is entirely consistent with the interests of
the tobacco industry. The tobacco companies almost certainly prefer command-and-control
regulation and performance-based regulation to ex post incentive-based regulation, especially to
the extent the former include limits on the regulator’s authority -- such as the requirement that



before the FDA may mandate reduced nicotine levels (or reduced levels of “other harmful
components”) it must first show that such reduction “will result in a significant reduction of the
health risks associated with such products,” is “technologically feasible,” and “will not result in
the creation of a significant demand for contraband or other tobacco products that do not meet
the product safety standard.”

For all of these reasons, we recommend that the proposed agreement either be tossed out
(and Congress start over from scratch) or substantially revised along the lines argued above. In
the absence of comprehensive federal legislation in this area, we would recommend that the
existing products liability system be used to create the necessary incentives to improve cigarette
safety and to ensure that the prices of cigarettes reflect their full social costs.
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July, 1997

Dear :

I am writing to invite you (or a member of your staff) to a day-long conference on the
issue of the proposed national tobacco settlement. The conference, entitled “Should Tort Law Be
on the Table?,” will take place at Harvard Law School, on July 31, 1997.

The conference is motivated by two striking features of the settlement negotiations and
their aftermath. First, probably because of the secrecy and urgent pace of the negotiations, legal
theorists and policy-oriented scholars have had little or no opportunity to weigh in on the matter.
Second, perhaps reflecting the general anti-tort and anti-plaintiff-lawyer sentiment in this country,
very little attention has been devoted to considering the implications of the settlement’s tort law
restrictions. The primary purpose of this symposium is to begin a balanced discussion of those
implications, while there is still time.

Speakers will include some of the key players on both sides of the settlement negotiations,
lawyers involved in related tobacco litigation, and policy-oriented academics with a demonstrated
interest in the topic. Speakers will address the following sorts of questions:

> Is it appropriate to modify tort law and civil procedure for the benefit of a single
industry?

> To what extent does the proposal discourage tort suits?

> Does the settlement go too far or not far enough in abrogating tort law?

> How, if at all, are tort goals different from “public health goals?”

> Are the goals of tort law being served by the agreement?

> If not, how might the proposal be amended to preserve tort law or to ensure that its
goals are fulfilled?

> Who will end up paying for the settlement, and, from a tort law perspective, who
should?

> What effect might the settlement have on the future of tort law as applied to other
products?

The agenda is still being worked out, but it is very likely that there will be at least one
round-table discussion among practitioners and a half dozen presentations by legal, economic, and
policy-oriented scholars. Following the round table discussion and the presentations there will also
be question-and-answer sessions in which speakers take questions from the audience.



Unfortunately, there is not adequate funding to pay for anyone’s travel expenses. Still, I
very much hope that you wll attend and participate in what I expect will be an illuminating and
important conference.

A block of room§»/is being held for the Tobacco Conference participants until Monday,
July 21 at The SheratonCommander Hotel (800/535-5007 or 617/547-4800). There are other
hotels in the area including The Charles Hotel (617/864-1200), The Inn at Harvard (617/491-
2222), and The Double Tree Guest Suites (617/783-0090).

Please let me know whether you would like to attend by returning the enclosed form or by
contacting Carol Igoe by phone (617-495-4863) or by e-mail (cigoe@law.harvard.edu) by July
23, 1997. Please be sure that your reply contains all the information asked for on the attached
reply form.

Thank you very much for your consideration.

Sincerely,

Jon Hanson
Professor of Law
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help support a global electronic clearinghouse and communications network to standardize,
strengthen and facilitate the global exchange of tobacco-related information. Funds might also
be employed to assist countries to participate in developing an International Framework
Convention as recommended in May 1996 by the World Health Assembly.

In addition to international cooperative efforts and technical assistance, funds can be made
available to conduct international research on tobacco policy, prevention effectiveness of
developing country tobacco interventions, economic cost-benefits, health risks and outcomes,
and macro-effects of tobacco agriculture and production. Official inter-governmental efforts
should complement and be coordinated with those undertaken by non-governmental
organizations (NGOs). There are many medical organizations (e.g., the American Cancer
Society and the American Medical Association) as well as other NGOs (including the National
Center for Tobacco-Free Kids, the Center for Communications, Health and the Environment and
the Advocacy Institute) active in tobacco control and which could substantially increase their
international contributions if additional funding were available. Indeed, funds could be-
employed as seed money for a new global coordinating mechanism for NGO tobacco control
activities in the field.

Creation of an international fund would be integral to implementing a global tobacco control
strategy. An initial fund of $50 million has been suggested. This would be increased as
capacity and knowledge to conduct more aggressive and effective programs increases. In
addition to stimulating, supporting and helping to implement tobacco control prevention
activities, particularly in developing countries, and funding international capacity building, funds
could be used to increase U.S. domestic capacity, including developing international tobacco
control policies that are consistent with domestic tobacco control policies and training USG
Foreign, Commercial and Agricultural Service employees stationed abroad regarding tobacco use
and its adverse health effects.

Although HHS would continue as the USG focal point for international health issues related to
tobacco, cooperation with the Departments of State, Commerce, Agriculture, Treasury and the
USTR will be essential to ensure proper coordination in the development and implementation of
comprehensive and science-based tobacco control policies. Representatives of these agencies
would have a policy advisory role to ensure that fund resources are appropriately allocated in
pursuit of global objectives.



Thomas L. Freedman
09/10/97 03:51:42 PM

Record Type: Record

To: Bruce N. Reed/OPD/EQOP

cc: Mary L. Smith/OPD/EOP
Subject: Re: International tobacco j

Paul's out, but he is telling international tobacco people that I'm writing you something.

In case you want them, here are three principles that can be gleaned by the international group's
work.

1. Consistent with international trade, current and future Clinton Administration
policy is to not interfere with foreign country's health efforts, but that American
products should not receive unfair treatment based simply on the fact it is
American.

2. We should make the efforts of our embassies etc. consistent with our
domestic program. No efforts to increase the overall consumption of tobacco
products.

3. We should participate in a global effort to share US expertise in the field of
health and tobacco. NEC informally has endorsed the idea of greater

participation. HHS has a $50 million suggested program and Summers would like to
use the $50 million funneled through various international institutions. Currently, only
a small amount of money, perhaps a million dollars, is devoted to this problem.

Did you see the Times editorial today on the issue?

Regards, Tom



DRAFT SPENDING OPTIONS FOR THE TOBACCO SETTLEMENT

OPTION

COST/YR
($ billions)

RATIONALE & LINK TO TOBACCO

Double Tobacco-

Contributes to finding treatments and cures for tobacco-related

1.3
Related Research illnesses. Supplements the significant increase in base
package.
21st Century Trust 2t03 Builds overall research infrastructure and funds a broad range

of biomedical research

Fund

illness initiatives

Children’s public 0.2to 0.4 | Complements the Settlement’'s and the Administration’s focus

health on children with programs like school-based health education &
expanded prenatal care through Health Start or CHCs.

Tobacco-related 0.2to 0.4 | Funds prevention programs for tobacco-related illnesses like

cardiovascular disease and cancer; or expand substance abuse
programs since it is linked with tobacco use.

Pre-Medicare 2to4 or | Allows groups of people under age 65 to buy into Medicare

Buy-In more since long-term smokers usually face barriers to buying
insurance and are more likely to have illnesses that make them
uninsurable.

Workers Changing 2t03 Makes insurance affordable as well as accessible through

Jobs premium assistance. Job change is the most common reason
why people lose health coverage.

Medicaid 0.5t0 1 Gives states a higher Medicaid matching rate for enrolling

Children’s uninsured children already eligible. Consistent with the

Outreach

Settlement intent to fund children’s health coverage.

No-cost option: Tobacco industry agrees to purchasing

Farmers’ 0
) féompensatlon minimums from domestic farmers.
0.1t0 0.2 | Cost option: Subsidizes farmers and communities to offset
losses due to lower consumption.
International 0.05to 0.1 | Doubles World Health Organization tobacco control efforts.
tobacco programs _A
FDA enforcement 0.1 Supplement funds in the Settlement to improve FDA efforts.
Child care 05t0 2 Complements the Settlement’s and the Administration’s focus
initiatives on children through potential initiatives in the child care area
(not yet specified).
Congressional ? Sets aside a certain amount of funding for Congressional
set-aside priorities, which could improve the likelihood of passage.
Budget offsets 2t0 5 Offsets the potential reductions in Federal & state tobacco tax
revenue & possible increases in Medicaid costs.
> ',ﬂ -
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Jerold R. Mande

06/26/97 11:19:14 AM

Record Type: Record

To: Thomas L. Freedman/OPD/EOP, Mary L. Smith/OPD/EOP

cc: Paul J. Weinstein Jr./OPD/EOP
Subject: FYI... Tobacco/Farmer Article
=2

Farmefs:Youy move
rous tgpacco deal highlights leadership void

Lexington Herald-Leader
Thursday, June 26, 1997

Sucker punched, Kentucky farmers are reeling from a blow that was
all the more debilitating because it came from a supposed member
of "the tobacco family.”

In the deal to make their legal exposure go away, cigarette
companies abandoned positions that farmers and their
congressional representatives had long defended for the
companies.

The $368 billion settlement includes payments for
"smoking-cessation aids'' but not a penny to help rural
communities break their economic addiction to tobacco.

The exclusion of farmers is probably all the reason Kentucky's
congressional delegation will need to try to thwart the
settlement.

But what should farmers be demanding from the deal? And who
speaks for rural Kentucky?

These are not rhetorical questions. Kentucky agriculture faces a
crisis of leadership. Against the settlement backdrop, the vacuum
stands out like a full moon on a clear night.

Does Gov. Paul Patton speak for agriculture? His idea of rural
economic development is a new factory in every county. Kentucky's
elected agriculture commissioner's vision ends at the next

election.

The Kentucky Farm Bureau historically has taken cues from Philip _
Morris, which now has thrown in with smoking's enemies to protect

a company that minimized its dependence on tobacco, through diversification, long ago.

Of the major farm organizations, the Burley Tobacco Growers



Cooperative Association has shown the most vision, but its
leadership is dominated by older farmers and large landowners.

It's the younger generation of farmers whose future is on the
line. Who speaks for them?

The Community Farm Alliance is too small to command much
attention. The University of Kentucky has the same problems as
the Farm Bureau and burley co-op.

Several ideas are floating around for what rural communities
should seek from the settlement.

One school of thought wants to preserve the status quo by
requiring the companies to keep paying tobacco farmers
indefinitely.

Others see this as a chance to let farmers cash out of the
troubling business of growing tobacco through a quota buyout.

Still others see a golden opportunity to extract a healthy down
payment on a post-tobacco future.

There's considerable overlap among all three viewpoints. But can
anyone say with any authority what the Kentuckians with the most
at stake want from the settlement? We doubt it, but someone
should start listening and speaking up.

Because you can stand stricken at the crossroads for only so long
before becoming road kill.

Copyright (c)1997 Lexington Herald-Leader and may not be
republished, retransmitted or reused without written permission.
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Clinton P.a'ne"q}' sy ko . g

Likely to Bless
Tobacco Deal

By JEFFREY TAYLOR
And HiLary STouT

Staff Reporters of THY. WaLL STRELT JGURNAL:

'WASHINGTON — The Clinton adminis-
tration task force reviewing the landmark
tobacco settiement probably will recom-

_ mend that the president embrace the deal,
so long as it includes tougher penalties for
cigaretie companies, greater- government
authority to regulate nicotine and several
other.smaller changes. - . ’

Hoping to finish. their review of the
proposed $366.5 billion settlement next
monthy, officials have narrowed their de-
mands to two major areas: beefing up
provisions asserting the Food and Drug
Administration's ability to regulate nico-
tine and strengthening the penalties fo
bacco companies would pay if smuk-
ing by the young doesn’t fall to targeted
levels. The task force aiso will probably
offer explicit recommendations for how the -
money should be spent. including calling
for tobacco farmers to receive some com-
pensation for anticipated reduction in de-
mand for their crop. Moreover, the group «
may push cigarette companies 1o turn over

. more documents than the current settle- |
ment requires.

Officials -cautioned 'that they aren't
finished with their review and stressed
that President Clinton will make the {inal
.decision on whether to supporl the settle-
“ment. which was negutiated-by state attor-
neys general. representatives of public-
health groups and Philip Morris Cos..RIB

. Nabisco Holdings Corp. and B.A.T Indus-
fries PLC. e

The tobacco companies negotiated the
deal to settle dozens of lawsuits filed by
states to recover Medicaid costs for smok-
ing-related illnesses. . .-

Vice .President Al Gore is said to be
skeptical of the settiement and unsure that
the tobacco industry can be trusted to hold
up Its end of the agreement. Nevertheless,
officials sald thal even Mr. Gore isn't
arguing that the settiement should. be
abandoned. .

In one of the. clearest signs that a
deal is possible, administration officials
said they probably can accept one of the
tobacco industry's most important priori-

" ties —-a provision barring smokers’ law-
‘suits seeking punitive damages for the
Industry's past behavior.

It isn't clear whether the industry will
_light the changes the administration plans
10 seek. At a briefing with reporters last
week, two -lobacco-industry represenia-
tives said they were. wiling.to consider
changes in the FDA provisions, but they
defended the settiement's three prerequi-
sites for any enforced reduction of nico-.
tine: that such an action be proved to
reduce health risks, that it be technically
feasible and that it not lead to a Prohibi-

- Please Turn to Page A16. Column 1.

-—

Conlinued From Pajie A3

President Clinton already has said thai
the . black-market point is unacceptable.

. Administration officials said they plan to
insist on legislation that strongly affirms’

- the 'FDA's power to regulate cigarettes
with a clear and explicit-description of the
agency's authority over nicotine. -

The Teen-Smoking Campaign . .
The administration also is concerned
about parts of the setticment that spetl out
penalties the Industry would have to pay
if smoking among teenagers isn't sharply

‘reduced. The settlement . prescribes a
schedule of reductions. starting with 30%
after five years and growing to 30% in

- seven years and 60% in 10-years. Tobacco

companies would have to.pay fines of as :
much as §2 billion a year if they fall tomeet

_these targets but could deduct such pay-
ments from their taxes and. could petl-
tion to get'75% of theiramoney back if they
prove they pursued all “‘reasonably ‘avall-
able measures" to reduce youth smoking.

The administration plans a substantial

reworking of the youth-smoking penalties.-

Officials probably will insist on_eliminat-
ing the tax deduction und myy prohibit or

. sharply restrict thé industry's-ability to
* apply for refunds. The administration also

. probably will require that those penalties
. be assessed on 8 company-by-company
, busis, us was recommended by an anti-
smoking task force headed by former FDA
commissioner David Kessler and former
surgeon general C. Everett Koop. it also

may change the method used to calculate -

- the fines to be sure they are substantial.
While tobacco companies won't neces-
sarily agree with all these changes. the two

industry representatives said last week
that they are open to discussing different.

ways to structure (he penalties.

~ The industry. delegales .seemed. con-
" vinced that they were entitled to deduct
from taxes the $368.5 billlon that they
‘would pay under. other parts of the settle-

ment, arguing that all existing legal .

‘precedents support aliowing such a deduc-
tion as an ordinary business expense. The
Clinton’ administration appears likely to
leave this deduction intact but lo argue
that the youth-smoking penajties are dif-
ferent and can't be deducted.
The administration also may seek o
force the industry'to release thousands
of pages of documents that olficials believe
might help In the effort to understand how
to reduce the dangers of smoking. Mem-
-bers of the Senale Judiciary Committee,
including Democrat Patrick Leahy of Ver-
mont, and Minnesota Attorney General

Hubert Humphrey Il argue tha! cigarette -

companles shouldn't be given immunity
from civil liability for punitive damages
until they have released any incrimi-
nating documents. . . )

- Potential Demand for Documents
The tobacco industry's representatives
said last week that they are willing &
establish procedures for the disclosure of
many documents bu! stated that they see
.no way 10 do £0 without immunity from
punitive d for past mi
The administration will suggest ciarifi-
cations in parts ol- the agreement it re-
gards as vague, such as how the money for
a 825 billion *"research fund™ will be spent.
The administration also wlil propose
chiinges to some “technlical” aspects of the
settlement, including those that spell out
the sweeping advertising and marketing
restrictions that would eliminate charac-
ters such as the Marlboro Man, prohibit
placement of cigarette brands in movies
.and require such boldface warnings on
g}garlgue packs as “Smoking Can Kill
ou.” o ’

e e

| The umemcnlwulomblml__ _
| nies to sign a separste * )
j spellaout these resirictions, but the admin--
istration wants to change the protocol’s
, wording {o eliminate any po tial loop- )
‘musgpm' uly' .nemu:nﬂc Sen “Frank
' uumnmdﬂwlmeywmpmnadm )
the Senate Appropriations Committee
didn't provide $34 million that the Clinton
administration  requested to hu;!‘m;ea an
. FDA rule to prevent teens”

million as partof an agricultural appropri- -
. ations bill it approved 15t week; the.
| committee } said that it peeded
! the. rest of the money for 2 food-gafety
| nitiative and that the proposed gettiement
' would yleld enough -money for tobacco

l_'en!orcemenl._ _ Fogers iied
" to this article.

o bukel
LeBow Says Philip Morris
Paid Some Liggest Law Bills

MIAM] (AP)—Philtp Morris Cos., the
nation's biggest cigarette maker, paid

Liggett Group's lega) bills for months in
an attempt o buy its slience about the |.
dangers of smoking, 8 lawyer charged.

Staniey Rosenblatt, an pttorney for
flight attendants suing the tobacco indus- |

“try for $5 billion betause of lnesses they.
blame on smoky-¢ " air, made the

. charge during testimony b) Liggett
owner Bennett LeBow. "

" Phillp Morris “didn’t pay his bills out
of the ‘goodness of thelr ‘heart,” Mr.
Rosenblatt sald. «That was 8 means of .,
huymzhumeneeqndhlleoopenﬂonsq .
he would pot be & spokesman for the ©
opposite position.” . oo
.pp::r. lzgw testified that Philip Morrls
agreedlopaymmmlnnlygaroims
company's legal bilis while he rethought-

. huposlﬁononmomndhealth. )

. In. March 1996, Liggett. 8 unit of
Brooke Group’ Lid, became the first
tobacco company to break ranks and
acknowledge that cigareties are 'add{e

" tivé and cause cADCEr. .
Phillp Morris ‘déclined to comment
esterday. But the company

{assudltpudugzen'nlegﬂ!mm
allow the smaller tobaceo firm to present -
.an aggressive defense. .- .
* Mr. LeBow told the jury that Philip
. Morrlsmmmeouerlnlmmswl
canceled it after five or six months.

,,__l-—’_—
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¥5Owner Testifies Cigareftes Are Addictive Federation's economy is rebounding with infusions of foreign aid, the- ] \
§iai) By Myron Levin (c) 1997, Los Angeles Times ethaic Serb mini-state, called Republiks Srpska, is mired inthe . v
AAMI Testifying in court for the first time since the defection of povetty of defiant self-isolation. ,

fis maverick tobacco company, igg '

- 1n 1996 lheﬁ:styearaﬁ:nhehallihﬁghﬁﬁg.tﬁefedaationgamed' S
ett Group owner Beanett S. bogryits) . . g . S
LeBow told juirbrs Monday at a laddmark s D o and smoke sl that | 200:0000bs, mostly in reoanst tion oftyousn% m“m*& : 1\ ,
- areties L heandlseaseand hyse d are”very- cumngns90pem=ntmqnpqymmtmc yy nearly c g 10
iﬁ?ﬁvc ?;.s:'::z;quple', P emphysema ane m vy the World Bank. The moveryhns helped trade more than industry,
¥ LeBow, who shook the industry in March when be acknowledged OVt some factories are reviving and average wages have tripled 10
LeB o, ki &5 g b ot $150amanth - . e
the dangers of smoking as art of & legal settlement, said he was roud v oo . }
be gl kg b 2 B T bl Joss damaged by e warmdbetir [
O eve we absolutely did the right thing,” he said. " We'ddoit - - ‘endowed with mincrals and farmland, remains destitate. Eightin 10 - .~
again i 8 second.” ST SN there mﬁl&_ The rvmﬂxpnphly-wa;z:y_s $40 ;ndneyer pmdmon
Liggett, the fifth largest cigaretie maker with about 2 percent of the ‘time. Skitied workers leave anc investors shy away. Factaries are i,
U'S. narket, made peace in large part to avoid being crushed by legal including doze:;that :V:; d;smpntle:al‘uy the Serbs in wartime
costs. But the jury in Dade County Circuit Court wes not permitied to S"’J“’t:-:‘. out and reassembled. There is simply no money o
hear that Liggett's admissions were art of a legal settlement, as restart e : e
opposed to'igsimple change of heanr.’ e Thie Serbs xjegqsw_ted a blip (of growth) early last year, butnow . )
O o, chairman of Ligget: owrer Brooke Group L., also testfied their pesc dividend is gone,”said Rory O'Sullivet, chief of the World
that industry leader Philip Morris for 8 ime was paying Ligget's legal - Baik mission in Sargjevo, the Bosnian cepital. **They bave probably
foes. A plaintiffs lawyer described this es an attempt 10 by his . | :;‘c““f point where they are worse off than they were &t the eod of
(LeBow's) silence,” but he said it without the jury present. - - . o thewar. - PR Lo :
i case: was filed on behalf of airline flight attendants who dleim 1o, Western diplomnats and aid officials, Sruggliog 19 make December
have suffered illnesses from breathing secondhand smoke before the .~ 1995 peace accords work, say the economic gap 19 dangerous. It . -
~airline smoking ban. It is the first class-action suit tried against the - reinforoes the Bosnian Serb leadership’s rescntment of the outside :
e industey, as well s the first case alleging barm to bystanders ‘world, they say, and feeds 8 perocption by the Muslim-Croat =
" from other people's cignrem- LT S . Fedaauon'ssmngthepmgmy-tham_goldenemyisweak_gnd_ S
Lawyers in the case gingerly questioned LeBow to avoid exposing "';“f;i‘bﬁ : l;"":‘:dl&‘l:‘“ym Backa'nd PPmes_m_-"_ﬂ_scmor :
) jurorstodis_i:ussionoftobaccqseple;nenis,which]udg_e_kobm?... : ‘"m" al said. ‘3 'm"Ohi ack to war.” o
‘ Kaye has declared forbidden ground. LeBow, 59, spent more thari an - iBomi:""“,s ﬁv“:l s".j';im“m“n‘"? m zm‘fm i
. on the wi t talked for than 1 ' - o4 ; nd Muslim ez S1n & jol
 hour o the wnnesfs stand but taked for 50 more Ocrls, multiethnic state that would allow refugees to return to areas subjected
L brutal **ethinic cleansing” during the war. International aid was
supposed to pay for things such as railroads and bridges that join -

minutes. RO ) i
. His testimony was interrupted by & barrage of defense objections,
resulting in numerous sidebar conferences with the judge, endin - - . pe:
" jurors twice being sent out of court 30 the lawyers could debate ; rather than divide. . '
admissibility questions. o : ) - . . While Muslims and Cmats hav_g mxswd parts of the accqrd. the
. **] thirik the industry made & mistake in objecting constantly,” said . Seibs have refused o go along with any kind of re-integration. They
Gary Black, « tobacco analyst with Sanford Bernstein. *'It almost st reopening their mrpon.rwonnecung.tzlephoneandmaﬂ service
made LeBow seem more important than he is." - : N

- with the rest of the oountryqrgwepﬁng_acommonBo@imlicense_-
. Kaye has ordered parties in the case not t0 discuss either of the two . :

" plate for cars...

big tobacco settlements: Liggett's deal in March with & group of state . . One notable agreement, 8 common currency, has yet to take effect
- attorneys general, and the giant " global” setllement of June 20,in . . because the Serbs insist on putung two-headed cagles and Orthodox
which Liggett's larger rivals agreed to pay $368.5 billio inexchange mm ﬁ?ﬁ:&ﬁ‘g& 6:?“}‘““ on the bills. _ _
for liminating stale lawsuils sod most privale coss 4C8083 = .0F$5 ilion b internatiopal sid targeted under the Dayton secords,
Apart from & vast difference in money, 8 crucial distinction between P $1.4 billion could have gone to their republic, which occupies
the }t)wo settlements is that Usseﬁ ilgr:yed to admit the hazards of ERE 49 W-dma‘ lnstead, thq'World Bank says, the Serbs bave
smoking and to surrender potentially incdinin_a!ihg'dqcmnmls that _ rece:ved less than 4 percent of the $1.1 billion qhstnbx'_ned so far.
could be used against the other companies. In their settlement, the " Individua! forcign donars bypass the Serbs for refusing tolet
: . refugees go home or.to hand over war crimes suspects even though'
_ the Muslims and Crodts have not fully complied with those peace .
. terms either. . . e : '

In the secondhand sﬁxokc case,. o'x:e of the ‘matters not sculed..the' _ But the Serbs also hurt themselves wnh mundane forms of isolation.

companies maintain that smoke in airline cabins was farwodiuteto BV refusing Lo link their electrical grid with the federation, for

: ciusz Jung cancer or the other illnesses claimed by the plaintiffs. - cxample, they qualified for just 20 percent of the $285 million in..

Liggett is accused along with the other companies, but has taken World Bank funds for the project rather than half the package.
a position that hardly bolsters the défense. Claiming that Liggett does Many of those struggling to survive i Pale, Republika Srpska's
o kow if secondhand smoke is harmful, Liggett lawyer Michoel Fay  cepiudl abandoned Sarajevo when their neighborhoods came under.
has merely asked the six jurors 1o carefully consider the evidence.  Muslim control as part of the Dayton accords.
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other companies agreed to various anti-smoking measures but made
no admissions, thereby ‘preserving their ability to defend remaining
court cases. ' ' -

But the once-begieged city they left behind and much ofthe
IR - o - " federation it goyans'loo_ksbenerby the day. o L
Bosnia Becomes Tale of Two Economies (Sarajevb) By m'l;“g:m“nd'd; dv;mﬂws:: :’;n “ery' ed i‘;“;g"l:;nsgof:.r“ mhl“ " &

Richard Boudreaux (c) 1997, Los Angeles Times * " contractors rebuilding  high school, their first steady income since the

SARAJEVO, Bosnia-Herzegovina On one side of Bosnia's postwal'  war, . - i
divide, teen-age survivors of the siege of Sarajevo skate thmugh'_whax ‘ About 1 50 cars are ix'm')oned by the fedci‘alic;n each day, many
was once & military bunker and is now a booming underground mall. ‘driven by their Lew OWRETS from shopping trips to Germany.
Shoppers browse air-conditioned boutiques and sporting goods stores,  Sargjevo's traffic jams are as bad as before the war, aggravated by

i et i o gt

et

selecting beachwear for their first vacations in years: Some venture four-wheel-drive vehicles from the United Nations and other.

into the bigger showrooms, looking to replace cars and appliances  * ", peace-moniloring ageacies that give direct employment and good
destroyed by almost four years of ethnic slaughter. P laries to hundreds of Bosaisns on the federation side. - R
- On the other side, in the drab litle ski resort of Pale just 10 miles - A 'Benetton fashion boutique and an Intemet cafe have opened bere, e
away, the closest thing o & mall are rows of flimsy metal tables under ' glong with scorés of restaurants and traditional outdoor cafes; : b
1 sidewalk umbrellas. There, forlom-looking womea peddle gum.- frequented by reddened Sarsjevans who have justl rediscovered the b
The { candy, cigarettes and cheap brandy to the few passersby whocan . Adriatic seacoast without remembering how o avoid sunbum. - il

" thea) afford them:. **If [ amynot here working 12 hours 8 day,scvendaysa * The big Skenderija mall bas 400 shops that, along with more basic o

news week, my children don't cal, said Mira Kujace, whorarely brings - goods, offer luggage, designer eye wear, health food, travel services,, 4
deve]i home more than $3 a day. | o video games and colorphqxolpmcgssingix}?‘t minutes. R I
vateu, The two markets illustrate an 't ling gap between : So much cash'is Girculating that Esref Bibic, a husky 40-year-old o

B a-Herzegovina's postwér ‘entities. While the Muslim-Croat . who  shoppingfora big-screen color television set andastoveina
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Tobacco Critics Begin Heavy Attack on Settlement, Ca

By JOHN M. BRODER

. WASHINGTON, June 23 — Critics
began a concerted attack on the pro-
posed tobacco settlement today, cit-
ing numerous provisions they consid-
er too favorable to cigarette makers
and demanding that major portions
of the agreement be rewritten.

Among the provisions that have
come under harsh scrutiny are the
penalties that would be imposed on
tobacco companies if they failed to
meet targets for reductions in teen-
age smoking, the provision allowing
companies to deduct from corporate
taxes the $368.5 billion cost of the
proposal and the lack of strong Fed-
eral enforcement power.

Senior Administration officials be-
gan a comprehensive review today
of the settlement, which is expected
to last at least a month. Officials said
they would not prejudge the outcome

of the review but suggested that they
anticipated major changes before
the agreement is presented to Con-
gress for ratification.

Donna E. Shalala, the Secretary of
Health and Human Services, said in
a telephone interview that officials in
her department would “‘take apart”
the 68-page tobacco settlement pro-
posal to study each piece and see
how they fit together as a package.

“What we have here is a first
draft,”” Ms. Shalala said. “This was
obviously a balancing act and there
were trade-offs to get a final pro-
posal. But they put a lot of work into
it and it deserves careful study.”

But others not directly involved in
the Administration review were
more categorical in their assess-
ment.

Dr. C. Everett Koop, the former
Surgeon General and longtime anti-

Army Hearing in Sex Case
Must Be Open, Court Says

By ELAINE SCIOLINO

WASHINGTON, June 23 — In a
surprise move, the military’s highest
court today ordered the Army to
open to the public a hearing involving
sexual misconduct charges against
the Army’s senior enlisted soldier.

The Army had initially decided to
close the hearing, now scheduled for
Wednesday, which is to determine
whether there is enough evidence to
order Gene C. McKinney, the Ser-
geant Major of the Army, tried by
court-martial.

But after hearing oral arguments
today from lawyers representing the
Army on one side and Sergeant Ma-
jor McKinney, five television net-
works and two military justice
groups on the other, the civilian
judges who sit on the United States
Court of Appeals for the Armed
Forces ruled that the public had the
right to know the details of such a
proceeding.

This means that the Army faces
another high-profile, embarrassing
court proceeding.

Chief Judge Walter T. Cox did not
explain why the court ruled as it did.
But during the brief hearing, he
made it clear that he was not per-
suaded by the Army’s arguments.

At one point, Judge Cox brusquely
interrupted Maj. Fred Taylor in mid-
sentence as he tried to explain whv

Sergeant Major McKinney, the re-
sult of a three-month Army investi-
gation, include maltreatment of sub-
ordinates, adultery, assault, commu-
nication of threats and obstruction of
justice. He has declared his inno-
cence of all the charges and last
month asked the Army to allow him
to retire with an honorable discharge
and full benefits.

Mr. Gittens insisted today that the
request for an open hearing was not.
designed to press the Army to act.
quickly on his client’s request to re-
tire. Senior Army officials have said
that it was unlikely that the Army
would move on the retirement re-
quest until after a decision about
whether Sergeant Major McKinney
should be tried by court-martial.

But Sergeant Major McKinney, a
heavily decorated soldier with an
impeccable 29-year Army record
and the first African-American to
become sergeant major of the Army,
has hinted that if the Army tries him
by court-martial, he may try to put
the Army on trial as well.

““Although 1 was slow to believe it,
I am now convinced that race and
ethnicity are driving the investiga-
tion and the way it is being conduct-
ed,” he wrote in a sworn statement in
April proclaiming his innocence.

Specifically, he said that the two

tobacco crusader, said today that the
deal was *‘deeply flawed.”” He said he
was particularly unhappy with the $2
billion annual limit on the penalties
cigarette producers would pay if
anti-smoking efforts did not produce
specified reductions in under-age to-
bacco use. The agreement calls for
the tobacco industry to take steps to
insure reductions in teen-age smok-
ing of 30 percent in five years, 50
percent in seven years and 60 per-
cent in 10 years.

He criticized the proposal’s provi-
sion that would allow tobacco compa-
nies to recover as much as 75 percent
of those fines if' they can demon-
strate that youth smoking did not
decline despite their ‘‘good faith”
efforts.

Dr. Koop said that even if the full
$2 billion fine was levied, it would
amount to only 8 cents per pack of
cigarettes, 3 cents of which would be
deductible as a business expense.

“‘So the fine comes to a nickel a.

pack,” Dr. Koop said. ““‘An unscrupu-
lous C.E.O. of a tobacco company
could say, ‘Let’s market to kids all
we want and Traise the price by 6
cents a pack and make a fortune.’
“l can’t believe those things
weren’t known when they signed this
deal. I think we've been snookered.”
Dr. Koop's opinion carries®consid-
erable weight because he and Dr.
David A, Kessler, the former Com-
missioner of Food and Drugs, are the
co-chairmen of a panel of health ex-
perts who are advising Congress and
the Clinton Administration on the
settlement proposal. The White
House is unlikely to embrace a deal
that is not endorsed by that panel.
Critics also pointed to what they

consider a second flaw in the
sion for reducing smoking by
agers. Penalties are imposed
industry as a whole, even if one
pany is chiefly responsible for f
to meet the goals.
Representative Henry A.

-man, Democrat of California

has waged war against cig
manufacturers for years, sa
only way to insure that tobacce
panies reduce consumption by
agers is to penalize them har:
they fail to do so. Spreading th
across the entire industry will

Fines and the abil

to pass along cost:
are criticized.

only to encourage individual cc
nies to evade the rules, he saic
A spokesman for the tobac
dustry said that the four comp
involved in the settlement
would not comment on specific |
sions in the plan. But he compl
that critics were sniping at in
ual provisions without weighin
merits of the deal as a whole.
“People can’t sit and focus o
little piece they don’t like,”” said
Williams of Bozell Sawyer !
Group, a public relations firr
tained by the tobacco ind
“They have to look at it as an ¢
package in which enormous cor
mises were made by industry
provides immediate and measu
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's also pointed to what they

consider a second flaw in the provi-
sion for reducing smoking by teen-
agers. Penalties are imposed on the
industry as a whole, even if one com-
pany is chiefly responsible for failure
to meet the goals.

Representative Henry A. Wax-

-man, Democrat of California, who

has waged war against cigarette
manufacturers for years, said the
only way to insure that tobacco com-
panies reduce consumption by teen-
agers is to penalize them harshly if
they fail to do so. Spreading the pain
across the entire industry will serve

Fines and the ability
to pass along costs
are criticized.

only to encourage individual compa-
nies to evade the rules, he said.

A spokesman for the tobacco in-
dustry said that the four companies
involved in the settlement talks
would not comment on specific provi-
sions in the plan. But he complained
that critics were sniping at individ-
ual provisions without weighing the
merits of the deal as a whole.

“People can't sit and focus on one
little piece they don’t like,” said Scott
Williams of Bozell Sawyer Miller
Group, a public relations firm re-
tained by the tobacco industry.
“They have to look at it as an entire
package in which enormous compro-
mises were made by industry that
provides immediate and measurable

health benefits, as opposed to years
of confrontation.”

Officials of the American Lung As-
sociation, which has opposed negoti-
ations with "the tobacco industry
from the start of the talks, said that
the overall $368.5 billion cost of the
proposed settlement to the industry
was far too low. :

Fran Du Melle, deputy managing
director of the association, said that
the actual cost to the industry would
be less than the settlement amount
because every dollar of the payment
is tax’ deductible. The agreement
specifically states that all payments
‘shall be deemed ordinary and nec-
essary business expenses.”

The question of enforcement is an-
other area of the agreement that has
generated concern among public-
health advocates. The tobacco com-
panies-agreed to end billboard adver-
tising of cigarettes, store displays of
tobacco products, sponsorship of
sporting events, vending machine
sales and giveaways of merchandise
bearing cigarette brand logos.

But the Food and Drug Adminis-
tration does not have an army of
inspectors to police these bans and
the agreement does not provide re-
sources for any other agency to mon-
itor compliance.

A number of states and cities have
enacted strict anti-tobacco market-
ing measures, and the agreement
states that nothing in the settlement
would pre-empt them.

But if local governments cannot
enforce anti-tobacco ordinances, the
tobacco makers could evade national
limits with impunity, said Graham
E. Kelder Jr., managing attorney for
the Tobacco Products Liability

yS

Projece; ~Smoking group at
Northeastern University. “If you
can't enforce the settlement at the
local level, you can't enforce the set-
tlement at all — and the industry
knows that,”” Mr. Kelder said.

Analysts noted potentially impor-
tant omissions in the document.

In the pact, the tobacco companies
are not required to divulge the
amounts of liability insurance they
carry or what portion of the settle-
ment’s cost would be covered under
such policies — continuing their in-
sistence on keeping corporate infor-
mation confidential.

Nor does the document address
how the settlement money will be
divided among states, private plain-
tiffs’ attorneys and other parties,
such as private health insurance
companies, which are not included in
the pact.

The proposal also does not say
whether plaintiffs who are currently
part of class actions — which would
be barred under the deal — could
“‘opt out” of joint suits and sue as
individuals.

‘‘There is no way in the world this
proposal gets enacted the way it was
announced on Friday,” concluded
Philip M. Schiliro, the Democratic
staff director for the House Govern-
mental Reform and Oversight Com-
mittee. ‘“‘“There will be enormous dif-
ferences between the proposal and
the legislative language, when it gets
written.”’ Legislation is needed be-
fore any agreement can take effect.

“What remains to be seen is how
different, and how long it takes and
whether it ever gets done at all,”” Mr.
Schiliro said.




v

 JIIN-24-1997
o -

<

14:51 PUBLIC CAMPAIGN

held more than 25 hearlngs on FDA reform in the 104th
Congress, but House bills (HR. 3199, 3200, 3201) never
came to a committee vote, and the full Senate never
voted on its version, S. 1477.
~~ The drug Industry did tote up one little-noticed win,
however, In March 1996, Congress passed legislation that
! allows companies to export to other countries drugs that
Y ate not approved for sale in the US. That bill was folded
Y [ into HR. 3019, a continuing resolution, which became
' \PublicELaw No.104-134 on April 26,199.

PRODUCT LIABILITY REFORM.
Limiting consumer suits for
faulty products.

Issue. 1f the 104th Congress had it§

doctors, drug companics, and other business groups. the
Hoise and the Senate passed tort reform leglslation, only
# to 5e¢ President Clinton veto il T
There already is talk of a new fight.In November 1996,
the American Tort Reform Association {ATRA), an indus:
try coalitlon, announced it would try to persuade the
new Congress to start moving 3 bill early in 1997.14
ATRAS goal, said president Sherman Joyce. is to craft d
bill that Clinton will sign.
ATRA members include companies ranging from
General Motors ta Eli Lilly to the American Dental
argues that an

et e s

-

Assotiation. The organization

- vexplosion” of frivolous lawsuits harms theit profit

W margins. Joining ATRA in the lobbying campaign for

tort reform are other industry coalitions, such as the
bl pProduct Liability Alllance. “Increased litigation costs
< have burdened American famllies and businesses with
higher auto insurance premiums, reduced incentives tor
7] auto safety features, and contributed to higher medical
costs,” states a 1996 report by the Joint Economic
Comrnitree! !

. On the other side is the trial lawycr lobby, joined by
consumer groups. They argue that access to the courts is
an jmportant way for peopic to hold companies

S responsible for faulty products, pointing to such
examples as the Ford Pinto and the Dalkon shicld.

Money.142
PAC and Soft Money Contributions, 1996 election Cycle
Cuntributor PAC/Safc Amuunt Dem 't RepubPel
ATRA, paC 321704740 29% A
PLA members
The Association of Trial Lawyers of America (ATLA) spent

- way, a host of disincentives for ﬂling.
product liability lawsuits would now be the law of the,
and. After a decade of lobbying by manufacturers,

2022930202  P.02/04

$2.2 million in the 1996 elections, 89 percant to Democrats.
making it the Most generous business PAC.

Trial lawyers are also big givers on the state level. The
American Tort Reform Association reported that trial lawyers
contributed nearly $20 million to candidates in state legisle-
tive and judicial races in Alabama, Cafifornia, and Texas
between 1990 and 1994.

Action. The House and the Senate passed The Common
sense Product Liability Reform Act of 1996, HR. 956, in
March 1996. President Clinton vetoed the measurc on
May 2,1996.On May 9, 1996, the House failed to override
the veto by a vote of 258-163.

———— "

TOBACCO{ Regulations and
Restrictions?

jssue. The tobacco industry spent
most of the 104th Congress an
defense. In 1995 the Tood and Drug
Administration (FDA) proposed 10 regulate tobageo as &
drug and restrict advertising aimed at minors. Despite
heavy lebbying, the Industry did not stop the FDA from
issulng final regulations in August 1996. Nat that tobac-
co companies have given up: A US. District Court judge
in North Carolina is expected to rule in spring 1997 un
their legal challenge of the regulations.

Meanwhile, the Industry successtully defended itsel
on Capitol Hill, detealing bills that would have maised

tobacco excise _taxes and eliminated agricuttural

programs for tubacco farmers.

Anti-smoking groups such os the American Cancer ~

Society, the Coalition for Tobacco Free Kids, and the
Coalition for Sinoking or Heaith point to the high cost

- of tobacco ( both in iliness and doltars). The nation’

medical bill for smoking related ilinesses was an estimal-
ed $50 billion in 1993, according to 3 study by the
Centers for Disease Control. Roughly 43 percent of that
amount comes out of taxpayers’ pockets, through
Medicare, Mcdicaid, and other federal and state
programs.!#1

Ihnt-doesn'l even count, say antl-smoking advocates.
milllons of dollirs in federal subsidies enjoved by the
ln_)bi(;é‘p_lrﬂﬁ'r}."Tbba-lcci) farmers bencfit, for cxample,
trom agricultural education services and crop insurance.
Tobacco companics also také tax deductions for their
advertising costs. In 1994, the tobacco industry spent
$4.83 billion on advcertising.
‘The tobacco industry, however, is famous for its clout.

CASHING IN
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Run by a handful of large companies, including Philip
Morris and RJR Nabisco, the industry counts on the
advocacy of lawmakers from tobacco states such as
Virginla and the Carolinas.

MONEY. !
"PAC and Soft Money Contributions, 1996 efection cycle
Conttibutor PAC/Sofs  Amauint PenPa  RepbPa

Tobacco PAC  $2,109,076 26% 74%
Soft  $5,802,903 7% 83% .

Total f $7.9M,979 19% 81%

Tobacco firms were a presence at the 1996 presidential nom-
inating conventions, hosting receptions honoring delega-
tions from tobacco-growing states. Philip Morris contributed
$100,000 ta the Republicans’ convention host committee.
and its subsidlary, Kraft Foods, gave $100.000 to the

" Democrats’ host committee. It also contriduted about
$200,000 to help stage the presidential debates.

During the first half of 1996 alone, tobacco firms spent more
than $15 million to lobby Capitol Hill and federal agencies.

Tobacco firms sprinkle contributions among Washington
think tanks and advocacy organizations that support their
views, mostly libertarian or free-market oriented groups that
lobby against government interference in the economy. Such
groups include Citizens for 3 Sound Economy, the
Competitive Enterprise Institute, the Progress and Freedom
Foundation, and the American Civil Liberties Union,44 Philip
Morris made headlines in 1996 when reporters discovered the
company was the major funder of Contributions Watch, a
new non-profit group that conducts state-leve! research on
money and politics. The group released a major study on con-
tributions from trial lawyers. '

Action. Pro:tobacco lawmakers defeated efforts to stip
funding fgr_mba_c_cg_:u_m,exs__frgm _the Agriculture
Department’s budget in both 1995 and 1996. Qther tobac-
co-related legislation never saw a vote. For examnple, Rep.
David Funderburk (R-N.C) gathered $3 cosponsors for
his bill, HR. 2265, to prohibit the Department of Health
and Human Services from restricting tobacco advertis-
Ing at stock car races. The bill died in committce. Rep.
Scotty Baesler (D-Ky) had just three casponsors for his
blll, HR. 2414, which would codify the federal govern-
ment’s authority to regulate tobacco. That bill also did
not see a vote in committee,

VOTES.
Senate. S Con Res 13, Fiscal 1996 Budget Resolution, Ford
{D-Ky.), Moy 25, 1995, Kill proposal by Sen. Bradiey (D-N.J.} to
raise tobacco taxes and use revenue for health care funding
and progroms to assist tobacce farmers to
convert to new Crops.

20228358202

A YES vote benefits the tobacco industry.

Senate Average 19911996 PAC Contributions, By Vote

Vote VoteTally  Aveeage
Yes 62 $19,003
No | 38 $2,436

House. HR. 3603, Fiscol 1997 Agricuiture Appropriations,
Durbin (D-1L), june 12, 1996. Strip $25 million from agricul-
ture budget for tobacco crop insurance and extension pro-
grams for tobacce farmers.

A NO vote benefits the tobacco industry.

House Average 1995-1996 PAC Contributions, By Vote

Yote VYoteJally  Avrrage
Yes - 210 $1,279

No 212 $5,764

CASHING IN
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| Schwarzkopf says he,_' |
- Pentagon made erTors

o By Norm Brewer :
.. and John Hancheite
Gannett News Servlee

WASHINGTON . Guif War llinesses
In the years following the 1991 conflict.
with Iraq were “handled rather cava- .

lierly” by the Pentagon, says

retired
. general Norman Schwarzkopf who led

-the troops who now say they are sick.
Schwarzkopf also.told Gannett News
Service that he regretted not teliing sen-
ators earlier this year about a chemical
. weapons case involving
Unpublished battlefront reports
showing that Sch
the soldier in 1991 raised questions
about why he told Congress this year
- "that he had no knowledge of anyone be-
ing exposed to chemical weapons. -
The comman
Storm has been a defender of the war
and an advocate of helping sick veter-
ans. But-he previously has shied from
_criticizing the Pentagon's investigation
‘of why more than IOOOOOGuIlWarve!-
- -erans report being sick. -
N “When the initial reports (of lllncs)
were coming in it was taken somewhat
lightly by some people In the Depart-
ment of Defense,” sald Schwarzkopf,

who liater sald he wanted to amend ..

“cavalierly” to say: “It wasn't taken as
“seriously as it could have been.” -
But, he said, that changed with the
. 1996 appointment of Bernard Rostker
to head the Pentagon’s probe.
" Department of Veterans Affairs doc-
tors aiso have failed to believe veterans
are sick, Schwarzkopf said.

an Ohlo soldier, -
warzkop! knew ahout

of Desert’

"Deunsummem

World Wide Photos vis AP

msﬂfyd:unammmmwﬂuﬁ'byammmgm

. The ehemlcal weapons lnddcnt In-:
volved Pfc. David Fisher of the 3rd Ar- -
“mored. Division, who was crawling
- through a destroyed Iraqi bunker when

he came into contact with munitions

that blistered his upper arm. Schwarz- °

kopf was told of Fisher's case on-March

3, 1991, in a fleld reponhmnArmyVll_

oﬂleers.
“‘CINC (commander in chlef

- Schwarzkopf)-did not want us to make a

big deal out of one soldier suffering

chemical agent burns,” the report says.,

“Don’t deny the report to the press.”

But In Senate testimony in January -
and February, Schwarzkopf passed up:

several opportunlua to tell ol .

"Wenevereverhadn
fumber one, of verified chemicals and,

" number two, of anyone ever showing

any symptoms with nerve

tpohonlng, hemldtheArmed:

Services Commi

. Hetold the Veterans Affairs Commit-.

tee, “We pever had a single symptom

shown by any of our troops of known .

symptoms-of any chemical contamina-

tion and I never received a single report -

of the Iraql use of chemicals”

‘Fisher was considered a confirmed
mustard agent casualty by VII Corps,
and chemical detection units™ found

“freices of blister compound .on his

clothes. But Schwarzkopf sald the re-

'themse “ogver and over
. vate coniversations” and in a 1993 letter
_to Rep. Lané Evans, DInd. - .

Schwaizkop! also disputed that he

single report, .
.up by US. might
- have éxposed 100,000 to chemical

ports were conﬂlctlng, .
“Yes, it was a chemical bum, no lt
wasn't a confirmed chemical burn,” is

how he now describes information eom- .

ing in from the field. “The final fepo
wegotbackwasthatwemn‘toonﬂnnlt

was a chemical burn.”
- Why didn't Schwarzkopf menﬂoned-

thecasewsenators? :
] wish I had now,” hesald.“ltwm‘t

' 8 question of it lipping my mind. |

should have said it". )
Schwarzkopf sald he has referted to
again” in “pri-

ever told oﬂleers in 1991 not to treat the
Flsher incident as a “big deal.” He said

there were “sonie misinterpretations of
_myrennrlmthenrstnlgm. : ’

Schwarzkopf has been, the target of
veterans activists like Jim Brown, presi-

“'dent of the Desert Storm Justice Foun- |
.dation, who says the commanding gen-
" -eral didn't react to

warning
Brown said the Fisher incident and
other warnings should have made the

brass more cautious about Khamisiya, .

an Iraqi ammo dump that, when blown
troops on March 4,

agents,
) Sdlwnrzkopf sald addlﬂonal protec-
cause there was no “smoking gun.”

Pentagon spokesman Kenneth Bacofi .

said Sunday that “although neither we

nor the presidential advisory commit- .
_tee can explain what causes the lliness
_ that some veterans are suffering we

are working hard to provide the best

medical care we can and to conduct re-

“search that will helpmanswerrenmln-
lngquesdona
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"Lott has the power -

_Senate, bypassing -
‘Sen.

By Beth Powell. ]
The Associated Prm

WASH!NGTON — Willlam
Weld. is counting on Main
Street America to push for a
henrlng on his nomination to

be ambassador to Mexico. But

onal lead-
ers say it's time for
Weld and President j
Clinton to give up.-
* “This nominatfon
1s dead,” Senate Ma-
jority Leader Trent
Lott said Sunday. As |
majority leader, -

to bring the nomina- .
tion before the full

Jesse Helms,

‘I R-N.C, and his For-

eign Relations Commlttee. -

But Lott sald on CBS’s Face
the Nation that “the president,
for the sake of our relation-
ships with Mexico and -all the

other issues that we need to-

take up, needs to go ahead and. -
find a way.to move away from
this nominee.”

Lott sald he. talked Clinton
Saturday and encouraged him
to find @ new nominee. . -

But White House spokes-

woman Julie Green said Lott .

did not persuade the president .
to give up on a hearing for -
Weld. “Absolutely, the presi-
dent continues to support the

nomination,” Green said. o

Weld: w«\'tglve
lp on nomlnatlon

on ‘Mam Street’

] ‘Weld, a moderate Republi- - .
- can, has been criticized for ruf- -
" fling condervative Helms, who

has refused to allow- Senate
‘hearings on the nomination. -
Helms says the former Massa-

_chusetts governor’s support of

medical use of marijuana
. ineans he's soft on

fied for the job.
* “I've been ad-

" ington, D.C., that the

down here on bend-
ed knee if you want ~ '
anything from your
government,” Weld
said Sunday on -

Press. “That's not -

K reallymystyle. Weld said he " .

.will continue to  fight despite

declarations from Lottand oth-~

er leaders that his nomination -
is dead and that the president
should look elsewhere. . -

.- Weld said senators from . T
both parties told him that when

- they went home for the August

- recess that his nominationwas . - °
at the top of the list of things'
" constituents asked about. ) ;

“I think that this battle Is
now in the court of public opin-

_ion,” Weld sald, “Thereare 100 = - -

senators, If they hear from peo-
ple out there on Main Street, .
that's what's going to change ~ .
the dynamic here.” - - -

--drugs -and unqualk -

.. thing to €0 is come

'NBC's Meet the ~



 Tobacco deals may

'- unravel, some WOITy

By Doug Levy’
‘USA TODAY |

. "Tobacco companies

reached the $368.5 billion na-

tional settlement because
-they faced pressure from 39
state lawsuits and more than

a dozen mafjor private clas-:

action lawsuits. .

. Naw.wlththemﬂomldenl
losing momentum, some ad-

- vocates of the deal worry that
tobacco - es will re-
vert to their decades-old tech-

lawsuits at all'costs. -

‘There are reasons why'

" that could make sense.
‘Among the pending state
‘lawsuits, Texas’ until recently
had been seen as one of the
" industry’s more serious legal
threats. But last week, US.
District Judge David Folsom

-in Texarkana, Texas, dis-

nnsednveonhatstatessix

main counts against the to'

bacco industry.

.. The state still can press its
case on racketeering and sev-

eral lesser charges at a trial

-set-to begin Sept. 29. But the

ruling makes it unlikely that
even {if the state wins, it could
recover substantial damages.

Minnesota’'s case poses
more of a threat to the indus-

try. The state has strong con-

'USA TODAY - MONDAY, SEPTEMBER 15, 1997

‘families

sumer-protectlon laws and
the state's litigation team has

"amassed millipns of pages of
. industry doéuments.

Just last week, a court offi-
cial ncommended ‘that :at
‘least 800 key -documents be -
.released. The industry main-
tains that most of the materi-
al is protected as attorney-cli-
ent communication. But the .
state claims the privilege

.does not apply because the
" documents are evidence that
. industry lawyers helped to-
nique of defending against |

Some settlement propo-
nents say other legal threats
to the industry remain strong
enough that backing away
from it could prove costly for
the companies. For.example,

the first of the cases brought
_by a consortium of trial law-
yers on behalf of millions of-
individual smokers and their begins
goes to trial in Penn- . 8oVern th
" - -sylvania on Oct. 14.

The greatest fear among

- settlement supporters now is
that prolonged deliberation

over the deal will eliminate

. either side’s desire for it A -

big anti-tobacco win in court
would bolster anti-settlement
forces, while a big win for to-
bacco
resolve torasettlent.

might weaken industry

IRS overhaul

{By James Kim
USA TODAY

Congress beglns hearlngs
this- week on overhauling the

S LI

" IRS reform bill this year.



Shalala Offers Plan on Curbing Smoking

y - Penalties Urged for-F Irms
- Based on the_: Popularity
‘Of Brands Among Youth

———

By JEFFREY TAYLOR
- Staff Reporter of THE WALL STREET JOURNAL
" "WASHINGTON - Health and Human
:Services Secretary Donna Shalala pro-
posed that lawmakers levy penalties aimed
at courhing yonth smoking on o company
by-compiny basis, so tiat those that make
brands popular among underage smokers
‘pay more than others.
"I think it's doable,” Ms. Shalala told
‘the Senate Labor and Human Resources
‘Committee. “We do N
know that kids in
Jparticular are sen--
'sitive  to  brand
-names. This will be
©.a very important
‘point for Congress
- -lo consider as it re-
" views the legisla-
‘tion.” -

" Ms. Shalala sug-
‘gested that such
.penalties could be
levied on the basis

- of  stite-by-state
. data that surveyed
youtlis about the cigarette brands they.
{p'referred. “This is a very sophisticated
tindustry, not very fragile, very good at
fwhat they do,” she said. “‘And we think
that the economic incentives .ought to be
Ysophisticated.” . o
'; _The company-by-company proposal
¢ was as specific as Ms. Shalala got during
-~ two hours of testimony before the Senate
labor panel about.President Clinton’s plan
- for toughening the proposed national to-
bacco settlement. - : )
Market leader Philip Morris Cos. likely
. would be most affected by such a plan,
. because industry executives say its No. 1-
ranked Mariboro brand has a dispropor-
tionate share of the underage market. Both
. Philip Morris and Loews Corp.’s Lorillard
- Tobacco Co. are most opposed to levying
penalties by company, whereas other mar-
ket leaders that control less of the youth
.:market feel less strongly about it.-
- Industry spokesman Scott Williams
-contended that assessing penalties by

Donna Shalala

industrywide penalty plan. contained in
the proposed settlement. *‘There is a very
strong incentive in the current proposal for
the entire industry to work-in concert to
reduce underage tobacco use,” he said. A
Philip Morris spokesman declined to com-.
ment.
. GOP leaders in Congress have criti-
cized the Clinton administration's plan as
too general because it was sketched out as
a-set of broad policy goals and didn't
contain specific legislative recommenda-
tions. Yesterday. at the administration's

first extensive diseussion of the presi
dent’s plan sinee he announced i last
week, senators chided Ms. Shalala for its
generality.

" “I am disappointed that the adminis- .
tration has not come forward with a spe-.
cific bill,” said Republican Mike DeWine
of Ohio. Added his Republican colleague,
Judd Gregg of New Hampshire: “If the

. administration isn't going to provide legis-

lation . . . I don’t know where it’s going to
come from.” o
Ms. Shalala said the administration
wants to ‘‘be Congress's partner” in the
drafting of a tobacco bill. ’

On the other side of the aisle, Democrat
Tom Harkin of Jowa said he was skeptical
that the centerpiece of the president's
plan: a cigarette-price increase of as much
as §1.50 a pack over 10 years, would do
enough- to deter underage smoking. “I.
think $1.50 over 10 years ‘isn’t going to
work,” Mr. Harkin said. “Il's got tn be
-imposed sooner than that.” .

of strong deregulatory sentiment in Con-
gress.

“There is a real fear that we're giving
the FDA unprecedented authority that it
hasn’t had,” said Republican Sen. Bill

Big Tobacco vs. Texas
Preliminary jury selection is set to begin
Monday in a lawsuit against cigarette-
makers by the state of Texas, which says
the companies owe it billions of dollars
for state Medicaid outlays to treat sick .
smokers. Article on page B1.

| Frist ol Kentueky: He questioned whether

the FDA, if it has that authority, would
outlaw tobacco completely.

Ms. Shalala said the agency wants to
“reduce youth smoking, not eliminate to-
hacco as a producl.” Nonetheless, she
insisted, the FDA already has “‘the same
authority over tobacco that it has over-
any other drug." A federal court in North
Carolina ruled recently that the FDA does

in cigarettes; all sides in the tobacco
debate eagerly await the result of the
sion. ’ .

The proposed settlement called for the
tobacco industry to pay $368.5 billion to
settle state lawsuits seeking compensation
for Medicaid-related health-care costs. Ms.
Shalala wouldn't specify how much, if at
all, Mr. Clinton's plan would increase that
figure, but said any tobacco legislation
" must pay for federal health-care cosls
as.well-as those of the states.

The administration hasn't spelled out

| how much of the $1.50 would be imposed

immediately and how much would be lev-

youth smoking: Antismoking Democrats
in the Senate have proposed raising excise
taxes on cigarettes by $1.50 a pack within
one to three years as‘an alternative to the
president’s 10-year approach. ‘*Waiting 10
years to raise the price of cigarettes'is like
waiting until the patient is dead to admin-
ister the medicine,” said Sen. Frank Lau-
“tenberg of New Jersey.

Repubticans.on the labor panel, one of
the committees expected to help shape
- tobacco legislation, expressed strong res-
ervations about granting the Food and
Drug Administration broad authority to
regulate tobacco as a drug, as the presi-
dent proposed doing. This préviewed the
difficulty the administration is likely to

‘company wouldn't be-as effective as the

have pressing its pro-FDA stance at a time

ied as penalties later for failures to curb

—Suein L. Hwang contributed ‘
to this article.

White House Wants Greater

FDA Controls on Produce

By a WALL STREET JOURNAL Staff Reporter

WASHINGTON - The White House
says it plans to propose legislation next
week that would improve the Food and
Drug Administration's authority to regu-
late fruit and vegetable imports.

- The proposal is aimed at answering
food-safety concerns raised by law- -
makers and.is timed to coincide with
President Clinton's campaign to win.
“fast-track™ authority from Congress to
negotiate new trade agreements.

More than 80 House members wrote

" President Clinton urging him to renegoti-

ate the North American Free Trade
Agreement to improve border protections
against potentially unsafe food imports,
Food-safety concerns were heightened in
March when 179 Michigan school chil-
dren contracted hepatitis after eating
tainted Mexican strawberries.

have the right to regulate nicotine content -

tobacco industry’s appeal. of that deci- .
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FBI Transferred, or Even Promoted, Pr

~blem Agents . \

0

By Latrie P. COHEN
Staff Reporter of THE WALL STREET JOURNAL

The FBI was so unhappy with the work
of Special Agent Terry Lee Rudolph that it
moved him in 1988 from his sensitive
crime-lab job to a.teaching post at the FBI
Academy at Quantico, Va.

The explosives specialist says he looked
upon .the new assignment, in which he
taught crime-lab work to state and federal
agents, as a promotion. ““That was a very
sought-after position,” he told Justice De-
partment investigators last year. **You got
away from headquarters — a great atmos-
phere to work in.” -

Mr. Rudolph added that he wasn't told
the transfer was the result of poor perform-
ance, although Federal Bureau of Investi-
gation lawyers now say that was the rea-

- son. And no written record was kept of the

bureau's dissatisfaction with the quality of
some of Mr. Rudolph’s crime-lab analyses,
which had been put to use in more than 650
criminal cases over 10 years.

Mr. Rudolph's quiet transfer reflects
what FBI officials have described as a
standard: practice of dealing with agents
who don't measure up: They are moved
elsewhere in the bureau, unaccompanied
by any written reprimand that might come
back to haunt the FBI or prosecutors in
court cases,

Critics say the practice may affect the
integrity of court cases in which agents
testify.  “It's the kind of practice that
obstructs the truth-seeking process,” says
defense lawyer Barry Scheck, famous for

‘his examination of DNA evidence in the

0.J. Simpson case. “Failing to expose
incompetence will, ultimately, acquit the

.guilty and convict the innocent.”

The FBI said yesterday that Director
Louis Freeh has ordered that the perform-
ance-appraisal process be redesigned, and
that the agency's policy is to document
performance, good and bad.

Explosives Expert Criticized
In its highly critical report on the FBI

: crime lab last April, the Justice Depart-

" Mr.

ment Inspector General’s office, which
compiained about unqualified examiners
and inaccurate court testimony, saved
some of its toughest words for Mr. Ru-.
dolph. Among other things, the report said
Rudolph “‘indiscriminately disre-
garded appropriate scientific methods and
failed to document his work.” (Mr. Ru-
dolph responds that the report was unfair
and that his work *‘was very accurate.”)
The report didn't explore the broader
issue of how the FBI responded:to internal-

" concerns about its agents. But the bureau’s

practice of transferring-such employees
without reprimands was detailed in at
least six interviews that Justice Depart-
ment investigators conducted with current
and former FBI officials in preparing the
crime-lab report. The interviews and other
materials related to the investigation were

- obtained by The Wall Street Journal under

the Freedom of Information Act.
According to one internal memo by

Justice Department investigators, former
‘FBI Deputy General Counsel Stephen Rob-
inson ‘‘explained that the FBI does not
document poor work performance but
transfers poor performers to other duties.”
The investigators added that *‘the transfer
may even be a promotion.” Two of Mr.
Rudolph's ‘former bosses spoke of con:
cerns that written evaluations might get
into the ‘hands of defense lawyers, who
might use them to impeach FBI witnesses
or overturn convictions.

’
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Mr. Robinson says he's aware that.

disciplinary transfers have been made for
agents other than Mr. Rudolph, although
he says he isn't at liberty to name them.’

"Subject of Monday Hearing

How the FBI managed its problematic
employees—along with other investigative
findings that the Justice Department
didn’t include in its report — are expected
to be discussed at a Monday hearing of the
Senate judiciary subcommittee headed by
Sen. Charles Grassley (R., Iowa).

At least four current and former FBI
agents are expected to testify, including

" Frederic Whitehurst, the FBI agent whose '

allegations touched off the Inspector Gen-
eral's investigation, and Special Agent
William Tobin, a crime-lab metallurgist
who told Justice Department investigators
that agents sometimes provided inaccu-
rate pro-prosecution testimony.

Senators will also hear from Special
Agent Edward Kelso, chief of the FBI's
Evidence Response Team; who told depart-
ment officials that he had warned FBI

Director Louis Freeh long ago that some

crime-lab agents “‘were playing golf in-
stead of doing their jobs," and from former
lab official James Corby, who spent two
years before his 1995 retirement reviewing
200 of Mr. Rudolph’s cases. .

The subcommittee won't hear from the
55-year-old Mr. Rudolph, who retired from
the FBI last year.

As the lab’s senior explosives examiner

in 1983, Mr. Rudolph hosted the FBI's first
international symposium on analysis and
detection of explosives. Experts from all
over the world received copies of his paper

on the FBI's protocol for analyzing explo-.

sives. Among other things, the protccoi
established the requirement that the ex-
aminer use two different tests in combina-
tion to ensure accuracy. )

San Francisco Case ,

It'was a procedure, investigators said,
that Mr. Rudolph didn't always follow. In a
San Francisco criminal investigation in
1982, Mr. Rudoiph conducted just one of the
tests, according to the Inspector General's
report, and concluded that powder re-
moved from the tools of a suspected explo-
sives smuggler was a substance commonly
used in bombs. .

The apparent shortcut was brought out
in cross examination. The defendant ulti-
mately was acquitted. (Mr. Rudolph’ de-
fends the single test as sufficient and says
he reached the correct conclusion, despite
the verdict.) . ’

InJuly 1989, after the trial was over, the
federal prosecutor in charge of the case
wrote FBI lab officials to complain that Mr.
Rudolph’s performance was “deficient”
and was partly responsible for the loss.
That letter triggered a month-long investi-

gation into Mr. Rudolph's work. Although

reviewers identified a number of problems
in a handful of Mr. Rudolph’s  cases,
including missing notes and charts and
weak analytical procedures, his superiors
let the investigation drop.

“There was no indication that any
miscarriage of justice [occurred] or that
anyone was in jail that shouldn't be
there,” said Kenneth Nimmich, Mr. Ru-
dolph's former boss, explaining his deci-
sion to Justice Department officials last
year. Besides, Mr. Rudolph had already
been transierred to Quanticc as a result of
earlier complaints about his work, accord-

ing to Mr. Nimmich, who retired as head of

the FBI's forensic-science research and
training center in 1996.

Were potentially damaging inaccura-
cies lurking-in his testimony in past cases
in which defendants may have been
wrongly convicted? The FBI wouldn’t find
out, because it didn't order an in-depth
review of all of Mr. Rudolph's cases.
Murder Conviction

If it had done such a review, it might
have come upon the names Christopher
Boots and Eric Proctor. The two Oregon
men were convicted of murdering a conve-
nience-store employee in the mid-1980s.
Initially, local prosecutors hadn’t brought
charges because of insufficient evidence.
But three years after the murder, in 1989, a
local investigator brought in Mr. Rudolph,
who confirmed that a flake found on Mr.
Proctor’s pants was gunpowder.

Based on this new evidence, charges
were brought and the defendants were
convicted. They would serve'eight years in
prison before someone else was identified
as the killer by his accomplices. Released’
in November 1994, Messrs. Boots and Proc-
tor have sued the state for $42 million; suits
of this nature against the FBI are barred
under federal law. Mr. Rudolph still stands
by his lab analysis.

The Inspector General's report said the
crime lab should have ‘“recognized Ru-
dolph's incompetence in 1989 and initiated
a complete file review and appropriate
disciplinary measures.”

Explosives experts who have examined
the files in the Boots and Proctor case at
the request of The Wall Street Journal say
such a review would have raised several
red flags. Aside from using the test deemed
insufficient in the other case, the FBI
normally doesn't examine evidence that
was tested previously — in this case, by the
local crime lab. The experts also raised
questions about the way the evidence was
handled. ’ .

The Inspector General's report also
contained tough criticism of former explo-
sives unit chief J. Thomas Thurman, who *
the report said had altered lab reports in
ways that rendered them inaccurate and
who hadn't adequately reviewed the erro-

- neous work of an examiner in the Okla-

homa City bomb case. The report recom-
mended that Mr, Thurman be “‘reassigned
to a component of the FBI outside the
Laboratory.” Soon after the report was
issued, Mr. Thurman was transferred.
Mr. Thurman, who declines commient,
is now the:chief of the FBI's Bomb Data
Center, a unit within the FBI Laboratory
that trains state and federal agents to
handle bomb scenes. The FBI says his job
doesn’t involve forensic analyses, writing
lab reports or giving expert testimony.
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“.,tmton to Seck Btg Cﬁanges on Accord
thh Tobacco Industry, Delaying

Law

By JACKIE CALMES . .
And YuMiko ONO .

t Stqf! Reporters of THE WaALL STREET JOURNAL

\

", haps diminishing its chances for later. .

" by the tobacco industry, states and public-

" _claim a potentially historic tobacco deal as
_ part of his political legacy, he has. faced

 billion accord.had hoped Mr. Clinton could '
- prod Congress to act by sending a-bill to-

‘ministration and. his party in Congress
‘to seek greater.concessions from the to-
_ -bacco industry—especially on penalties for :
-, .failing to curb youth smoking, federal
‘regulation, aid for tobacco farmers and
-industry liability. -

. -specifics is based partly on t
""cal considerations. A detailed presndentxal

" announcement.now, White House officials 4

_ " said, would merely give opponents of any
. deal a-convenient target to shoot at whlle

"WASHINGTON — President. Clinton

* won't ‘propose specifics to rewrite the

massive tobacco settlement buft, instead,
will call in-general for big-changes, thus
ruling out any chance .of the negotiated
accord becoming:law this year — and per-

The president is likely by midweek to
‘pronounce his qualified - verdict -on the
nearly three-month-old settlement reached

would rather keep the issue alive poliﬁ
cally, and they will have more leverage to

‘block -action. by painting the settlement’ s

supporters-as pro-tobacco.

Further strengthening their hands, op--.
ponents expect in coming months to gain-
access ‘to anti-industry testimony ‘ and
-documents, thanks to pending court cases-
‘in Minnesota and other states among the

40 that have filed lawsuits against.the

- industry to recoup- health-insurance costs.

While the industry so far has a good trial -

“ record, it agreed to the proposed national .
‘tobacco settlement in large part to win
_some protection. against such costly law-

Please Turn to Page A}, Cblumnl !

health advocates, before leaving Thursday

-for California to take daughter. Chelsea to

college, administration officials say. Mr.

_ Clinton met Friday with his top advisers on

the issue. Despite their differences on the
settlement’s particulars, they agreed that,
because .Republican- leaders have made

- clear that Congress won't act.this year, -
.anyway, the president shouldn’t spell out | i

his stance in the detall that had . been

expected. |

“Some proponents of the proposed $368. 5

Capitol Hill. But while Mr. Clinton wants to

increasing pressure from within his ad--

- The White House: decxslon to avoxd

Continued Iv‘rom Page A3

suits from states and smokers.

. 'The wild card of new courtroom disclo- -
sures. about the industry’s past practices
-and knowledge of tobacco’s addictive traits -
also underlies the administration’s and the
Congress's reluctance 'to ‘embrace the to-.
bacco .settlement. Democratic Sen. Kent
‘Conrad of North Dakota — who along with
Senate Minority Leader Thomas Daschle -
met last Thursday with the administra-
tion's Mr. Reed and Ms. Shalala’ — said:

" “My advice to them was, let’s make sure

we have all the informatlon we :need. to

glr:ke a 'decision that stands the test of
e ” ;

‘Better to Do It Right' "”:'f:,
Among his colleagues, Sen: Oonrad

said: “The consensus is, it’s better todo it -
right than to do‘it right now.” -

‘The tobacco industry isn’t planning to

1 .offer any last-minute concessions before

Mr. Clinton’s announcement, an industry -
spokesman said. *‘We are committed to the

.Mr. Feldman said.

waiting for Congress to act. - .

. “The president wants Congress to pass
sweepmg tobacco legislation, and we hope .
Congress will make it a .priority’ next
year,” said Bruce Reed, his-domestic-pol- -

.' “icy adviser. Mr. Reed and Secretary -
* Donna Shalala of the Department of Health
.and Human Services are- heading up the .

administration’s revlew of ‘the- tobacco

settiement.
' Kicking the issue into next year — a}

congressxonal election year — ciouds the
fragile settlement's fate. ‘Supporters of an.

argue that antitobacco political pressures;

‘will force the GOP-led Congress to act, and

in a way that is tougher on-the mdustry
than its settlement with state attomeys
general and antismoking groups. But in-
dustry opponents especnallv Democrats,

June 20th ‘agreement,”. said Scott Wil-

liams, a spokesman for the industry at the ;

public relations.firm Bozell Sawyer Miller -
. Group. He emphadsized that the industry is
already making compromises that ‘‘until .
now have never been achieved through the .
leg1slatlve process, ]udlciary or regulatory
means -

Within the tobacco ranks,- the feehng
has emerged that any concessions offered.
- up now, given dismal prospects for the’
‘current proposal, would only ‘weaken the
jindustry’s position should terms be de--
bated anew.: .

Analysts said they expect the delay to
_have littie effect on stock.prices for the

accord, including White House .officials,| giant tobacco companies. “The market has

largely assumed that there will be no
legisiation this year,” said Martin Feld-
‘man, a tobacco analyst at Smith Barney.'
Should Mr. Clinton's remarks suggest the
settlement won't be completed even next
year, he said, “‘expect to see some softness
in the prices, but nothing significant.”
In the meantime, tobacco stocks, whose

‘Week" that the House \yo

_ valuations have been tied closely: to.news .

of the settlement, will revert.increasingly
to the likelihood of winning:ior::losing -
individual Nability suits. ‘‘While'there is
no [tobacco proposal] settlement, the mar-
ket - would lurch -from - case; o' case."
cu by : .
. Some cases are- expected to advance
soon. The tobacco industry indicated:

‘week that.it no longer planned to settle

-multibillion-dollar lawsuits brouglit by
states to recover their public health-care
costs Iinkedtosrnoldng andwﬂlinsteadgo _

to trial..

CaNMRL 6L ant
. In Texas, jury selectloan.,the state 5
-suit against the tobaccoy: mdumsaover o
Medicaid costs is expected!abeg!gt‘sente@ b
in- the. federal court in Texarkana’iThe:
federal appeals court in' Richmond>Va:7is
expected to rule on:the KDA's'j ction-

of ‘tobacco. .And -a::suit:-brought.by.ithe

.state of - Mtnnesota .and1Blue,.Cross . &

Blue Shield of Minnesota: 10 :0ecoup: the
health costs of smoking is settor trial inSt.
Paul next Jan

The proposed national"tobacco- settle.

‘ment, in addition to the™$368:5"billion

payment, would ban billboard advertising,
_vending machines, sports promotions and
ads with people and cartoon characters,
such as the Marlboro Man. In ‘exchange,
the proposal would simultaneously settle
suits by 40 states that claim’ the industry
should pay for tobacco-related  Medicaid

‘costs, and would' provide :broad uabllity '

prot;;ction magaln]sito future lawsiuits; ...
eanwhile, Housg. §D£ak¢gNewt Gin:
grich said yesterday.- on

the Senate in repealing g pro tn the )
new balanced-budget lay' th -
reduced the industry’s $3€8$ Bﬂllon "tn' '
settlement payments* over""thé“next" 25
; years by roughly $50 billiori:in"new-ciga- .

‘rette taxes .in ‘the law.- House: ‘Republi-

cans had resisted repeal; until the:Senate
voted 95-3 last week for the;move..But the -
Georgia Republican reiterated :that the - .
provision was added to the. budget law with
White House acquiescence v
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On the Road Again, a “Blue Dog’

’ Senses CompldCéhéy |

_'wore on.

. ‘By DENNis FARNEY -

‘Staff Reporter of THE WALL STREET JOURNAL '

- "GRANITE FALLS, Minn.—Ah, the open

road, the whir of bicycle wheels and the -
- feel of pollen collecting on the eyeballs. Is
- this-the way to take the-pulse of a congres-

sional district or what? -
Itisif you are Rep. David Minge. Every
fall the Democratic congressman sallies

* forth with his wifé, Karen, across the
* district on their two-person bigycle. Re-

.cently they hit the.roads here in south-
‘west Minnesota again, with this reporter
‘chugging along behjnd — farther and far-
ther behind, actudlly, as a 52-mile day

Rep. ‘Minge, a fiscally conservative

“Blue-Dog" Democrat, was the subjectof a
' feature story in The Wall Street Journal

last spring as hé: and other Blue Dogs
fought a gallant but ultimately frustrating

 battle to put more teeth into the balanced-
" budget agreement. The bike trek offered
_ an opportunity to see what the grass roots

actually thinks of that agreement, hailed

. in Waslhington as historic.

Short answer: The grass roots is
scarcely thinking about it.at all. '

.- It's the Economy . :
Prosperity is the great fact in this rural
! district -now, muting everything else. Un-

- employment is nil, small towns are short of

labor, people are spending money. Al this

- 55-year-old Rep. Minge. “The economy

makes it very easy for people to overlook a

_lot of things,” he smiles. . - :

Gary Revier, a Republican who. imi
successfully challenged ‘Rep. Minge in

“movement toward change,” he.says. “By
-1996, people were somewhat complacent.

‘Now, people are fairly happy. There's no
‘burning issue out there. What they’re most
likely to get angry about is road detours.” -

Mr. Revier won't run in 1998. Infact, he
showed up to greet Rep. Minge warmly-on

. thefirst day oi his three-day bike trip.

of a- thoughtful paper circulated -among

* Minnesota Republican leaders by Stephen

B. Young, -an  unsuccessful candidate for
the GOP senatorial nomination last year.

~*“The future is up for grabs,” Mr. Young
argues. “No majority party exists [in
Minnesota], but the components which

is reassuring news for ‘incumbents ‘like

both 1994 and 1996, also senses a sea -
. change in attitudes. ‘In 1994, there was a’

‘: centrist position that rejects both the - .
eral notion of government as a cure-allfor ' °

-vative notion of government as-a cure-all

It could be argued that the current
mood is just temporary, masking.a grow- -
"ing voter dissatisfaction with the obsolete .
ideologies of both parties. This is the thesis

- 'would make for a-ldh -Iasti-n' ma'dﬁty' bmer 18NCe L
& g ma s harderthanlﬁooks\

coalition are at hand.” o 5

As he sees it, the crucial swing voter is

tuning- out both traditional Democratic
|iberals and Republican Christian conser-

yatives. He thinks the GOP is better-posi- -

tioned to forge a long-term majority — if
Christian conservatives and moderate Re-
publicans could ever get past their mutual
distrust.

That is a tall order. He concedes that so

‘far the Democrats have moved -more.

_ Hep; David Minge and his wite, Karen _
*quickly to the center, co-opting conserva- -

tive themes and ideas. He calls Rep. Minge

-a ‘Democrat “dressed up in Republican

clothing.™ L i .
People’s Panacea = -~

" Ultimately, Mr. Young thinks, a new .

majority coalition will crystallize around a

secular problems and the Christian conser-

for moral problems. He calls this centrist :

-philosophy ‘invigorated traditionalism.” .

. This 'label, .as it happens, is a pretty!

‘good -description of -what: Rep.. Minge al-

ready is: a fiscal-conservative who never-

" theless believes government has a role.to .
play in social and environmental. policies. _

(He isn't an.absolute purist when.it comes
to budget-cutting, having voted to protect
costly farm and ethanol-subsidies that are..

" important to this rura! district.) But the ..
‘mild-mannered Mr. Minge can testify from -

‘in the. budget;Progess,. e
. ocrati¢'cover 8§ he DEgo!

.. nity to make structyral
.worked so hapd,on is;f

budget issuef.

‘around: adjusting

/» N5 4
“ clal Security benefits. -

.side hereabou

.woods and bloomih

.

‘P"hﬁl‘
True, many yoters In this

-seem to like his style. ‘B
. conservative,’. 8ays. 80.2pProvi.,,

Kaardal.at a roadside picnic.."'He's tc.
exactly what he's supposed to do — guart
ing -the pocketbook without. turning . his

- back on social problems.". .. : .

Trouble is, rany of Rep. Minge's Dem-
ocratic colleagues in the House are far
supportive -—.and he ‘has the lumps ‘to

. prove it. “I've.grown a little discouraged,”

he admits. For example; h@ﬂoﬂﬂoubg_s.;he
‘Blue mm;:&&%i;@%@xm;me
.- T -t lg‘pl:nﬂde

President Clinton:

pact m"@ 9, missed
ment programs, he conced
A5 tading

4}, il s

“Given a.continyied.£o0d e¢
. ntinjje e

His reformist beit has also iFrtated the

' Democratic powers-that-bé:in‘the H .
‘When he proposed:iin -the  Démocratic -

caucus that ‘committee -chairmen - (and
‘minority ranking members) be limited to

“three consecutive.terms: he was, crushed. -

t-

about the time the

adjusting ‘doynwarn the, formula
used for’ annual ‘cost-of-living benefit in-

-creases; raising'the cap on the arnount of
Jncome that can’
~ Security; institutin

to_support Soclal
‘testing for So-

>

‘It ‘is an issué:of "g'eneraﬁo'nal, fair-

"ness,” he inisists. The alternative to acting -
. 'is to:leave “‘a feryible Jegacy,.a political’

and soclal shipwreck, to our children and -

The very,

eXpRTSIvERGaY
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beginning, N I SUtimral Ted”
winddehée;‘?,l.lgg 'Granitd Falls.it'ta
the congressiian, pg nﬁg torjan’
S

=]

gpre-
pular

sented this district And bucked }he C
“tide—1in his caze; tiatvesting mostyunpop-
. ularity in the procéss:It{s.the’ iome'of the

late Andrew. J. Volstead; “identif

_historical sign out front as the man whose
Volstead Act tried to'enforce Prohibition.

The question arises: What would David

" "Minge like a historical sign In.front of his

own house to say? . =~ U

BT

o'home

s g Sait e ot
Sl

" “Phe man'who saved Social Security,” |

- he ‘grins -over his shoulder. ‘Arid’ then,
pumping powerfully; he picks up speed and

recedes into the distance-—on his bike, as
in politics, pedaling uphill. ™~~~ =% =~

\
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- calls fcr changes in tobacco RN
_i ~ deal may stamp out approval P

e much the 20 "fiak when he said he didnt i
R By.mclmd Benédetto : ,mmm%m.w'&m,m”“’mmh moking s addictive and added
' ' T ' General Mike Moore, the jead nej “Manykepublisawthewaybolc

- . c WASHINGTON — WheD  ¢or for the states, called the settiement “the most historic pub-  Mishandled -the smoking issue in
S RJ. Reynolds lawyer D, S0t * li¢ health achievement in history."A jubllant Florida Atiorney Yeor's presidential election and . 1,

. Wise sat down to testity before  General Bob Butierworth boasted that “the Mariboro Man will want to be seen as defenders of big 1o
. @ congressional panel earlier ° pe riding into the sunset on Joe Camel.” bacco,” says William Kristol, a GOP

‘this month, Sen. Edward Ken- - minkmmemmmhm’dﬂ“m -mtcdstandedlmrofmeconsemuve
nedy puffed himself up t red-  the gttacks began. Public health advocates such as former sur-  Weekly Standard.
- -facedindignation. ‘... ‘- geon general C. Everett Koop and former Food and Drug Ad- - The tobacco industry cor- .
“You haven't got much cred- ' ministration chief David Kessler said the pact was t0 esy on - tinues, however, to use politi- - -
. ibliity coming in here” the .thedamzmm . cal contributionso bolster its o
Massachusetts .Democrat " The mm“ -sagging suppoft on Capitol

ciation, a key leader in the Hill. Common Causesaysthat -
anti-smoking fight, de. -the frst six months of. this
nounced the pact as “a year ‘the "tobacco industry
sweet deal for the tobacco  B2ve $1.6 million to the Re-
companies and & bed deal publlcanPn.rwandmwoo

tobacco The tobacco companies
say that any ancmapt by the .
" ic lomses as smoking -de-: White House or Congress to.
:glnnacdzcconmlc:; increase the $3685 billion -
stores,

g
E

. ’ pﬂcetagwlllbeadeal-bmker‘rheym-
- Josses 83 cigarette advertis- ool at a bill in Congress that would pre-

restricted. Advertising vent the companies from taking tax de-
ing s o " ductions for the $368.5 billion in -~

restric-
" tions on billboards. And the . payments, raising the effective of
. auto-racing ir the settlement by some $100 billion.
industry I8 C00- "Ly s going to make the payments f
e DTS
. la | Carlton. “Thisisa -
' dml:': '::' m d.'m . delicately balanced compromise,” says
S S ch-employ lob. RJR'S Wise. “The companies do -not
. seeking to get the best deal they can for their clients, h2Ve the abillity to-do more.”

.- 8ang Lobbyists ﬂmmtﬂmullmln But many on Capitol Hill believe the -
. Degotiators expressed opti- fees the first six months of this year, ~ companies are bluffing. Not only do.
mism that the deal would -t Money.Iis nosmall pancfthenmylhanwhymegmmg some lawmakers think the payouts
. celve congressional-approval s 50 tenuous. There's a lot at stake. The tobacco industry takes ~ Penaltiesare too low, theyalso ¢ Llike

. and President Clinton's signe- " in about $8.4 billion annually.in profits before taxes and pro-  -the;part of the deal that would prt
. ture this fall. .. videsan annual income of $2.8 billion for 100,000 farmersin 16 . the tobecco companies from future law-
.+, /But less than three months - - states. What's more, federal, state and local government take Ui, even though that'sacente o
‘Inter, the deal appears dead for  in about $15 billion in taxes a year from tobacco products. ‘the settlement. .
beyond,  .As compet .
. = demonstrating just how hard it Whltc.nng;e review Mmhmw;ml nger - If the comprehemwe settiement ult-

‘ . '+ istogetsomethingm complex _than expectad. The review has boen tod by Heartn mately falls spart, the Sght agane
. LT ‘Washington. ~ - . Services by and Human o 5ying and the tobacco companies is
“We could.decide we dont g Secretary Donna Shalala, an exsmoker whoisdeeply o renin'ts continue.

-
-4
[1]
-4
-
g
-
B
2

want to do anything. Not pass- _ -them, ‘Clinton domestic policy chief ; Clinton could press for greater FDA -
. - ing legisiation is one option,” . ,.m&.mwmmmﬁmuﬂ‘: control over nicotine. New restrictions
. ~88ys Sen. Doxi Nickles, ROkla, . tached, policy-oriented perspective. A Mot 06 . ‘o agvertising and -sales could be en-
B P D . U AR § ng recommendafions, acted. Higher taxes on cigarettes
el ¥+, COVER STORY next page b * Clnon b cpestnd 1 c0me out 15 weck I Svar of ¢ oogiy - De levied. And tobaccd companies
Continved from 14 ' 7 TR fmeat Buthes expacied to condition his approval oo certain : ."."“’gﬁ"”- fight
.whowmdjrecttheScmmscmddmncnoﬂhcmuccom " Learning from his illfated heaith care reform plan, the . . etion. e
man“SomepeoplemmeMﬂthbhaMcdhuncrm mnwmmmmmm - Inthe micantime, S
we've got.a deal. That's not 50.” “try to write the legisiation himseif. And mindful of ) against tobacco . companies |
The state officials and tobacco industry representatives who - his high approval ratings, he knows that talking tough on tobac- on the stle level are | @ @eer
: announcedthemvmhmuchhnhnhllmewt- ©o plays well with most voters. Clinton Is expected o call for . ahead. And if the national set-
. ed the difficulty of getting the necessary approvals in Washing- these changes in the agreement: - tiement grows too costly, the -
ton. In the past 10 weeks, the pact has been picked apart by ’mmmm—eﬁw"dm&wﬂbn& . tobacco industry. appears
mtemgrcups.WhlueHmadMandhwmhsm&pl— . DR - — —_—n. . - ready.to take its chances’in
tol Hill, where anti-tobacco sentiment is rising - S - ulate nicotine and :stifler fines if teen .- - court, eschewing further
President Clinton'is this week expected to outline in very’ - simoking doesn't drop. . statebystate deals like thse
broad terms what he thinks of the deal and the changeshe'd . = . ) b@mdlsckmrecﬂndm-ydom- - reached with Mississippi

Flonda That prospect, says °

like to see. He says he'll “do whatever [ think will best further - Moore oo B dobin

: publlchealthandwﬂlbestinacmethecunccsmatwcm '

i * dramatically reduce . edged swo
COVER 'STORY -smoking among young - “States could. start winning on

i — people.” .own and say, ‘Why should we:  :the

. ' " Itshighly unlikely Clin- payments with other states?'” Moore
tonwmgiveamendomt.mtmuhemn .says. “Or the companies can [ win- .

ning and say, ‘Wait just a minute on this
-settlement.’ This settlement is the
deal weé can get The time 1or Congress
toactismow.” . .

- -Contrlbuting Jessica Lee, Doug Levy

might not be.enough to breathe new life into the settiement. :
_ "rhlsbpmbablythenmccmp!explcceofmhﬂmto A
ccmcalcnalnrccentmamry says Rutgers University polit- -

cal scientist Ross Baker. 'meldcammeswlmtanhnd

of sail through Congress is naive, at best” - .

The deal would require tobacco compenies to pay states
'Smbbunmmummmueﬂwdmofwng
smoking-related liiness. The companies also would submit to
tougher advertising and sales restrictions. In return, the states
would drop their lawsuits and more than a dozen class-action
cases would be settled. And, most important for the compe- |
" nies, there'would be a cap on how much each firm would have
to'pay out in damages each year if any anti-tobacco lawsuits
are successful, as well as a ban on future class-action lawsuits:

From the states’ perspective, the deal would provide a cash
‘windfall and curb teen smoking From the companies’ per-
spective, the settlement would remove the uncertainty of fight-
ing the lawsuits state-by-state. The companies could win many
ofthmcsﬂﬁ.hﬂtheymrythepotcnﬂnltormlﬂstomr
t.hmughtheroo! c
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 Ariz. prosecutors: Suspects

~ weren’t bounty-hunters

* " Arizona prosecutors ssid Sunday they have filed firstde-
‘gree murder charges against five men who stormed a Phoe-

nix house and killed a young couple inside, saying the men
were not bounty hunters as they claimed. : .

'Maricopa County Attorney Rick Romley said the charges

" were upgraded from second-degree murder after new evi-

. dence showed the group had planned to rob the house on -

Aug. 31, not capture a California fugitive, .

" NATIONLINE

““The bounty huhter story was just a msetoaetthei““f - L. ’ ¢

-of trouble if something went wrong.” Romley said.
Police said the men, wearing body armor, broke in at 4

_.am., tied up a woman and held her childrén at gunpoint. .
‘The men then kicked down a bedroom door and engaged in

a fierce gun battle with .Christopher-Foote, 23, that left
‘Foote and girifriend Spring Wright, 18, dead. o

Calif. wildfire consumes 13 buildings

o,

. L © -+ By Willam Wison Lawis Wi, AP
Taking a break: Firefighters rest before rejoining the
battie against a southem California wildfire that raged -
over more than 1,200 acres, consuming 11 homes and -

. "two other bulldings near Running Springs. Hundreds of .

JOARAS

residents'were evacuated. Firefighters and advancs
Hurricane Linda rein kad the biaze 80% contained.

" BART'IS BACK: The San Francisco Bay area’s commuter
rail system was readyto roll today after a strike by union

workers idled trains.and ‘created traffic nightmares. Bay -

Area Rapid Transit trains haven't run since Sept. 6, the day
‘before 2,600 workers walked off the job.-Management and

_the unions reached a tentative four-year contract Saturday. -

Traffic jams and packed buses were the rule as travel times
. doubled and tripled for many riders seeking ways in and
out of San Francisco. BART handles 275,000 riders a day.

EXTRA CELL: -Okiahoma City bombing defendant Terry'
. Nichols uses a neighboring cell equipped with a videoca-
-. Sette recorder as an-office to help prepare his defense,
Newsweek reports today. The 6-by-8-foot cell at Denver's

_Federal Correctional Institution holds thousands of pages of

transcripts and briefs and a VCR to watch footage related to

the bombing, the magazine. reported. Nichols faces trial
*.Sept. 29, on murder, conspiracy and related charges in the

. April 18, 1995, Alfred P. Murrah Federal Building bombing -

that killed 168 and injured more ‘than 500. Timothy
McVeigh already has been convicted and sentenced to die.

CARGO CRASH PROBE: Fine Air Services Inc. thecargo

carrier that suspended flights after an August crash that
killed five, says it plans to fly again within three weeks up-
der an agréement with federal regulators. The Miami-

based airline halted operations Sept. 4 pending an investiga-

tion. Its DG, taking off from Miami International Airport,
_crashed into a street, killing all four aboard and one motor-
_ist. The National Transportation Safety Board is trying to .
. determnine if 45 tons of textiles were stored improperly on

the plane. Fine Air has agreed to improve cargo handling
procedures and pay a reduced fine of $500,000. .

: S o By
- 3-day journey over: ‘The Riderigss , @ tribute to
ceremo-

(AIDS victims, makes its way toward the closi
nies of the Boston-to-New York AIDS ride. All 3,200 par-
ticipants had gathered eight blocks from the Manhattan
finish line to conclude the three-day, 275-mile journey en

.-masse. The ride raised $7.5 million for AIDS programs.

!

APPLIANCE SCIENCE: Bern, Kan , had a 38% savings in
overall water usage and a 56% energy savings sincethe US.
Energy Department’s “Energy Star Residential Technol-

1~ -0gy” pilot program began in June, federal officials said.
N . -Maytag high-efficiency Neptune washers were installed in

"104'homes in and around Bern, population 204. The depart-

-ment, now testing refrigerators, window air conditioners,

:. heat pumps and other appliances, hopes to promote use of

- -those found most environmentally friendly.

“REDWOOD PROTEST: Thousands of environmentalists
' .gathered to protest logging of centuriesold redwoods in
‘northern California’s Headwaters Forests. Among the pro-

testers in nearby Stafford was singer Bonnie Raitt, one of

: I.Mpmpleanwedduﬂngaslmllarprommyearago.

" Written by John Bacon With staff and wire reports.
‘Contributing: Carrie Hedges. . o
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ILLUSTRATIONS BY JEFi REY SMITH

COMMENTARY

By Mike France & John Carey

TOBAGGO: DON'T JUMP AT THIS DEAL

merica now has an unprecedented opportunity to save tors want to cement their deal in congressional legislation. ¢ versity of
Amillions of lives. With public outrage at Big Tobacco hit-  Says former Food & Drug Administration Commissioner g for instan
ting all-time highs, and the industry’s power sinking to David A. Kessler: “We can't afford to buy into a system that [% right tot
new lows, it appears to be politically feasible—for the first looks good today but may turn out not to be effective.” % and in pu
time ever—to impose a powerful regulatory regime on ciga- Kessler is right. While there may come a time when set- % quit; chilc
rettes, one of the world’s deadliest consumer products. tlement talks are appropriate, now isn't it. The public-health |§ free of ac
But there’s a risk that community, unprepared i are well-
the country will blow this for the speed with which s‘§ the risks
historic opportunity. Well- Big Tobaceo’s political right to t
publicized peace talks are power has crumbled, still § We wc
now under way over the has to do some serious g er’s list
future of” ‘tobacco. Unfortu- thinking about the right right, de:
nately, these negotiations— way to cut tobacco use. %IAmencar
and the public debate—are. Moreover, the wrong par- |4 manufact
domlnated by three groups ties are.at the table. The Z? ous prod

that do not necessarily
have soéiety’s.best inter-
ests at:heart: the industry,
plaintiffs’. lawyers and at-
tomeys

states

o
5L
[
§
[
v

industry; t} the AGs, and the R “TAX HIKE
plamtlff ‘lawyers share a I

qtrong ﬁnancxal interest in
striking: a deal that focus-
es on’ compensatmg Big
Tobacco’ssvictims rather

than regulating it in the L,} cntlcs w
future: W_h_ile paying mon-

{ﬂ‘e“ next? “B

.the to prlorlty
Instead‘\ it is far ,more

EaN \4

late steps to;ra.ls clga-

‘moth compensation fund wﬂl be. far.too }ugh In exchange for
a share‘of" obacco’s ‘profits,-thé” powerful lawyers at the bar:
gainin tab_ may have to trade off the right to fully regu- school and export in mey compematlon pla s
late everything from tobacco’ advermmg to nicotine content. Taking tougher steps to prevent futiire- smokmg is posqlble
While the attorneys would obtain tougher limits than those right now—without conceding anything-to the:industry. An .
that curréntly exist, there are already signs that they would  enormous legal hurdle to regulation fell on Apr. 25, when a
fall far short of what is needed to seriously slash tobacco North Carolina federal judge declared ‘that the FDA has juris-
use. Then' America’s hands would be tied, since the negotia-  diction over tobacco. If the decision is upheld. on appeal, as

The lawyers at the table are focusing too m-u,c'h on

% Mannmg
3 should h




many:legal experts expect, the FbA -could accelerate its at- Americans, so cigarette taxes.may be a breed apart. Some
tacK.on. teenage smokmg——and begm thinking about such k(,y Republicans have signed onto . bill that would modestly

' fu ure steps, A8 requmng eductlons in Lho dmount raise cigarette levies, and a record number of states are con-
sidering boosts. The billions of dollars raised could be used to
fund education programs and:hard: hlttmg antismoking cam- ..
paigns. Such revenues mlght eventual]y fall as concumptlon )

¢ hazards of smoking, and
i .they never intend to
make it a lifelong habit.
But before they reach
¢ "adulthood, they're hooked
. “The big problem is that:
kids underestimate the:
addictive power of nico--
tine,” explains Neal
Benowitz, an addiction ex
pert at the University o
California at San Francis=:
co Medical School. '
The message that
smoking is cool also
comes from secondary-

ples in mind, here’ are’
steps worth taklng F

way to. prevent smu
to raise the-tax on
rettes. A 10% rise
cost of tobacco sends:sa
down 4%—and among .~
youths, the drop is higher,
perhaps as much as 12%:
“Kids are sensitive .to. price,
if not to risk,” explains - 5 source promotion through
health economist Willard G. #Eiefss the mass media, such as
Manning of the University of ancsota (table, page 112). We Hollywood movies. There is a ddlbemte industry- funded ef-
should heed the recommendation of smoking foes for a major  fort to get cigarettes placed in movies and Tv shows. “We're
nationwide tax increase—about $2 per pack, to roughly $4.50.  getting killed in the entertainment media,” laments Gregory
From an international perspective, that's still not very Connolly, director of the tobacco-control project at Massachu-
high: A pack costs $4.80 in Britain. But it would be enough setts’ Public Health Dept. It's a tough problem to solve, giv-
to discourage children and push millions of adults to cut back en the First Amendment. But it’s worth trying to jawbone
or quit. Admittedly, new taxes are a hard sell in Congress, Hollywood into deglamorizing smoking.
hut polls show that Big Tobacco is a pariah to a majority of We also need to push companies and local government to

's,;i:le past, rather than on preventing future smokers
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PHOTOGRAPH OF CIGARETTE BOX BY TED MORRISON, PHOTO ILLUSTRATION BY JOHN BLACKFORD

WHAT WE SHOULD DO ABOUT TOBACGO

POSTPONE THE SETTLEMENT TALKS Current negotiations amount to a
backroom deal by lawyers and would give away too much to industry and
hobble our ability to regulate in the future.

BAN ADVERTISING AND PROMOTION AIMED AT KIDS Without trampling
the First Amendment, we need to keep the industry from hooking smokers early.

RAISE TAXES Boost the price of cigarettes—by as much as $2 a pack—to
dramatically cut sales, especially to kids.

EXPAND SMOKE-FREE WORKPLACES AND PUBLIC AREAS Studies show
that when a company bans indoor smoking, nearly 25% of its smokers quit
and others cut back. More states need to sign on.

DISCLOSE ALL INGREDIENTS Adults could make more reasoned decisions.
Now many smokers think “lite” cigarettes are safer than nicotine patches.

KEEP FDA ON THE CASE Current rules barring tobacco sales to kids are only
a start. We need a strong regulatory hand that could |mpose further restrictions.

THE POWER OF TAXES

A recent study shows the strong

correlation between high cigarette
taxes and reduced consumption,

especially among young people:
PROPOSED TAX ~ REDUCTION IN  REDUCTION IN

INCREASE NUMBER CIGARETTE
OF YOUTH WHO  CONSUMPTION

DATA CHALOUPKA & GROSSMAN FOR NATIONAL BUREAU OF
ECONOMIC RESEARCH, BW
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Dow Jones Newswires -- June 9, 1997

Amer Cancer Society Says
Tobacco Deal Addresses Its
Concerns

Dow Jones Newswires

ATLANTA -- The American Cancer Society said the
proposed settlement between the tobacco industry and
the attorneys general of 33 states appears to address its
six general principles for public health.

In a press release Monday, the society said "it is not
endorsing any settlement agreement language until it
has the opportunity for an extensive review of all
elements."

The American Cancer Society said it is "encouraged" by
the proposals and urges the attorneys general to
present a complete plan so a full evaluation can be
conducted.

The society believes settlement talks "appear to have

produced substantive elements with the potential for

controlling tobacco industry activities" and providing
protection for future generations.

The society said it seeks a settlement "that gets us to a
smoke-free generation as quickly as humanly possible."
A settlement that embraces its public-health goals is
preferable to "waiting for the uncertain result of many
years of continued litigation," the society said.

Defendants in the suits against the tobacco industry
include B.A.T. Industries Ltd.'s (BTI) Brown &
Williamson Tobacco Corp.; American Tobacco Co.;
RJR Nabisco Holdings Corp.'s (RN) R.J. Reynolds
Tobacco Co.; Philip Morris Cos. (MO); and Liggett
Group Inc., a unit of Brooke Group Ltd. (BGL).

The American Cancer Society's six principals are Food

WEBSERVER

easy as

hitp://interactiveS.wsj.com/archive/retri...rds=tobacco&any-all=AND&maxitems=30&HI=30

6/9/97 7:.06 PM
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and Drug Administration authority to regulate tobacco;
allowing the FDA to augment FDA requirements
governing youth access and tobacco marketing; no
immunization from lawsuits for the tobacco industry; a
sustained public education and tobacco-control
campaign, a prohibition on Congress preempting state
or local laws that are stronger than federal laws; and
disclosure by the tobacco industry of its research and
studies.

Return to top of page

S SPETLY
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Copyright © 1997 Dow Jones & Company, Inc. All Rights Reserved.
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File 1- BASIC

a. The settlement
b. The doings of Koop & Kessler

File 2- LEGAL

1. Yellow- Legal Issues
a. Elizabeth’s notes

2. Document Disclosure
a. Anne Weismann’s comments on Appendix VIII of the settlement
b. Document disclosure issues affecting FDA

3. Licensing
a. Introductory memo

4. Company Liability
a. Memo on punitive damages

5. Penalities for Violations

a. Side/side: settlement v. Existing law

6. Constitutional Problems

a. Web article- Due Process, state sovereignty, and 10th Arr:gldment problems A S
b Banzhats +CS‘HMOy\7 ot T""‘?’ 16 Serate Tu ua17 Co v mi Hee c@nﬁ

7. Financial Concerns
a. Web article- FTC concern over price-fixing

File 3-INTERNATIONAL/TRADE

a. Elizabeth’s notes
b. Overview memo



c. CDC report on internt’l HHS activities and international implications of the settlement
d. International portfolios of the tobacco companies

e. Statistics on international sales

f. USTR’s role in tobacco exports

g. International implications of the settlement

h. GAO report on tension betw. U.S. export policy and anti-smoking intiatives

i. U.S. and international tobacco trade: a perspective

j. Some news articles on U.s. cigarettes abroad

File 4- REGULATION
1. Yellow- Regulatory Group

a. Elizabeth’s notes

2. FDA Regulation
a. Michael Raab memo on preemption issues
b. Famous Bill Schultz memo on FDA regulation of product and advertising

3. Advertising Issues
a. Web article- efficacy of “no smoking” areas over ad restrictions- Scandinavia’s example

File 5-ECONOMIC TASK FORCE

a. Preliminary draft outline of progress report on economic issues from CEA

File 6-ENVIRONMENTAL TOBACCO SMOKE
a. Introductory memo and side/side from DOL (Draft #1)

b. Draft #2
c. OSHA side/side-- recommendations for changes

File 7-CESSATION/EDUCATION

1. Yellow- Cessation/Education
a. Elizabeth’s notes



2. General _
a. Cessation/education meeting memo from July 9

File 8-PROGRAM & BUDGET

1. Yellow- Program and Budget
a. Elizabeth’s notes
b. Basic breakdown of funds

2. General
a. List of Members of Subcommittee on Children’s Health and Other Health Services
b. Draft #1 of Tobacco-Related Research Workgroup report from July 11
c. Draft #2 from July 14
d. Summary of Talking Points from July 8 meeting
e. List of option for use of residual funds
f. Agenda
g. CDC’s proposed public health initiative
h. Director of NCI’s report on Tobacco Research Trust Fund

File 9-TOBACCO FARMERS
a. Assisting farmers- Lexus search result
b. Web article- Rep. Lowey’s (D-NY) anti-federal crop insurance bill

File 10-TOBACCO-RELATED LEGISLATION
a. List of bills

File 11-CIGARS

1. General
a. Statistics on rising cigar consumption, etc.
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TALKING POINTS

We fully understand the significance of tobacco production in each of your States and
Congressional Districts. Even though tobacco is only grown in 21 States nationwide, it is
the sixth Jargest cash crop. '

Tobacco production and marketing is the single most important economic engine in many
counties throughout the country and especially in the Southeast. Net returns per acre
dwarf the returns per acre for any other major crop produced in the United States,

Tobacco production is especially important to farmers with limited financial resources
and minority farmers.

The Administration will not forget the concerns of the farmers in its review of the
Tobacco Settlement. Since the announcement o[ the setlement, the Admiaistration has
maintaincd an active dialoguc with tobacco farmers, and their elected representatives, in
order to fully understand their views and concerns with the agreement.

Farmers were not invited to participate in the negotiations. However, they deserve to be
hewrd now, and (o have their views [ully and fairly considered in the course of the review
conducted now by the Administration and later when Congress considers legislation.

We can provide our commitment to work with you when the Congress considers
Icgislation to cnsurc that farmer concerns are addressed.

The Administration is committed to the fulfilment of its youth smoking goals. Without
exception we have found that tobaceo farmers also suppott these goals.

Tobacco Tarmers have not, and will not be singled out for punitive, or unfair treatment by
the Administration in its efforts to address youth smoking.

gy V<
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Lleut Gen. David R. Palmer, re-

'Pdpers‘ Cr’u'cial "
., In Florida Deal

Over Tobacco

:-’. 2
tl!y BARRY MEIER
‘trial nears-in a major smok--

Asia
ing-gelated lawsuit against the tobac-

' coithdustry, a:legal confrontation is | ¥

X mlng ~between “Fliorida officials
..and clgarette company lawyers.over
the disclosure.of documents.

ﬁrFlonda s Attorney-General, Rob-

¥
/ would'not settle the state’s Medicaid-;

ert A. Butterworth, said yesterday he

related lawsuit ‘against tobacco pro- |

ducers unless they dropped their ef-
forts to prevent the release of eight-
sensitive Liggett Group documents.

- “Unless they show-good faith and
let these documents go,”” Mr. Butter-
worth said, “‘there is no way they’re
going to see me at a bargaining ta-
ble.” - UM

The Liggett documents which cov-"
er strategy talks among tobacco in
dustry lawyers, were; divulged by
Liggett as part of a. separate settle-
ment agreement it reached earlier
this year with state-attorneys gen- -
eral. But since then, other tobacco
companies, which reached their own
$368.5 billion settlement proposal
last month with state officials, have -
gone to court to block release of the
papers, claiming they are covered by
the attorney-client privilege.

While thé proposal is pending,
states that have sued the industry
can pursue those lawsuits or settle
them. Jury selection in Florida’s
lawsuit is set to begin on Friday in
West Paim Beach. The state is seek-
ing to recover billions of dollars in
Medicaid expenses for treating
smoking-related ilinesses.

Normally, exchanges between law-
yers representing different clients
are protected from disclosure unless
the plaintiffs can show that the law-
yers were involved in a crime or
fraud. So far, several judges in Flor-
‘ida have ruled the documents pro-
duced by Liggett, a subsidiary of the
Brooke Group, contain evidence that
industry lawyers were involved in
such conduct.

Cigarette compames have ap-
pealed those decisions, and one in-.
dustry official said they ‘would con-
tinue to do so.

The differing positions of Mr. But-
terworth and cigarette company ex-
ecutives raise the possibility that
Florida’s Medicaid case could go for-
ward despite efforts in recent weeks
to negotiate a settlement.

s

York Clty Department Of
Environmental

Dratariinn

If you are a current customer,'y e
' this offer by enrolling in ATRT Digitdl. PCS sef
and buying a Dlg:tal PCS phone

» MANHATTAN » WESTCHEST
ATST Wiralass Services Store - Downtown CTP Wireless
150 Broadway (Broadway & Liberty) ‘Hudson Vatley
212 709-5000 Hours: M—F 8:30 am - 6:00 pm  Payless 7 Mar
ATAT Wireless Services Store — Midtown Payless 2455
1211 Avenue of the Americas (47th between 6th & 7th) Nationwide l:a
212 789-6400 Hours: M-F 8:30 am - 6:00 pm
Arjay Telecom, Inc. 680 12th Ave., 212 581-4800 » N - |

Let's Talk Cellular Manhattan Mall, 6th Ave., 212 643-8656

Amenican
. Office Citicorp Center, 53rd St. & Lexington Ave., 917 754-3300
Payless4  35th St, 212 868 Antio Desier?
" Pa 11B Beaver St., 212 747-0800 CTP Y
Paylass 671 Lexington Ave., 212 980-2333 TP WImass

...... 1471 2rd Avn 19 297.0RNN
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SUMMARY OF BUDGETARY EFFECTS OF PROPOSED SETTLEMENT ' 09197
BASE SCENARIO WITH BBA CREDIT REPEALED AND YOUTH TARGETS MET 05:46 PM

(In billions of dollars)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 98-03 98-08 98-23

RECEIPTS
Base Payment (inc. trust and up-front payment)......... 10 1 12 15 18 19 19 19 19 19 19 84 179 464
Payments to Recoup Excise Tax Credit and/or Losses.... - - -— — — — —
Adult Sales Volume Adjustment..............cccovvneiniienniieene - — — — — — —
Credit for Personal Compensation Claims..............ccc.c..... — — (1) (1) (1) (1) (2)

2 ) @ @ (6 (76)

om | |
N

Inflation Adjustment..........ccocci i — (1) (1) )] (1) 1 (0) 1 1 1 4) (2) 72
Credit for BBA Excise Taxes.......cc.ccccvrieriiecicnicneenneenen - - - — — - - - —_ - — — — -
Look-Back Surcharge for Youth Consumption.................. — —_ - - —_ —_ —_ — — — — — — —_
Net Industry Settlement Payments............cesuvevueene 10 10 1 13 16 17 17 18 18 16 16 77 161 460
Tax Offsets
Indirect Business Tax Offset........cccccivvvrnirnenecnnnencnnns 3) 3) (3) (3) (4) 4)  (4) 4) (5) 4) 4y (19) (40) (115)
Corporate Income Tax on Look-Back Surcharge........... — - — - —-— - — - — — - - - -
Youth Excise Tax Trgger.......ccccocverrerienvrereesireseriereaaans — — - — — — —_ — - —_ - - - —_
Reduction in Existing Federal Excise Taxes................. o [(0))] (6D (1 (1) (1} (1) (6] 1) 1) (1) (4) 11 29
Total Federal Tax Offsets........cccceievevivvncecicccnecnicnnens (3) (3) (3) (4) (5) (6) {6) (6} (6) (5) (8) (24) (51) (145)
Net Additional Receipts to US Government.......... 8 7 7 9 11 12 12 12 12 11 11 53 110 316
POTENTIAL USES/CHANGES
State Attomeys General Proposals, Total......................... - 7 7 8 10 12 10 10 10 6 6 44 86 204
Offset Reduction in State Excise Taxes..........cccovcereirennen. — 1 1 1 1 2 2 2 2 2 2 6 15 49
Use of Youth Look-Back Surcharge (80% grants)............ — — — — — — — — — - - — — —
Potential Increase in Federal Medicaid Match.................. 1 2 2 2 3 3 3 3 3 3 3 13 29 85
Total Potential Uses 1 10 10 12 14 16 15 15 15 11 1 63 130 338
Memoranda:
Ad Valorem Equivalent of Net Payments..........cccccnecniiininane 22% 23% 29% 34% 3I8% 38% 8% 3I8% 38% 3%
Change in Total Cigarette Consumption........cccevreeuecnneen. “10% -11% -13% -16% -17% -18% -18% -18% -18% -18%

Percentage Point Shortfall from Youth Target........................ —_ - — —_ — —




SUMMARY OF BUDGETARY EFFECTS OF PROPOSED SETTLEMENT 0911797
BASE SCENARIO WITH BBA CREDIT REPEALED AND YOUTH TARGETS MET 05:37 PM

(In billions of dollars)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 98-03 98-08 98-23

RECEIPTS
Base Payment (inc. trust and up-front payment)......... 10 9 10 12 14 15 15 15 15 15 15 69 144 369
Payments to Recoup Excise Tax Credit and/or Losses.... -— — — — -— — — — — - - — - —
Aduit Sales Volume Adjustment.........c.ccvivemverneccrinnereneae — (1) (1) (2) (2) (3) (3) 3) (3) (3) (3) (9) (23) (74)
Credit for Personal Compensation Claims..........cccccceeuene. — — (0) (1) (1) 1) (1) (1) 1 (3) (3) (3) (13) (59)
Inflation Adjustment............ccco v e — 0 0 1 1 2 2 3 3 3 3 5 18 109
Credit for BBA EXCise TaXeS......ccoccvreereniricriinereniisieseens — —_ —_ — — — - -— — —_ — — — —
Look-Back Surcharge for Youth Consumption.................. — — — — o — — — — — — — — —
Net Industry Settlement Payments...........cccecrinnenne 10 8 8 10 12 13 13 13 14 12 12 62 125 344
Tax Offsets
Indirect Business Tax Offset.......ccccvvvrrencieenicrccinneen 3) (2) (2) (2) (3) 3) (3) (3) (3) (3) 3) (15) (31) (86)
Corporate Income Tax on Look-Back Surcharge........... - — —_ — — —_ — — — — - —_ —_ —
Youth Excise Tax Trgger......c.occcvevmvrnricreencecinmeeeenes - — — — — — — —_ —_ — —_ — —_ -
Reduction in Existing Federal Excise Taxes.................. - (0) (1) (1) (1) (1) (6D} 1) N 1 1) (3) (8) 23
Total Federal Tax Offsets.......ccccoververcrmrrirrcirnnicnns 3) (2) (3) (3) (4) (4) 4) (4) 4) (4) 4 (19 (40) 109
Net Additional Receipts to US Government.......... 8 6 6 7 8 9 9 9 9 8 8 43 86 234
POTENTIAL USES/CHANGES
State Attomeys General Proposals, Total................cc.c..... — 6 7 8 10 8 9 9 5 5 39 74 165
Offset Reduction in State Excise Taxes......c..ccocccvveenennen. — 1 1 1 1 1 1 1 1 1 1 5 11 39
Use of Youth Look-Back Surcharge (90% grants)............ — — — —_ — - — — — — —_ — — —_—
Potential Increase in Federal Medicaid Match.................. 1 1 2 2 2 2 2 3 3 2 2 10 22 63
Total Potential Uses... 1 8 9 10 12 14 12 12 13 8 9 54 108 268
Memoranda: .
Ad Valorem Equivalent of Net Payments 17% 18% 22% 26% 28% 28% 29% 29% 29% 29%
Change in Total Cigarette Consumption 7% 8% -10% -13% -13% -14% -14% -14% -14% -14%

Percentage Point Shortfall from Youth Target............cccuviiiimiiceiniciiinmrcriccnrsneessecsnesssesanennns —_ - —_ —_ —_ —_
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SUMMARY OF BUDGETARY EFFECTS OF PROPOSED SETTLEMENT 09/11/97
SCENARIO WY SBBA CURED REPEER D-AND Y OU XRG ¥ 05:56 PM
(In billions of dollars)
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 98-03 98-08 98-23
RECEIPTS
Base Payment (inc. trust and up-front payment) 10 23 25 30 37 39 40 40 40 40 40 163 361 953
Payments to Recoup Excise Tax Credit and/or Losses.... - - - —_ - - - - - — —_ - — —
Adult Sales Volume Adjustment.............ccceeiiiciinieninniins - - —_ - — — - —_ - - —_ — — —
Credit for Personal Compensation Claims.............c.cc...o. - - (1) (1) (1) (1) (2) (2) (2) (4) (4) (4) (16) (76)
Inflation Adjustment............occoiiiiiinnnnn s — (4) (4) (5) 7) (8) (7) (7) (6} (5) (4) (28) (57) (7)
Credit for BBA Excise Taxes.........cccovveriininninnninnniennne. —_ - — —_ — — — — — —_ —_ —_ —_ —_
Look-Back Surcharge for Youth Consumption................. = - - — — — —-— — - — — — — —
Net Industry Settlement Payments..........cceenniieenes 10 19 20 24 28 30 31 31 32 31 32 131 288 871
Tax Offsets
Indirect Business Tax Offset........cccccocevinmrnvniccninnnns (3) (5) (5) (6) (7) (8) (8) (8) 8) (8) 8) (33) (72) (218)
Corporate Income Tax on Look-Back Surcharge.......... — - — —_ — - — — — — —_ — — —
Youth Excise Tax Trigger...........coccoviiinnininninnsineneeienne —_ - — - —_ — — —_— - —_ — — — —_
Reduction in Existing Federal Excise Taxes................. — (1) (1) (2) {2) (2) (2) 2} (2) 2) (2) (8) 20 53
Total Federal Tax Offsets........c.covmeivinirininineninninnns (3) (6) (6) (8) (99 (10) (10) (10} (10) (100 (10) (41) (92) 271
Net Additional Receipts to US Government.......... 8 13 14 16 19 20 21 21 22 21 21 90 196 . 600-
POTENTIAL USES/CHANGES
State Attorneys General Proposals, Total...........c.c........ — 10 10 12 13 15 14 14 15 12 12 60 127 348
Offset Reduction in State Excise Taxes...........cccceeunenns — 2 2 2 3 3 3 3 3 3 3. 11 27 89
Use of Youth Look-Back Surcharge (90% grants)............ — — — — — - — — — — — — — —
Potential Increase in Federal Medicaid Match.................. 1 4 4 4 5 6 6 6 6 6 6 24 53 162
Total Potential Uses 1 15 16 18 21 24 23 23 24 21 21 95 207 599
Memoranda:
Ad Valorem Equivalent of Net Payments 45% 49% 59% 72% 78% T79% 79% 80% 80% 80%
Change in Total Cigarette Consumption 19% -21% -25% -30% -32% -32% -32% -32% -33% -33%
Percentage Point Shortfall from Youth Target 2% 4% - - —_ -




SUMMARY OF BUDGETARY EFFECTS OF PROPOSED SETTLEMENT 09/11/97
BASE SCENARIO WITH BBA CREDIT REPEALED AND YOUTH TARGETS NOT MET 06:12 PM

{In billions of dollars)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 98-03 98-08 98-23

RECEIPTS
Base Payment (inc. trust and up-front payment)......... 10 9 10 12 14 15 15 15 15 15 15 69 144 369
Payments to Recoup Excise Tax Credit and/or Losses....  — — - -— - - —_ - — — — - - -
Adult Sales Volume Adjustment............occeecceevrnnnncnninne -— (1) (N (2) (2) (3) (3) (3) (3) (3) (3) 9) (24) (76)
Credit for Personal Compensation Claims.............c.coo...... - — (0) (1) (1) (1) (1) 1) 1) (3) (3) (3) (13) (59)
Inflation Adjustment...........ccoo i -— 0 0 1 1 2 2 2 3 3 3 5 18 108
Credit for BBA Excise Taxes.......ccceceverivveccnieninieeeseen s — — - - — - — - - — — - — -—
Look-Back Surcharge for Youth Consumption.................. — - - -— — 1 — 3 — 2 2 1 6 29
Net Industry Settiement Payments...........ccccevnninnee 10 8 10 12 14 13 16 14 13 13 62 131 370
Tax Offsets
Indirect Business Tax Offset........cccceeveveeiievecvinvcnincinnne (3) 2) (2) 2)- (3) 3) (3) (4) (3) (3) (3) (16) (33) (92)
Corporate Income Tax on Look-Back Surcharge........... — - -— - - —_ — - — — —_ - - —
Youth Excise Tax Trgger.....cc..cccvervreniernmrsienseesessneens - - -— — — — — — - — — — — —
Reduction in Existing Federal Excise Taxes.................. - (0) 1) 1) (1) 1 {1} 1) {1} M (&)} {3) (9) 23
Total Federal Tax Offsets.........cccccovrnivvennvncniennnianns (3) {2) 3) (3) (4) (4) (4) (5) {4) (4) 4 9 (41) (116)
Net Additional Receipts to US Government.......... 8 6 6 7 8 9 9 1 9 9 9 43 90 254 .
POTENTIAL USES/CHANGES
State Attorneys General Proposals, Total......................... — 6 6 7 8 10 8 8 9 5 5 39 74 165
Offset Reduction in State Excise Taxes..........c.ccccoeneeeenne. — 1 1 1 1 1 1 1 1 1 2 5 12 39
Use of Youth Look-Back Surcharge (90% grants)............ — — -— — — 1 — 3 — 2 2 1 6 29
Potential Increase in Federal Medicaid Match.................. 1 -1 2 2 2 3 2 3 3 2 3 n 23 68
Total Potential Uses 1 8 9 10 12 15 12 15 13 10 10 54 115 301
Memoranda:
Ad Valorem Equivalent of Net Payments............cccccccevvenneee. 17% 18% 22% 26% 29% 28% 33% 28% 32% 32%
Change in Total Cigarette Consumption...........ccovrereeruecercace 8% 9% -10% -13% -14% -13% -16% -13% -15% -15%

Percentage Point Shortfall from Youth Target weresresaessnnssanesne 6% 2% 23% 17% 24% 30%



SUMMARY OF BUDGETARY EFFECTS OF PROPOSED SETTLEMENT 09/11/97
WITH BBA CREDIT REPEALED AND TOUGHER YOUTH SURCHARGE (EX TAX EQUIV) 06:12 PM

(In billions of dollars)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 98-03 98-08 98-23

RECEIPTS
Base Payment (inc. trust and up-front payment......... 10 9 10 12 14 15 15 15 15 15 15 69 144 369
Payments to Recoup Excise Tax Credit and/or Losses.... — — — — — — —_
Adult Sales Volume Adjustment...........cccccoriiicinnnicccennns — —

Credit for Personal Compensation Claims..........cc.eceeeeees - - (1) 1) (1) (1) (2) (2) (2) 4) 4) (4) (16) (76)
Inflation Adjustment.........ccoecveeiinienni e e — (0) (0) 0) (0) (0) 0 0 0 1 1 (1) 0 49
Credit for BBA EXCiS€ TaXeS.....ocuooerriiieien e - —_ - - — — -— - - — — — -— —
Look-Back Surcharge for Youth Consum'ption .................. - — — o — 1 1 4 7 3 7 1 23 161
Net Industry Settlement Payments.............ccecceueene 10 8 9 10 13 15 14 18 20 15 19 64 150 503
Tax Offsets
Indirect Business Tax Offset...........cocccierininnniicccniennn 3) (2) (2) 3) 3) (4) (4) (4) (5) 4) (5) (16) (38) (126)
Corporate Income Tax on Look-Back Surcharge........... - — — — — — —_ —_ —_ —_— — — — —_
Youth Excise Tax Trgger......c..cccvvveeierremrrieesinsieenrnnens — — — — — — — —_ — - — — — —
Reduction in Existing Federal Excise Taxes.................. - . [0) (1) 1 1 (1) 1) [&D] (1) [&D)] (4D} (4) 10 31
Total Federal Tax Offsets........ccccocemrnccrcecrnnninnennes 3) (2) (3) 3) (4) (5) (5) (6) {6) (5) (6) (20) (48) 156
Net Additional Receipts to US Government.......... 8 6 6 7 9 10 10 12 14 10 13 45 103 346
'POTENTIAL USES/CHANGES
State Attoneys General Proposals, Total......................... — 6 6 7 9 10 9 9 9 5 5 39 75 166
Offset Reduction in State Excise Taxes.............ccoov.uvnnen. — 1 1 1 1 1 1 2 2 2 2 5 14 52
Use of Youth Look-Back Surcharge (90% grants)............ — — - — - 1 1 4 7 3 7 23 161
Potential Increase in Federal Medicaid Match.................. 1 2 2 2 2 3 3 3 4 3 3 1 27 a3 .
Total Potential Uses 1 9 9 10 12 15 13 18 21 12 17 56 138 472
Memoranda:
Ad Valorem Equivalent of Net Payments 17% 19% 23% 28% 31% 31% 39% 44% 36% 44%
Change in Total Cigarette Consumption..........cccccoccvieernncnnee 8% 9% -11% -13% -15% -15% -18% -20% -17% -20%

Percentage Point Shortfall from Youth Target 4% 1% 19% 10% 4% 24%




ALTERNATIVE TOBACCO SETTLEMENTS -- SUMMARY

(Dollar amounts in billions)
Tougher Restore Payment
AG Youth Gov't of $1.50
Baseline | Settlement | Surcharge Share Per Pack
Youth Targets Not Met:
Average Payment per Pack in 2003 1/.........cccoeoieiiiniinneen. 0.57 0.60
Average Price per Pack in 2003 1/...........cooiiiiiiniiiiiicnnn. 1.93 2.49 2.53
Millions of Smokers in 2003.......cccoooeeciiriirieiiiereeeeecnreeen. 51.5 46.2 459
Gross Payments over 25 Years 2/;
Base Payments.........cooiiriieiiiiinin e e 369 369
Youth Smoking Penalty..........cccooviirrviiiiiiiiiiininneneen, 18 98
Lo 1= | P 386 467
Net Federal Revenues, Cumulative:
Five Year Total (1998-2003)........ccceeeiiiiiiirrniierreeeee e, 43 45
Ten Year Total (1998-2008)...........evereerireiceeeereieeiieeeenes a0 103
25-Year Total (1998-2023).....ccccuveriieeerereeeiee e 254 346
Payments and Revenues in 2003:
Gross Industry Payments........ccccocoviiiieieeeien e 17 16
Net Industry Payments...........coocviiiieeiiniiiieeenineiiireneees 14 15
Net Federal Revenues........c.coccceveviiiiieciciiieeniecceeee e, 9 10
Specified AG spending........cccccvereeieeeerieiiceccercceeeeeen, 11 11

Note: all scenarios assume repeal of the TRA97 excise tax credit.
1/ In constant 1996 dollars. Includes BBA97 excise tax increase.
2/ In constant 1998 dallars,

09/11/97
06:10 PM



ALTERNATIVE TOBACCO SETTLEMENTS -- SUMMARY

N
,;/) 09/1 1/97

(Dollar amounts in billions) 05:50 PM
Tougher Restore Payment
AG Youth Gov't of $1.50
Baseline | Settlement | Surcharge Share Per Pack
Youth Targets Met:
Average Payment per Pack in 2003 (96%)......c..cccceveeernnen. 0.54 0.54 0.73 1.50
Average Price per Pack in 2003 (96%).......c.cccocevvecrerccnnennn. 1.93 2.47 2.47 2.66 3.43
Millions of Smokers in 2003........c..coccciiriiireieeereee e, 51.5 46.3 46.3 45.1 40.2
Gross Payments over 25 Years (98%): A / 3 A0\
BASE PAYMENTS. ...eeveveceeereeeeeeeeseeeeseessseneseeeesesseseseeseeesessessasseseseeeas 369 369 O\° 464 \ 953
Youth SmMoking Penalty......cccoooviiiiiiimririniereieiiiere e ee e eneeeeeeeee 4] 0 0 0
TOBL. v eeeveesesvesessessesssseesssesessssssessesseseeesn s sessseseeee 369 369 464 953 .~
Net Federal Revenues, Cumulative:
Five Year Total (1998-2003)......cc.cceririerererenereeereniiiieeesesresscesnnreeenenas 43 43 53 90
Ten Year Total (1998-2008).....cccciiieeerirerieieereereeniireeeerccreeeesesesneeeeens 86 86 110 196
25-Year Total (1998-2023).....ccccccciriiiiireieeeeenseeeiiireee e eeaaneeeeeeeane 234 234 316 600
Payments and Revenues in 2003:
Gross INAustry PaymentS.........eevieiioiiieiernienec e e e 17 17 18 31
Net Industry Payments.........cocoviiiinioniiniicceee, 13 13 17 30
Net Federal REVENUES..........cccoiriiiriiitiieciiec e e 9 9 12 20
Specified AG SPending.........ccocceveiiiiiiiiiiccinice e : 10 10 12 15

26wl cv b e

Note: All scenarios assume repeal of the TRA97 excise tax credit and include the BBA97 excise tax increase..
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NORTH CAROLINA DEPARTMENT OF AGRICULTURE
AND CONSUMER SERVICES

POSUTION ON CURRENT TOBACCQ NEGOTIATIONS
AS IT RELATES TO PRODUCTION

A meeting was held today at the request of Commissioner James A Graham 10 discuss fanmer
needs in connection with the current tobacco settlement. The following people were in
attendance: Commissioner Graham, NCDA (chairman); Deputy Commissioner Weldon Denny,
NCDA: W B. Jenkins, NC Farm Bureau; Larry Wooten, NC Farm Bureau; Lionel Edwards, Flue-
Cured Stabilization; Amold Hamm, Flue-Cured Stabilization; Charles Harvey, Tobacco Growers
Assn. of NC; Robert Caldwell, NC State Grange; John Cyrus, NC State Grange; Mac Dunkley,
Bright Belt Warehouse Assn.; Paul Dew, NC Agribusiness Council; Sam Coley, USDA-FSA,
Carol Holley, USDA-FSA; William Upchurch, NCDA,; Carl Sofley, NCDA; David McLeod,
NCDA; Harry Daniel, NCDA; Peter Daniel, NCDA.

The group recommends as follows:
1. PROTECT THE CURRENT TOBACCO PROGRAM.
2. MAINTAIN THE TOBACCO QUOTA AND CURRENT PRICE SUPPORT SYSTEM.

3. A COMMITMENT FROM THE TOBACCO COMPANIES TO PURCHASE 600 MILLION
POUNDS OF FLUE-CURED TOBACCO ANNUALLY.

It was a consensus of this group that any legislation enacted by Congress to implement the
settlement should address the following growers concerns.

4. AUTHORIZE THE SECRETARY OF AGRICULTURE TO IMPLEMENT PROGRAM
CHANGES THROUGH A REFERENDUM BY THE GROWERS.

s SET ASIDE ONE PERCENT ( 1% ) OF SETTLEMENT PACKAGE TO ALLOW FOR
QUOTA BUY-DOWN OR OTHER PROGRAM ENHANCEMENTS.

6. TOBACCO GROWERS, GROWERS’ ORGANIZATIONS, WAREHOUSES, AND
DEALERS SHOULD RECEIVE THE SAME IMMUNITY OR LIMITATION OF
LEGAL LIABILITY AFFORDED TO THE TOBACCO COMPANIES.

Prepared July 10, 1997 by the North Carolina
Department of Agriculture and Consumer Services
James A. Graham, Commissioner
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Proposal on Negotiated Settlement
On Behalf of [f_lue-Cured Tobdcco Producers

. Continue Current Program

. A. Contractual commitment by nianufacturers to annually purchase a minimum of 585
million pounds (90% of 650’ million). . %
| B. Continue current price support program. ' ’
C. Complete 1994 buyout agreement,

| D. USDA shall continue to administer the tobacco program,

\% E. No net cost assessments and other costs to administer the program shall continue
as under the current program,

2. Transitlon Payments and Quota Compensation

In the event the tobacco program is climinated or

phased out by congressional
action, or manufacturers faj to meet purchas

¢ agreements, transition payments and/or
quota compensation shall be made to tobacco producers as folléws:_

A, Transition Payments -- The 1996 market peice average shall be the base for

transition payments. If prices for 1998 and subscquent years (up to ¢ight years)

average less than the 1996 beltwide market average, producers will receive a

transition payment that will bring that year's average up to the 1996 hlz:rkct averpge..
B. Quota Compensation -- Whea purchase agreenieat is not fulfi

lled and purchasés-
fall below 585 million pounds and requircs u quot

a r’cducﬁon, the quota @gjucéd~
- | .
shalt be retired and quota owner paid $4.00 per pound for |

reduced below 50% of the 1996 basic.quota, the remaini
etired.and quota dane_r._-' paid at $4,00 PEE pouiid.

iy

e allocat

¢d for’ flue-cured

EE I

and quota rotircment.




Recommendation for On-going
Tobacco Strategy Plan

1. Centralize Information: there will be a need for collecting infomation in a prompt and
coherent way, including: what is happening on capitol hill, waht is being said in the media, what
public interest groups may be preparing to say. All of these things could have an impact on the
progress of the deal.

l2. Rapid Analysis: There should be a preordained system for anaylzing and distribting
information on the impact on deal financially, politically.

3. Organize legislative response

Function:

Designations

Structure:
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International Tobacco Fund

Early in the next century, tobacco will be the leading global cause of premature death and
preventable illness. According to the World Health Organization (WHO), worldwide deaths
from tobacco are likely to exceed ten million per year by 2025, with 70 percent of those deaths
occurring in developing countries. While the proposed tobacco industry settlement addresses the
industry’s future in the United States, it is silent with regards to the overseas impact.

Tobacco consumption, and its deleterious effects, are a global problem which should not be
ignored; the problem cannot simply be exported away. The United States Government should
take the opportunity offered by the proposed settlement to take the lead mobilizing the
international health community to reduce the consumption of tobacco products, particularly as it
affects the health of children and youth. Such an undertaking will have many facets, but should
leverage efforts already underway in bilateral and multilateral, official and non-governmental
fora. However, resources that currently can be brought to bear are tiny in relation to both the
scope of the problem and the resources that can be brought to bear by the tobacco industry.

We can begin to address this imbalance through a creation of a new fund [with a portion of
settlement proceeds] that will focus efforts in international public health and education efforts.
These efforts include:

Bilateral Collaborations, including cooperative agreements with key countries to
promote the development of national and international tobacco control and prevention programs.
Funds can be mobilized to deliver 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. The goal should be to
promote globally consistent and reinforcing regulations that restrict tobacco advertising and
minors’ access to tobacco products, for example.

Regional and Multilateral Collaborations, including working with UN agencies, the
multilateral development banks (MDBs), and other development organizations to expand their
tobacco use reduction efforts, and promoting efforts to expand or create regional alliances to
facilitate and promote collaboration and cooperation on tobacco-related issues, such as the
prevention of cigarette smuggling. Grants could be used to supplement MDB financing for
existing activities and/or to establish new programs aimed at discouraging tobacco usage and
production, as well as to help offset the medical costs of tobacco use. Other technical assistance
can be provided through the MDBs, including policy advice they give to borrowing governments
relating 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 sales).

Global Strategies, such as increased support for the WHO’s Tobacco or Health Plan of
Action (1996-2000), which promotes comprehensive national tobacco programs, advocates
strong tobacco control policies, and disseminates global and country-specific health data and
tobacco prevention and control strategies. Increased funding can help to enhance staffing and
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TO: | Bruce Lindsey
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Bruce:

The difference in the $1.40billion (first 50 per cont of the quota) and
tha second 50 par cent of the buyout of $2.08 billlon L3 & result of a
gradual decrease of 6.25 per cent over the first oight yearsa.

Thanks for all your help.

Mike
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' 1996 Quota
Basa Line of 873 million Ibs. 6 cents per year

Yoar Dollars Teansition Payment

1996 $1.8300 perib. = 0.00

1997 1.8300 perlb. = 0.00
6¢ 1998 1.7700 per ib. " 52.38 million = $73 /) '/// X
12¢ 1999 1.7100 per o, = 104.78 mimon_ ’
18¢ 2000 1.6500 per (b. = 157.14 million -
24¢ 2001 «.6800 parlo, = 209.52 miion 3%
304 2002 15300 pertb. = 261.90 million
a6¢ 2003 14700pertb. = 314.28 million
42¢ 2004 14100 perib, = 366.66 million
484 2005 13500 perlb, = i 9,04 il

$1 .885.58 blilion

60% . decrease in Quota
Quota $4 x Quota L688 - - 6.26% decrease over 8 Years
873 se/m = $218.24 million
B18.44 1999 51.15 miifion tbs. x 4 = $204.60 million
767..28 2000 47.93 milllon bs, x 4 = $191.80 miillion
719.33. 2001 44.96 milllon lba. x 4 =

$179.80 million

42.14 mllllon ths. x

‘$2, 083 84 bdhon
-$1 «408.12 blllian
lion
$5 377.64 billlon

i, 408.12 bllllon -
$3,293.8 billon

$411 725 mdhon per year
"SAT72 INR milliam wmv .-
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100 — -_
1.0 1.0 1.0
0.125 0.125 0.125
03 03 03
0075 0075 0.1
0.] 0.1 0.1
—_— 0075 0.075
0.5 05 0S5
21 2175 22
4.0 40 4.0
2.5 25 3s
— 0825 1.8
.0 8.5 95 1.5
supnposed to be capped at 2.0

4.0

40

3.675

14,0

Year6 Year?
1.5 15
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03 03
0.125 0.25
ol ot
0.07S 0075
05 05
0.175 0.175
30 30
40 40
15 25
55 55
150 150

. paymcmsnot covered by tort fuad {up to an additional $1 billion per year),
redumon peanalties (up to 52 billion per year); or

-

25

5.5

15.0

80

i15.0

Year 10 Year §| Years 12+
1.5 LS 1.5
0225 0225 025
03 03 03
0.125 0.125 0.125
0.) 0.1 0.1
0075 0075 o
05 05 05
0175 o175 025
30 30 30
4.0 40
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Proposal on Negotiated Settlement \ N ’
On Behalf of Flue-Cured Tohacco Producers ¥
\

. Contlnue Current Program _ _

A. Contractual commitment by mhnufacturers to annually purchase a minimum of 585
million pounds (90% of 650 miltion). R 3%

B. Continue current price support program. ' §

C. Complete l994'bdyout agreement, |

D. USDA shall cdﬁtihue to administer the tobacco program.

E. No net cost assessments and other costs to administer the program shall continue
as under the ourrent program.

2, Trénsltlon Payments and Quota Compensation _

In the event the tobacco program is climinated or phased out by congressional
action, or manufacturers fail to meet purchase agreements, transition payments and/or
quota compensation shall be made to tobacco producers as follows: |
A, Transition Payments -- Th_e’ 1996 market price average shall be the base for

transition payments. If prices for 1998 and subscquent years (up to eight years)

average less than the 1996 beltwide macket average, producers will tecejve a

transition payment that wiil bring that year's average up to the 1996 iuark_et Mcmse:

B. Quota Compensation -- Whea purchasc agrecment is not fulfilled and purchases-
fall-bo;low 585 million pounds and requires 4 quota reduction, the quota gaduced-

* -
shall be retired and quota owner paid $4.00 per pound for lost quota,

» the remiaining:

ioq "dol hould be allocutcd;fo'rf_ flue:
eats and quota retircment. B

------
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":N"'"-"-"--‘ore Smokers
Last DltCh Remedles

By GINA KOLATA

ROCHESTER Minn.
HEY stay ina small unit ,
at the ‘end of the hall’ on

- ist Hospital here — the
incomglble cigarette smokers.
Five men and three women, all at .
the end of theéir i rope. each havtng
paid $3,000 to spend elght days
living in a bland hospital -room'of -
the. Mayo' Clinic, and each fer-
vently hoping that an'intensé res-
idential program will make it .

There

ears since h

hYs

the 10th' ﬂoorofM' _od~,

pring
bee |

_ phimpsfmm Richmond, 35, the

youngest of ‘the.group, a smoker '

_ since she was 16\\¥ith sensuous

" relationship with t Co. :
“Cigarettes were niy, . lover,”

-#Ms. . Phillips said. “They em-

=braced me when I needed to“be"

when I was happy. They gave me
@ feeling of control when all else,,
was out of control. There was no
“time when they were not enjoyed “
by me.” .. .
Alt.hough her mother is a smok-
\er ‘with chronic obstructive pul-
monary disease and although Ms.
: Phillips has developed asthma.

“:and her chest hurt from smoking,

Therq is a 68-year-old retlred
‘military. man.: tromu Maltland

‘tree’and litup,anda nelgh

:-bor: t_hought the ‘tree was.on hre

VETICS
ocal minority still
stions Dolly’s
iing. Page C3.

‘embraced. They laughed with me s,

1
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+ It is hard to walk

¢ up a filght of stairs
*or reel in a fish. LA

g
. Insisting that this tme_they’
really will break their smeking habi

ard-Core Srﬁokers_ Make

THE NEWYQRK TIMES, TUESDAY; JULY.29, 1997

These days, in the United States, could not stop smaking E
many who could stop smoking ak patients- have come*
ready have. ) el

the, patients are-barder to ireat,
said Dr. Richard Burt, an ex-smoker
who directs’ inic’s nico-

* But the odds are not,with them. Al tine

though the doctors and ‘counseiors

directing the Mayo Clinic’s nicotine |
dependence clinic use every me
-that has ever shown success —

tine patches and sprays, a drug that

- By KAREN HSU

=

have more_co-morbidity, ‘alco-

holism, rhore ‘psychiatric problems,

nicos}

percent have health problems direct

ly, related to theirsmoking.  Some
n waiting lists for transplants :
ere tak

XPERIMENTS on’lasib t6 -

tuses may have put scien-
Lists closer to developing tis-
sues for repairing birth de-
ms.
Two Harvard researchers report
" that they have been able to remove
bladder and skin cells:from tetal
and grow these cells to create
tissue that was .used in surgery on
the lambs after their birth.
The researchers, Dr. Dario Fauza
and Dr. Anthony Atala-of Harvard
- Medical School'and Children's Haspi-
tal in ., said the technique
come into wide use in humans
in the next several years. Dr. Fauza
described the technique at a meeting -
of the British Association of Pediat-
rlc Surgeons in Istanbul last week.
Surgeons have difficuity repairing
birth defects in newborns because
the tiny infants have little tissue to
spare. But if the iamb experiments
can be developed for human use,
doctors could look for possible fetal
birth defects and remove celis 0
grow tissue for repairs during the

the next three months, they will start
trials of a stmilar technique in which .léns
cells would be removed from older
children with bladder defects, grown"**of
into tissue and used to repair the by
problems. =<« - - - -
One condition for which this tech- *
nique could bé used is'bladder ex. *
' . it only 1akes.a mdfith to grow,
procedure right now is to enclase the “endugh tissue for use in most surger?
bladder in the first 48 hours, said Dr. “les. In six weeks, a pea-sizé amount
Atala, who has researched bladder ‘can grow enough tissue th.cover a
tissue engineering for the last seven “~ootball fieid one-cell thick:- -
years. But there is often not enough °  Dr. Michael Harrison of the Un- '
tissue to fully repair the defect. versity of California at Snﬁ.Erpncls-
Surgeons now use tissues from oth-  co, the first surgeon’to operate on

er parts of the body, such- as the
intestine or the stomach, which func-
tion differently than the bladder. In-
testinal tissue absorbs nutrients and
water, for instance, while hiadder
tissue extracts chemicals and water+
for excretion, Dr. Atala said. This
can cause the repaired bladder 1o

human fetuses, said combining tis-
sue engineering and fetal surgery
was an interesting idea.

“Fetal tissue is just better than
more differentiated adult” tissue in
everything, including wound-healing,
growth, adaptability,” Dr. Harrison
sad. Dr. Fauza and Dr. Atala are

also growing diaphragm and trachea
tissues from fetal lambs.

function badly.
In their experiment, on a lamb

'8 " he said There he picked a clgaretié

butt out of an ashtray and lit it. A

* °, Durse saw him'and looked away. .

"He was back at'the hospital a few
months later. when his bypass graft

‘closed; tended by the same nurse.

'Mr. Spence said she looked at him
and said, “I want you to know how
sad I felt seeing you take cigarette

" butts out of the;ashtray. He added,

“We both cried.”;

Clearly, most smokers are not that
desperate, leaving the crucial ques-
tion of why cigarettes are so aliuring
to people like Mr. Spence.

Now to scientists’ surprise, their
hypotheses about addicted smokers
turn out to have been-wrong. The
prevailing notion had been that
many of those who become addicted
found cigarettes irresistible from the
start, that they knew from the first
time they lit up that cigarettes were

-of the Centér for Tobacco Résearch
" and Intervention at
" Wisconsin-"in "Madison's
school, said that about 13
college graduates smoke
about 40 percent of people’ with anty
high school degrees smoke.

Dr. Lloyd Johnston, the program -

director of the Institute for Social
Research at the University of Michl-
gan, said, “‘For some time, it's been
the case that cigarette smoking has
been directly correlated with educa-
tional achievement.” This means, he
said, that ‘“‘the people who were
golng on to get more education
weren't smoking as kids."

In his 1996 natlonal survey of
18,000 eighth graders, Dr. Johnston
found that 39.3 percent of eighth-
graders who did not expect to gradu-
ate from a four-year college had

- smoked in the last 30 days. But 182

“1in -and
the Univeraity of .. tions
i we have

years ago whed we only had peniciF
,sulfa ,dnigs -to fight infec-
Uons,” Dr.. Hurt said “The:devices
®kind of crude ", .
On Wednesday afternoon, Dr. Hurt .

*" met with the eight people who were )

trying to quit smoking. One
.+ asked whether he would ever be anie
to take a puff of a cigarette again.

Dr. Hurt responded: “‘The over-
powering urge to smoke is not behav-
ioral. It Is not a habit. It is probably a
biochemical urge."

The urge gradually dimunishes as
smokers abstain, but once a former-
ly hopelessly addicted smoker takes
asingle puff, the urge to: . .
back, stronger than ever.

* ‘I would say to each of you in this

- room that it is probably not possible.

ta have justone, not ever,” Dr. Hurt
said. “'1 wouldn't want to try it, even
after 25 years of abstinence. It's just
not worth it.”
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In front of
cleanl_ng. .

: By Ellen Nakashima
Wuhingto_n Post Staff Writer
* Vilified by Southside Virginia

farmers for Supporting the nationa]

tobacco settlement and federal reg-
ulations against teen smoking,

Beyer Jr. is using his
Democratic campaign for governor
to push an €conomic plan for the

" region that points to a life beyond

the Golden Leaf. .
e lieutena.r_lt governor recently

- made his first presentation to farn,.

ers in Danville, not in a tobacco

_ﬁ_eld, as l'u'_s Republican opponent

4 community college

‘The place he chose spoke- vol.

Beyer, a Northerri

-Supports and a "substanﬁ&l"' share

Va. Mental Health Care Recover

ByMikeAlleh_ ,
—_ Washington Poat Stasf Writer

state mental hospitals were “far b pi
their * éxpecte . standards ~ of i

low theit " expected. standard,
care,” but he said .an aggressive

Program of hirinig staff anq expand-

;Ing treatment should ‘improve’ the
“hospitals. ~ "1 R

standing

' response to fourJushce

k ~.‘.,'.. L'*

T

of any settlémentv—l;e exiipﬁa;i_zed'

a larger vision of office parks, high-
ads and better '

hisfoux_:dation.‘

~for a:“Southside Century,” A

plicit in his pitch was thig
Imessage: Tobacco is inder assault
in the United States, and jt jg gradu-
ally losing jtg importance in the
region, so we need to look at pew
Oi:ipqrtunities._ ST
That's bitter medicine for people
whose livelihood, for generations,
has depended on the crop, which

pumps ab_oyt $186 million into the

. But Beyer 8ays .
"8 key to the commu.”
e world's clianged” ho sgid,

"dressed in 5 business . sijit “anq
‘ 'abank of computar. harl

terminals, “We need to mike sure .

C - 4L

that people have the education and

_ Department
ivestigations of state hospitals, in-
cluditig two in Northern Virginia.In
reports in 1994 and 1995
Departrnent.foun,

¥

writing on the wall js, that informat {
tion and knowledge-jpbs are domi:.::

" nating this économy and wil] be fop .

the next 100 years.”

Political analysts say’ ‘Beygps’*

message about-.a pew ‘Southsidé -

reality may beharsh fr some, but '

those are votes he would have had
difficulty snagging

phy on the future of the work force,
eysay, - - :

““Itsin concertw:thDonBeyeg"s:j :
g Northerg .

srera -message: froin
Virginia:'that high technology'js '
m'e me'o'fmmr :’ L) - . -

il Pry

variety ' of “activities; -
and counseling '

- The Jus

Rights Divig

arm q, *

anyway. The'im." -
plied theme  of tobacco’s . deciine
igns with the Democrat's philoge. ' -

H

|~ Portedto the -serie,
1" anden

" legs, foug
"»Chesap,

* Floyd, and chased the three:
“and threa: ‘children:

it-chased her “ang went straig,

O TTSR VIVI VRS g
Jyear-old boy, Richard Flis, on both
ht with. ¢he 195epoupd_-
retriever, :pamed. -

Lrgt e

Xe- Bay

keptcorting 1 L
' -Sevetal 911 éallg made after-thig

jttack. brought police, but by gheg.
+" the fox had disappeared.

s s w

Haialie

‘Then, about 11 that night, a-gaa:

ond attack wag reported, after Jess;:
- .ca’Teore, ;
‘bitten while walking nearby on Bed.

15, wag scratched apd
rock Road.

She thought the fox was a cat, but
ight at
my leg,” Jessica said, She kicked the
fo:'z',-. “which ‘Stumbled, thep lunged

again. It-ran off, ghe said, only after
-~ one of her frierids “got jtg attention -
: and stitted to bt it with a'big orange

. cone.”: PRSP AN ,

* ‘Policeofficer oséph ‘Furman re:. . :
é ound the fox . .
dsho.ti_tt_odeath_.;_ S
R. Flagler director of the
‘bartment of Animal Con.
‘his_departmerit'is to
he is devastated that
‘immediate ‘Tesponse
ibuted ‘to ‘the twq
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Administration hospital’ in Dublin,
" Ga. He had suffered strokes.

Mr. Charles,’a resident of Dry
Branch, Ga., , lived in Chevy Chase
. until 1982. Hewundnomomu

1pplled

. _._tnl ‘High School ' and lﬂmded
American Universify.

¥5. 69, 1 em.""“ﬂe served” in “the" Navy - me"

anrlowSpom * 19508’ “worked 'in; broadcasting 1k *{,

orting goods m}“ “Baltimore and )Oild NASA in tho“*

ied of congestive ~ lnte 1960s. He was a broadcesting |*

26 at Greater, teclmldlaneorg!aund]themﬂ-“'-.

ie in Silver 19900. et g ;«2’_
.M Clurleswu & member of e

o In Washh;g— Chl]dren of the American Revolu-
Hyattsville. After’ hon Lo &
Hyattsville High Hu .marriage to‘Dons Anne
for minor leagie™~ sell ended in divoree. | s
¢ Detroit Tigers . *Syrvivoid include four oy
seral seasons.” - Robert Bruce Charlés of Chevy
~<'>mpamy ‘which™ ~Chase; Anita Susan Charles Gélder '
-youth: - - of - Standish,- Maine, - Cynthia-Anne -

ocal profesgional.  Charles of Monhegan, Meine;-and- |

" Roland Wilbur Charies 1'of Gray.
l‘.eo;l tbe Co: -~Mune. andtbnegmdm-. »{ "

-an on -and

Ruth League for. m CHECKON
d Girls Clubs o'} - Edocater
‘0 ‘He was - “Stephen Checkon, 62.‘who re-
outhern Prince- tired in-1994 as vice wlndyd of
Club - the = Poolesville Juniorsemo%lﬂgh

Rainier-Brent- School died of stomach cancef July |
iClub. Hewasa 26t his hothe in Rockville:ssl's:.

» George's He was a nalive of Spangler, Pu.,
Jlnd was induct-  and a greduate of Indiana Universi-
ington Baseball . ty. of Pennsylvania, .where he also
8 received a master’s degree in math-
- his wife of 48  ematics. He received a-doctorate in -

Cann; five chit  educition from American Universi-
thes and Laura ty, where he also taught statistics
isville, William  and research desigo:to graduate
sburg. Richard  students as an adjunct professor.

nd Melanle Posi Dr.Checkon moved to Montgom-
asister, Nancye  ery County in 1961 to teach math
brother, Robert  and coach football at Gaithersburg
:and 11 grand-  High School. He later was director

of pupil and program- sppraisal in
the county’s office of educational
accountability and director of re-
search and evaluation at Mark
Twain School.

He was a member of the Mont-
gomery County Secondary School

ham, 87, a re-
epresented air-
vil Aeronautics
line companies

Principals Association and St. Greg-
}:WC;me;‘ci: ory-of Nyssa Byzantine Catholic
¢ had Alzheim.  Churchin Beltsville. -

Survivors include his wife of 33
years, Gerrie Marsar Checkon of

as @ native of Rockville; and two children, Steve

a graduate of
He received a
octorate in law
f North Caroli-

Downey of Arlington, Tex.
_URSULA ELIZABETH GRAY

‘ya another example: of

'..lnx tobwmhmmbrtwoyem"! Beyer's co
- now. Now he goes to Southslde to? . Dinville; to tobatco
: abot

Checkon of Bethesda .and Tara|-

Ly ewep 4.....

Soon Info

mm:n.mnm

getmnyoﬂhq:dv%mh:ut
CVET, Wi Ay way. e a
message whlch consistént.

|
i

hyhuGOPdvul.tormermlnnw-}
ney general James S.- Gmmﬂ:;

flopping on an jssue, this time
toeuthhnaeﬂulfum

make up lost ground "

“trying to play it both wnya—-appul
health-consclous ‘voters-in Nonhevnl3
- Virginia -
‘Southside. “He's &' walking Mason- |
""Dixon Line,” “sald  Mike Salster, |
. spokesman for the Repubhm candk: |
“date for lieutenant . -governor, .John |
Hager, a former tobwco conwluy ,
. executive. “He says ‘one .thingup
north and another thing down lauﬂL

. co will always have a role in:South- :
side Virginia. “But the jobs that we
creste in Virginia and Americs in the
nm%nmmgomgtobebued |
. on what we know, primarily, much ..
more than what we grow or what we *
get out of the ground,” he said. ~
Back in Danville, two tobacco
growers stood quietly to the side of
the college Ybrary, taking stock of
the poltidan. They cautiously
praised Beyer's ideas for economic
development but said they would
reserve judgment until they had a
chance to share his plan with other
growers. )
“This is really the first thing we've
heard from Don Beyer” said J.T
Davis Jr., a crop insurance specialist,
adding that he considered Gilmore
“tobacco-friendly” for his opposition
to Food and Drug Administration

]

rmatlo'n,

'Will Be Job Base, BeyergSast_'?‘f; :~f

Not Tobéédn,

1360w

tymbawohrm

m‘io
‘assault

" hits 'him-in:the gut. n fii

tobaeco,doess't look good now,> he

said. It'y been here 400, years, And

allo(nsuddenltngone
Agrowu'ofﬂue-cured

his father béfore him. 'C.W. Vaughan

} farms 40 acres. He gave up cigarettes

lnanmtemew.Beyeruldlnbac a.nd!ndhedoem'twmtchﬂdren{o~»
smoke: “But don't you think that's.

where the parents ought to come in?™
he asked. “It ain't up to Uncle Sam to
tefl us how to raise our kids.”

Charlie Vaughan said he fears for,

his father *He's been in it for 30
years,” he said. “He doesn’t really
know anything else. I can kind of go
into something different.%

In fact, the young farmer, who has
a Virginia Tech degree; in animal
agriculture, has taken out a $220,000,
nine-year loan to build hog houses.
Justin case,

‘Beyer has proposed $40 miltion In
economic development incentive
grants for distressed regions such as
Southside, Southwest and the East-
ern Shore. He has proposed tax
credits for businesses that retrain
workers and a sports center to at-
tract tourists to Southside.

Beyer would not sgy whatpereent T

age of the federal gettlement be
thinks tobacco farmers should get.

but sald that some of Virginia's share

ghould be resérved for public health
programs. -

At a cantaloupe festival set amid
the tobacco farms of Halifax County,
just up the road from Danville, Beyer
made a stop last week to greet
prospective voters. A man who had
noticed signs leading to the festival
saying, “Don Beyer, Stay Off Our
Farms,” asked Beyer for his opinion
of tobacco “in 20 words or less.”

Beyer smiled wanly and launched
into a wellrehearsed response.

'Dondds Beyer Jr., llght mmmw dSouﬂlmVn.
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“Number one. we have to bei
sive in protecting children,” he
“Isupported the FDAregs thatarein
the settlement now. ... But'| alsg

S

think we need to make [ w!
support our tobacco-gi ! mm—
munities.”

The candidate said he not
expect to be greeted with open armg.
by tobacco farmers. He his:
stands have made him unwelcome h
tobacco country.

“The only Ican addressitis to
come to D and to Halifax and

to show up and say, Tm not the
enemy,” " he said. “1 think we're all
striving for the same things.”

Virginia Working to Improve Mental Health Care, Legislators Told

MENTAL, From B1

 would require 1,677 positions and $67
million a year. Kelly said.

In a report last moanth, the Justice
Department said that an inspection of
Central Sute, Virginia's only mental -
hospital with~a maximum-security
unit, had found *numerous conditions

was adding a new wing and hiring
more workers.
“We're recruiting now, but we've

had e hard time.” he said, adding that...

the pool of qualified workers is limited.
Democratic lawmakers, who domi-
nate the panel, were skepueal
“We've been trymg since 1992 to
staff], n

On Friday night, Gilmore released
a “Five-Point Plan for the Future of
Mental Health in Virginia® saying

..that as governor he would personally .

inspect the state’s 15 mental hospltals,
*including unannounced visits.” ’

In a letter to the Justice 3
ment about the mental hos) n
1995, Gilmore wrote, “The Depart-
ment.of Justice secks !:w. cyrtail the

en

Gilmore's spokesman, Mark A. i

Miner, sa:d t.he announcement WA




Date: 07/03/97 Time: 11:27
TAG: Tobacco industry agrees to settle Mississippi's lawsuit

JACKSON, Miss. (AP) The tobacco industry has agreed to pay
Mississippi more than $3 billion to cover health-care costs caused
by smoking, guaranteeing the state its share of the proposed
national tobacco agreement, state officials said today.

""It's going to be a big chunk up front and then paid every
year,'' Attorney General Mike Moore told The Associated Press in a
telephone interview from his Washington motel. ""I'm leaving
Washington shortly to bring home some mighty good news.'’

The settlement comes only five days before the state was to take
cigarette makers to court in Pascagoula. Chancery Judge William
Myers was to hear the case without a jury.

Tobacco industry spokesman Lance Morgan declined to comment on
the settlement.

Moore helped lead the national negotiations between states and
-the tobacco industry that ended last month with a $368.5 billion
out-of-court settlement proposal involving 40 state lawsuits.

When Moore filed Mississippi's lawsuit in May 1994, seeking $940
million in compensation for state tax money spent on
smoking-related illnesses, it was described as the first of its
kind. Thirty-nine other states eventually followed suit.

It also would have been the first to go to trial. Moore had set
a deadline of this afternoon, saying a settlement had to be reached
by then or the trial would begin Monday as scheduled. He had
refused to have the trial in Jackson County Chancery Court delayed
until Congress and the White House have a chance to review the
national agreement.

He had said he figured Mississippi's share of the national
settlement should be about 1 percent. The state has roughly 1
percent of the U.S. population.

Assistant Attorney General Trey Bobinger said the settlement
amount "~ is consistent with and part of a national settlement. This
is our share.

""Mississippi needs this settlement with the tobacco industry to
protect its position,'' Bobinger said. "“If this agreement falls
apart in Congress, this proposed national agreement, we need this
settlement to protect the people of Mississippi.''

Members of Congress, President Clinton and top health
authorities have expressed serious concerns about the national
settlement. Among other things, it limits federal control of
nicotine and smokers' ability to sue, as well as allowing tobacco
companies to claim all of the payments as tax deductions.

Moore called today "~ “a very important day for Mississippi and
the rest of the country.'’

""This is the first time anyone has ever collected money from
the tobacco industry,'' Moore said. "~ "It underscores the importance
of continuing my leadership role and Mississippi's leadership role
in getting a comprehensive (national) plan.''

He said it was important that Congress act on the national
agreement reached June 20 between attorneys general and industry
negotiators because many areas of concern remained, including
restrictions on advertising and regulation of the industry.

""My job is only half done,'' he said.

Mississippi's lawsuit survived a challenge from an unlikely
source: the state's own governor.

Gov. Kirk Fordice, a Republican, had asked the state Supreme
Court to block the lawsuit, saying Moore, a Democrat, overstepped
his authority by trying to collect Medicaid funds, a program
handled through the governor's office, without consulting Fordice.



Fordice said he would not have agreed to the lawsuit.
In March, the high court said Fordice should have taken his

challenge to a lower court first.

Mississippi's deal leaves Florida's lawsuit in line to begin
Aug. 1. Florida Attorney General Bob Butterworth also has talked
with tobacco companies about settling his own case.

APNP-07-03-97 1143EDT
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IN THEIR OWN WORDS: TOBACCO INDUSTRY VIEWS
| ON THE SETTLEMENT

WHAT THE INDUSTRY WANTS

In a Wall Street Journal article describing Martin Broughton’s (the CEO of B.A.T.
Industries) views on the tobacco settlement negotiations, Mr. Broughton was quoted as
expressing support for the settlement; “I think, really, you’re then in a business deal. They want
to be paid off and we want a peaceful life.”

Wall Street Journal, June 17, 1997, “B.A.T. Chief Tells Colleagues to Toughen Up”

COMFORT ON NICOTINE

In a Wall Street Journal article describing the agreement, the reporters described Mr.
Broughton’s view on whether the agreement would result in the regulation of nicotine.

“In an interview,' Mr. Broughton... says he isn’t worried about FDA ever regulating
nicotine. ‘It’s an unlikely prospect,” he says. ‘The contraband part gives me the most comfort.’”
Wall Street Journal, June 23, 1997, “Burning Questions: Tobacco Pact’s Limits--and its

Loopholes--Presage Fierce Debate”

ON LIABILITY AND NICOTINE

In a discussion of the terms of the settlement, Roy Burry, a respected tobacco industry
expert and analyst for the New York investment firm Oppenheimer, said “Let me tell you what
the tobacco companies got...The industry has virtual immunity, virtual immunity. Secondly,
there are also some restrictions on how FDA can deal with product construction, of course, the
most important being nicotine...That was restricted as far as the FDA going forward.”

Later in the program, Mr. Burry emphasized that the industry was getting “absolutely full
immunity, total full immunity.”

The NewsHour with Jim Lehrer, June 20, 1997
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THE IMPORTANCE OF LEGITIMACY

“Most important, the agreement secures the tobacco industry’s rightful place in the
mainstream of legitimate U.S. commerce.”

June 20, 1997 letter from Steven Goldstone, CEO of RJR Nabisco Holdings Corp., to
RJR employees.

ADVERTISING: WHY A REAL PERFORMANCE STANDARD MATTERS
A Wall Street Joymal article focusing on the settlement’s advertising restrictions noted:

“Joe Camel and the Marlboro Man may be galloping off Madison Avenue, but the
advertising industry is already cooking up a host of new ways to adapt to the sweeping
restrictions proposed in the landmark tobacco settlement. They are testing creative new ads,
scrambling to line up replacements, and are even thinking up new marketing gimmicks that are
pegged to the settlemnent.

« ..Anticipating the ban, Interpublic Group’s Long Haymes Carr, which creates ads for
RJR Nabisco Holdings’ Winston Cigarettes, has recently been testing magazine ads that focus on
witty monologues in large print.

“One ad shows the line, ‘Until I find a real man, I’ll settle for a real smoke.” The next
page shows a picture of a smoking woman, but...the ad works even without the picture of the
wormail.

“Leo Burnett recently created print ads for Philip Morris’s Benson & Hedges brand that
show a cigarette lounging on a hammock and the tagline, ‘Rest and Relaxation.” The agency has
also concocted ads that conjure up all the Western imagery of the Marlboro Man--without the
man himself. One ad features a rugged cabin, while another shows a close-up of silver-plated
lighter.”

Wall Street Journal, June 23, 1997, “Firms Scramble for Ways to Sell Cigarettes”

THE TOBACCO INSTITUTE BY ANY OTHER NAME

In a Los Angeles Times story focusing on the settlement’s requirement that the Tobacco
Institute be closed, Walter Merryman, the Institute’s Vice President, said “All we’re going to do
is change the name on the door.” Merryman went on the note that the settlement allows the new
trade industry association to be formed.
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Merryman added: “We’re going to continue to do what we’ve always done. [ don’t really
understand why they’re going through this exercise, frankly.”

The Times noted that “Like other elements of the settlement, the proposed elimination of
the Institute--and its sister scientific organization, the Council for Tobacco Research US.A.--
may not be all it initjally appeared.”

Mr. Merryman also noted that “No one around here is updating their resumes and
overloading the copiers.”

Mr. Merryman, in summarizing the deal’s effect on the Institute, said “We’ll not only
change the name on the door, but we’ll also change a few names on the board.”

Los Angeles Tirﬁes, June 24, 1997, “Tobacco Institute Workers Confident of
Reincarnation”

{
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Tobacco chietf attacks pact

By Richard Tomkins
in New York

One of the three tobacco chiefs
who last week signed a
$368.5bn settlement between
the US tobacco industry and
its foes says the pact will fail
to meet one of its main objec-
tives: achieving drastic cuts in
teenage smoking.

In an interview, Mr Martin
Broughton, chief executive of
BAT Industries, the British
tobacco and insurance group,
described the targets for reduc-
tions in under-age smoking as
“unrealistic”, saying: "My
expectation is that we will fail
to meet them.”

Mr Broughton's comments
could severely damage the
chances of the White House
and Congress giving their
approval by reinforcing the
belief among anti-smoking

’

groups that the settlement will
benefit tobacco companies
more than society. New federal
legislation, giving the industry
immunity from big legal
claims, is a condition of the
deal.

Mr Broughton said the
tobacco companies had only
agreed to have the under-age
smoking targets written into
the agreement because their
opponents had insisted that a
deal could not be done without
them.

“You must remember that
this whole deal is not some-
thing we agree with,” he said.
“We don't support a lot of
things that are in this package.
But it is a package we are pre-
pared to support overall in
order to get a deal.”

US president Bill Clinton is
heavily committed to reducing
under-age smoking, having

made the issue part of his re-
election campaign last year,
and he faces a decision fraught
with political risk as he weighs
up whether or not to support
the tobacco settlement.

BAT is the parent ¢ompany
of Brown & Williamson
Tobacco, the biggest cigarette
company in the US after Philip
Morris and RJR Nabisco. All
three companies were repre-
sented in the negotiations that
ended last Friday, but Mr
Broughton is the only execu-
tive yet to have spoken out
about the deal.

The settlement sets out to
achieve a gradual reduction in
smoking by discouraging
young people from taking it
up. It proposes extensive
advertising restrictions,
including a ban on the use of
human or cartoon figures, and
controls on teenage access to

cigarettes, including a ban on
vending machines and a licen-
sing system for cigarette ven-
dors.

Under-age smoking is tar-
geted to fall by 30 per cent in
five years and 60 per cent in 10
years, with the tobacco indus-
try to be penalised by up to
$2bn a year if the targets are
missed. But these payments
can be reduced by 75 per cent
if the industry can show it has
“pursued all reasonably avail-
able measures” to achieve the
goals.

Mr Broughton called the tar-
gets unrealistic. He said they
were based on the “totally
false premise” that youngsters
only smoked because cigarette
companies advertised to them
and made their products freely
available to them.

“It makes a ridiculous
assumption that it is nothing

to do with societal factors or
peer pressure or parental pres-
sure,” he said.

“All these things are swept
under the carpet, and the
assumption on the anti-
smoking side is that, if it
weren’t for the cigarette com-
panies marketing their product
directly to kids, they would
never smoke. It’s a stupid posi-
tion. It's a totally unsupported
position.”
® An influential panel of pub-
lic health advocates headed by
Mr David Kessler, former Food
and Drug Administration com-
missioner, and Mr C. Everett
Koop, former surgeon general,
yesterday rejected a key part
of the tobacco settlement, say-
ing conditions attached to the
FDA'’s powers to regulate nico-
tine were “unacceptable”.

BAT chief fumes, Page 3
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By Jim Kelly in London

Partners of Anders
Worldwide have plunged
world's largest accounting =
consulting organisation i)
turmoil by rejecting for 1t
second time their boar
nomination of a new ch
executive.

The board, meeting by te
conference, was told that 1
2,700 partners had failed
provide the required tv
thirds majority to elect
George Shaheen, the head
Andersen Consulting wor
wide.

Earlier this month Mr J
Wadia, head of accountal
Arthur Andersen in the L
won a majority of votes c:
in 80 countries but also fail
to secure the required tv
thirds “super-majority”.

The rejection of Mr Sh:
een’s candidacy produces ct
stitutional gridlock at And
sen. Worldwide and reopent
debate about its structure
two businesses - Arth
Andersen and Andersen Cq
sulting - under one organi:
tional umbrella. .

The failure of Mr Shahee

candidacy - like that of !
Wadia's - appears to indic:
dlamd dlin b nmen mmmae md o~
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Martin Broughton sees little hope of meeting main public health targets

BAT chieft fumes at US tobacco deal

By Richard Tomkins
in New York

r Martin Brough-
ton, chief execu-
tive of Britain's

BAT Industries, is fuming
over the US tobacco indus-
try’'s $368.5bn settlement
with its foes. Words like
“stupid” and “ridiculous”
figure in his comments on
the deal - even though he is
one of its main signatories.

The industry’s big win
from the settlement, if
Congress approves it, will be
immunity from multi-million
. dollar litigation. But Mr
Broughton protests bitterly
over some of the concessions
that have been wrung out of
the industry in return, some
of which he sees as
misguided.

Indeed, he puts himself on
the same side as the deal's
critics by suggesting that its
main public health measures
- the restrictions on
cigarette advertising, the
targeted cuts in teenage
smoking and regulation by
the Food and Drug
Administration - are likely
to fall short of delivering the
desired benefits.

On the advertising
restrictions, which are so
severe as to come close to a
ban. he says: “All of our
experience is that a ban on
advertising makes
absolutely no difference to
the number of smokers or
the number of cigarettes
smoked.

“It's a bit like motor cars:
it's a mature product.

Advertising cars doesn’t
suddenly make somebody
who couldn't drive before
decide he’s going to pass the
test and go out and buy a
car.”

Instead, Mr Broughton
says, the restrictions will
simply limit cigarette
makers’ ability to compete
with one another. “If we
agreed voluntarily to do
what we are doing here,
without Congressional
approval, we would be up
before the Justice
Department on an anti-trust
charge that said we were
deliberately preventing
competition.”

Mr Broughton is a
50-year-old qualified
accountant who joined BAT
Industries as a travelling
auditor in 1971. He worked
his way up through the
ranks to become senior
finance director in 1980 and
chief executive in 1993.

He found himself drawn
into the US tobacco
negotiations when Philip
Morris and RJR Nabisco,
BAT's two bigger rivals in
the US market, agreed to
start talks with anti-tobacco
lawyers at the beginning of
April. As the talks neared
their climax, he was
identified as a stumbling
block to a deal because of his
strong opposition to some of
the concessions being
demanded by the
anti-tobacco side.

Last week’s signing of the
deal seems to have done
little to alleviate his
concerns. In particular, the

Martin Broughton: deeply unhappy at deal

the assumption that the
under-age smoking rankle
because they seem to rest on control

teenagers - a premise he
rejects as “totally false”.

“It’'s all worked on the
basis that the only reason
under-age smokers smoke is
because cigarette companies
advertise to them and make
the product freely available
to them,” he says, protesting
that this argument ignores
societal and cultural
pressures.

The deal proposes that
teenage smoking should fall
by 30 per cent in five years
and 60 per cent in 10 years,
with penalties of up to $2bn
a year against the tobacco
companies if the targets are
not met. The penalties,
however, may be reduced by
75 per cent if the industry
can show that it “pursued all
reasonably available meas-
ures” to reach the goals.

"Mr Broughton says the
anti-tobacco negotiators
insisted on the penalties so
the tobacco companies could
be held to blame if the
targets were missed. “The
assumption is that if these
targets, which we believe to
be unrealistic, are not met, it
must be our fault, so we
have to pay some more.”

Mr Broughton says he is
concerned that the deal
gives the Food and Drug
Administration powers to
reduce, and eventually
eliminate, the nicotine
content of cigarettes, but he
takes comfort from a
condition that prevents the
FDA from doing so if a black
market in full-nicotine
cigarettes would result.

He says it would be

a

damned stupid thing for
anybody to suggest” that a
product should be prohibited
if that merely led to a black
market in which people kept
on consuming the product
but the government received
no tax from it.

“It’s not a loophole at all:
it’s the one practical thing in
there to say that if we are
going to eliminate nicotine.
at least only do it when
there 1is going to be
consumer acceptance of a
product without nicotine.
Doing it now flies in the face
of reality.”

Although Mr Broughton
appears to see little impact
from the public health
measures contained in the
deal, he expects smoking to
decline in the US because of
the price increases that will
be introduced to fund the
settlement.

“Market analysts are
seeing a fall of 10-12 per cent,
and that doesn't look like an
irrational forecast to me.” he
says. He says that BAT's US
profits will suffer: "Only
time will tell by how much.”

But he is not too worried
that other countries will
seek similar deals. “I think
there will be a lot of noise
from people in other
countries, but when you
look at this coolly, this is a
uniquely American situation
and a uniquely American
solution to it.

“Fortunately, most other
countries are not blessed
with the same legal
structures and systems that
the Americans have.”

Vex'cobeg” sse off of sate "e "1 e'es s
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The program basically keeps prices up by limiting supply through quotas. The
government determines each year how much tobacco the companies expect to buy and how much
will be sold overseas, and then divides up the right to grow that amount among the quota holders.
A price-support system ensures that farmers get an acceptable price even when the companies
buy less than they said that they would.

The settlement agreement with the Attorneys General did not outline a plan to
compensate farmers for the diminished domestic tobacco sales that might result from
comprehensive legislation. You, however, made protecting tobacco farmers and their
communities one of the five key elements of his plan for comprehensive tobacco legislation.

. Producers of different kinds of tobacco vote in triennial referenda to determine if they
wish to continue the federal tobacco program for their kind of tobacco.

. In a referendum in late February, 97.5 percent of burley producers voted to continue the
price support-production control program.

. In 1997, over 600 million pounds of burley tobacco was produced in the United States, of
which approximately 70 percent came from Kentucky.

. Including sales from flue-cured and dark air-cured tobacco, Kentucky tobacco producers
received over $800 million from the 1997 crop. Tobacco sales represent over 40 percent
of the crop sales receipts and over 20 percent of all agricultural sales in Kentucky.

Background on Kentucky Tobacco Farmers

There are two main types of tobacco, flue-cured and burley. Burley tobacco is the
primary crop in Kentucky, with revenues of more than $1 billion in 1997 for the 696,485,163

pounds grown. The majority of burley tobacco producers in Kentucky favor continuation of the
federal price support program.

Large farms dominate Kentucky’s burley tobacco business. Last year 125,000 Kentucky
farms sold 474 million pounds of burley tobacco, but 70 percent of the total weight came from
only 26 percent of the farms. Increasingly, small quota holders have leased or rented their rights
to large farms. Some very large quota holders also lease out their quotas. Up to one-third of the
tobacco grown in Kentucky is grown by someone other than the quota holder.

e Tobacco sales account for nearly 30 percent of the total crop revenue for. Kentucky.

Nearly $4 billion is generated annually from the production and sale of tobacco.

. The 1992 Ag Census listed more than 59,373 tobacco producing farms, with more than
268,140 acres planted with tobacco.

. Many Kentucky tobacco farms are very small. The average Kentucky tobacco farm plants

2



only 4.5 acres of tobacco, while Alabama averages 23.9 acres of tobacco per farm, and
South Carolina averages 25.5 acres per farm.

. Of the 151,668 tobacco quotas and allotments in 1996, 134,424 were for burley tobacco.

. In 1996, 167,695 owners were listed for burley quotas
98.7 percent were listed as white
1.2 percent as black
66.7 percent as male
31.7 percent as female
1.6 percent as corporate entities

Estimate (1997 Burley Tobacco)
Kentucky
Burley Tobacco Farms Number Number Pounds
of of per

Farms Pounds Farm
Grows ONLY Farm Quota
(Does not lease in or out) 27,183 122,137,986 4,493
Grows Farm Quota PLUS Leases in
Pounds 24,340 196,015,410 8,053
Grow ONLY Farm Quota
(Quota Raised by Tenants) 19,761 105,046,575 5,316
Grows Farm Quota PLUS Leases in
Pounds
(Quota Raised by Tenants) 15,843 133,538,504 8,429
Leases Away Entire Quota 57,544 139,746,688 2,429

@ Legislative Background

Last week, the Senate Commerce Committee voted 19-1 in favor of the comprehensive
tobacco legislation. Senators Lott and McCain indicated that the bill probably will go to the floor
during the week of May 18.

Previously, three types of legislative approaches have been discussed. First, Senator
Lugar proposed legislation that would quickly “buy-out” quota owners from the governmental
system at approximately $8 a pound. In Senator Lugar’s plan, tobacco prices would then be
subject to the free market. Second, Senator Ford proposed legislation that would maintain the
current quota system, while also compensating farmers (up to $8 per pound) for the difference
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between the prices they would have enjoyed without legislation and the diminished prices they
may experience. Senator Ford’s bill also includes a $500 million a year transition fund for
communities. Finally, Senator Robb has proposed legislation that would combine elements of
both of the above approaches. He wants to buy-out farmers, but replace the quota system with a
production control system based on licenses. Unlike quotas, licenses would be given only to
those who actually grew tobacco and could not be bought or rented.

Senator Ford’s proposal, the LEAF Act, appealed mostly to burley growers like those in
Kentucky who have small farms and want to continue the quota program. Senator Robb’s
approach gained some support from flue-cured farmers (based mainly in North Carolina and
Virginia) who believe the buy-out and license system better fits more capital-intensive flue-cured
production. Senator Lugar’s approach has not attracted widespread support; even tobacco-state

senators like McConnell who philosophically favor this approach probably will not come out for
it publicly.

Farmers’ L. egislation Included in McCain Tobacco Bill

- Senators Ford, Frist, and Hollings, the three members of the Senate Commerce
Committee from tobacco-growing states, joined together to include a broad-based farmer
package in the McCain comprehensive tobacco legislation. While maintaining a production
control system for all tobacco farmers, this packages sets up somewhat different systems for
burley and flue-cured tobacco. For burley tobacco (grown mostly in Kentucky), the package
includes an optional buy-out for quota holders at $8 per pound, and retains the quota system for
those who do not take the buyout, but provides payments to both remaining quota holders,
lessees, and tenants to the extent that quota prices decline. For flue-cured tobacco, the plan
provides for a mandatory buyout of existing quota holders, and replaces the quota system with a
permit system that gives the new no-cost permits to active producers, regardless of whether they
previously held a quota. This transferring of quotas from inactive quota holders to actual
producers was part of the Senator Robb’s proposal. The McCain package also provides
assistance to tobacco-producing communities. This package would cost $2.1 billion per year for
the first ten years and $500 million for years 11-25 for a total of $28.5 billion. For the most part,
tobacco farmers are very pleased with the proposal included in the McCain legislation.

Below is a table with the major provisions of the McCain tobacco farmers legislation.

| Payments to Tobacco Farmers Under Proposed McCain Legislation

Burley, fire-cured, and Flue-cured tobacco
dark air-cured tobaccos '
| Buy-out Optional one-time buy-out at | Mandatory buy-out of all
$8/1b over 10 yrs or less quota holders at $8/1b over 10
yrs or less




Burley, fire-cured, and
dark air-cured tobaccos

Flue-cured tobacco

Those who remain in
program --quota or permit

Those who do not take the
optional buy-out retain their
existing quota

Mive producerﬁservtnt;ll}
)

issued a new permit

cost -- this changes the old
quota system to a new permit
system for flue-cured,

ensuring that only active

Payments to remaining
quota holders who remain
in system

Remaining quota holders get
payments to the extent quota
falls equal to $4/1b for every
pound quota drops, with a
lifetime limit of $8/1b times
the entire quota

producers stay in program * ..~
%\, A‘d/‘

No remaining quota holders

Lessees (Burley), Renters
(Flu-cured), and tenants
(essentially sublessees)

Lessees and tenants get (1)
option to acquire relinquished
quota (if any), and (2)
payments to the extent quota
falls equal to $2/1b for every
pound quota drops, with a
lifetime limit of $4/1b times
the entire quota

.| national quota falls equal to

Renters and tenants get (1)
permits limiting right to
produce future crops, and (2)
payments to the extent

$2/1b for every pound quota
drops, with a lifetime limit of
$4/1b times the entire quota

Other Provisions:

Costs Incidental to the Program: All USDA costs associated with tobacco are paid out of a
tobacco growers trust fund, including administrative costs, crop insurance, cooperative extension

service costs, and any other costs.

Farmer Opportunity Grants: Quota holders and active tobacco producers and their families are
eligible for higher education grants of up to $1,700 per academic year, adjusted upward every
five years by $300. Academic eligibility is modeled after Pell grants, and the program is
administered by the Secretary of Education.

Benefits for Dislocated Workers: Up to $25 million annually for 10 years will be made
available to provide benefits based on the NAFTA displaced workers program. This program
will be administered by the Secretary of Labor.

Tobacco Community Economic Development Grants: Block grants to tobacco states will be

5
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made annually for rural business enterprise grants, farm ownership loans, initiatives which create
farm and off-farms employment, expanding infrastructure, long-term business technical
assistance, supplemental agricultural activities, value-added agricultural initiatives, and
compensation to warehouse owners. At least 20 percent of the funds must be spent on

agricultural activities, 4 percent on long-term technical assistance, and 6 percent on warehouse
owners.

Total Costs: $2.1 billion per year for the first ten years, $500 million for years 11-25, for a total
of $28.5 billion. :

. Annual payments to tobacco farmers set at $1.65 billion.

. Economic development grants set at $375 million less administrative costs for first
ten years.

. Assistance for dislocated workers set at $25 million annually for ten years.

Secretary Glickman’s Trip to Kentucky

Last Friday, on April 3, Secretary Glickman traveled to Lexington, Kentucky to attend a
Farm Forum at Gentry Tobacco Warehouse with 600 to 700 farmers, government officials, and
agribusiness leaders. The farmers were generally supportive of the Administration. Their main

concerns were that the tobacco program be kept in place and that small farmers not be adversely
affected.

Attachments
. Local press clips from Secretary Glickman’s visit to Kentucky on April 3
. Maps showing the distribution of tobacco production in Kentucky

. Background on the Tobacco Program (prepared by USDA)

. Background on General State of the Tobacco Industry (prepared by USDA)

. Background on Risk Management Agency (prepared by USDA)

. Background on Farrher Portion of the McCain Legislation (prepared by USDA)

. Press Release by Senator Ford with summary of major provisions

. Questions and Answers (Prepared by USDA)

. Highlights of Kentucky Tobacco Farmer Survey from February 10-19, 1998 (Campaign
for Tobacco-Free Kids and the Kentucky Health and Agriculture Forum)
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KY Quota (Pounds)

Up to 50,000 Lbs

— 150,001~ 100,000 Lbs
100001 -Gﬂ 000 Lbs

2 1,500 001 _-5,000 000Lbs
5,000,001 < 10,000,000 Lbs
10,000,001 and over .
~|No Burley Quota

Prepared b
Ferm Service Azency

March 6, 1998




1997 Fire-Cured (T )ﬁxes 22-24) Tobacco Pounds

entucky
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Farm Service Aoancv



- 1997 Dark Air-Cured (Types 35-36) Tobacco Pounds
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THE TOBACCO PROGRAM
ISSUE:

Most tobacco produced in the United States {s under the Federal price support-production

control program. The tobacco program operates under permanent legislation, and does not
have to be renewed by S- or 7- year Farm Bills.

RT ¢

Tobacco provides 33 billion in income annually to producers. The price support-production
control program stabilizes production and income for small and large producers.

TALKING POINTS:

Producers of different kinds of tobacco vote in triennlal referenda to determine if
they wish to continue the Federal wobacco program for their kind of tobacco.

In a referendum in late February, 97.5 percent of burley producers voted to

continue the price support-production control program, as they have for many
years. '

In 1997, over 600 million pounds of burley tobacco was produced in the United
States - 70 percent in Kentucky.

Including sales from fire-cured and dark air-cured tobacco, Kentucky tobacco
producers received over $800 million from the 1997 crop. Tobacco sales represent

over 40 percent of crop sales receipts and over 20 percent of all agricultural sales in
Kentucky. ' '

'BACKGROUND;

In spite of the controversy surrounding the Federal program, tobacco-state congressmen were
able to obtain permanent legislation. However, numerous changes have been made to the
program via amendments to Farm Bills or other legislation. The most notable is the No-Net-
Cost Tobacco Program Act of 1982, which requires the tobacco price support program to

operate at no-not-cost to taxpayers. This program {s currently under additional criticism as the
Congress acts on the tobacco settlement.

SUMMARY:

The Federal tobacco program is under permanent legislation, which has provided production

and income stability for tobacco producers since the late 1930°'s. Tobacco is a key source of
income for several states, especially Kentucky.

CONTACT: Verner Grise, Tobacco and Peanuts Division, FSA 202-720-5291; home

703-354-1887



FARM AND FOREIGN AGRICULTURAL SERVICES
ISSUE:
Assessment of the general state of the tobacco industry.
IMPORTANCE:

Tobacco provides $3 billion in income annually to producers. The price support-production
control program stabilizes production and income for small and large producers.

BA R H

Sales of tobacco products reached a record $50 billion in 1997. Although consumption of
tobacco products have declined, exports of cigarettes reached a record high in 1996 before
declining a little in 1997. In 1997, tobacco production totaled 1.7 billion pounds with a value
of over $3 billion, the highest production and crop receipts since 1992.

Most tobacco is under a price support production control program that guarantees producers a
minimum price in exchange for limiting production and works to stabilize supply and prices.
In a referendum in late February, 97.5 percent of burley producers (the majority of tobacco
grown in Kentucky) voted to continue the price support-production control program, as they
have for many years.



FARM AND FOREIGN AGRICULTURAL SERVICES
KENTUCKY
ISSUE;

The Risk Management Agency (RMA) helps stabilize the agricultural economy by providing a
sound system of crop insurance. The program leverages scarce federal resources by using the
expertise and resources of 18 crop insurance companies and 15,000 private insurance agents to

provide producers superior products and services. Primary issues are the RMA budget request
and sales related issues like association marketing.

IMPORTANCE;

Risk management programs, such as crop insurance, are USDA's primary means of helping
farmers survive a crop loss. Since enactment of the Federal Crop Insurance Reform Act of 1994,
participation has nearly doubled. In 1997, crop insurance provided producers over $25 billion in
protection through 1.3 million policies on more than 181 million acres. Participation has remained

high despite modification of the requirement that producers obtain crop insurance in order to
participate in most USDA farm and credit programs,

BACKGROUND:

Kentucky experienced a very abnormal year with their 1997 burley tobacco crop. Adverse
weather conditions resulted in tobacco with high moisture content that either receives a low grade
and price or no grade at all. RMA has addressed this situation with Bulletin No:

MGR-98-06 dated March 16, 1998. This provides a deviation in loss adjustment procedures for
the 1997 crop year only and is currently being used to complete the 1997 claims for indemnity.

ALKING PO

. Kentucky is second only to North Carolina in total tobacco production and is the
largest producer of burley tobacco. Cash value is excess of $700,000,000 a year.

. This issue involves burley - type 31 tobacco. This is one of five types of tobacco
that {s grown in Kentucky. The other types are dark fired - types 22 and 23, and

dark air cured - types 35 and 36. Burley tobacco accounts for 92% of the total
tobacco production in Kentucky.

There are 26,642 tobacco crop policies in Kentﬁcky for the 1997 crop year. This
provides protection (liability) of $177,115,750 and covers 48% of the total crop.



Loss Adjustment is currently ongoing to settle the remaining 1997 crop year claims
for indemnity. The end of the insurance period was February 28, 1998, and the
policy allows claims to be submitted for sixty days after the end of the this period.

Early reports from the companics indicate the new loss procedures are being well
received by the insureds.

SUMMARY:

Strengthening the agricultural safety net is critical to. our Nation’s farmers. To ensure that
producers have the knowledge and tools they need to manage their risks, USDA has launched a
risk management education initiative and made new products like revenue insurance widely
available. Similar efforts are expected to continue and intensify in the future,

ONTACT:

Larry Whitford, Director, Jackson, Mississippi, Regional Service Office, (601)-965-4771.



FARM AND FOREIGN AGRICULTURAL SERVICES
ISSUE;

Proposed provisions to help tobacco farmers in the Ford Bill ("Leaf Act") section of the
McCain Bill in relation to the proposed National Tobacco Settlement.

DISCUSSTON:

The tobacco settlement will have a wide reaching impact on all segments of the tobacco
industry, but a disproportionate effect on small and minority tobacco quota owners and
producers. Of the 338,000 individual tobaccos quotas nationwide, nearly 66 percent are
considered small farm operations. Five percent of all quotas are owned by minorities, the
majority of which run small and family-sized operations. If a settlement is reached, cigarette
prices would increase sharply because of manufacturer payments or increased taxes, and
tobacco production would decline with a concomitant reduction in income. Limited resource
farms would be especially vulnerable because of their already low level of income and
significant dependence on tobacco as a source of family income,

BACKGROUND;

Several bills have been introduced to compensate tobacco quota holders and producers for the
reduced income resulting from a tobacco settlement. The three bills that received the most
attention were the Ford Bill (as known as the Leaf Act), the Lugar Bill, and the Robb Bill.
The Leaf Act would continue the current program with payments for lost production, the
Lugar Bill would buy out quotas and eliminate the current program, and the Robb Bill would
shift the program from a Federal to privatized program. The tobacco farm leadership has
adopted the Ford Bill/Leaf Act as a model and incorporated some provisions of the Robb Bill,
especially for flue-cured tobacco.

The Ford Bill has been incorporated in the McCain Bill (S.1415) as the farmer portion of the
McCain Bill. On April 1, the Senate Commerce Committee approved the bill, 19 to 1, and
Senator McCain said he hoped the Bill would be before the full Senate before Memoriel Day.
A few modifications were made during the markup, but the thrust of the farmer portion of the

Ford Bill remained intact.
TALKING POINTS;

As we understand the current compromise, the following are the main points included in the .
farmer portion of the McCain Bill:



/

Payments to Farmers for:

Burley, fire-cured, and dark air-cured tobaccos - (in Kentucky, more than 95
percent of the quotas are for burley tobacco).

o

All quota holders given a one-time option to relinquish quota and get
$8.00 per pound over 10 years or less.

Remaining quota holders get payments to the extent quota falls below the
base level equal to $4 per pound for every pound quota drops, with a
lifetime limit of $8 per pound times the entire base quota.

Quota lessees and tenants get (1) option to acquire relinquished quota
and (2) payments to the extent quota falls below the base level equal to
$2 per pound for every pound quota drops, with a lifetime limit of $4
per pound times the base quota.

Flue-cured tobacco - (Not produced in KY, but produced in NC, SC, GA, FL,
VA, and AL)

o

All quota holders relinquish quota and get $8 per pound over 10 years or
less.

- Active quota holders will be issued permits limiting right to produce

future crops.

Quota renters and tenants get (1) permits limiting right to produce future
crops and (2) payments to the extent national quota falls below the base
level equal to $2 per pound for every pound quota drops, with a lifetime
limit of $4 per pound times the eatire base quota.

Base Quota Years - Years upon which payments will be based are the average of 1996
through 1998 crop years.

»

Burley - base quota 657 million pounds.

Flue-cured - base quota 885 million pounds.

Casts Incidental to the Tobacco Program - All USDA costs associated with tobacco
are paid out of a tobacco growers trust fund, including administrative costs, crop
insurance, cooperative extension service costs, and any other costs, as calculated by the
Secretary of Agriculture.



e

Farmer Opportunity Grants - Quota holders and active tobacco producers and their
families are eligible for higher education grants of up to $1,700 per academic year,
adjusted upward every five years by $300. Academic eligibility is modeled after Pell
grants, and program is administered by the Secretary of Education.

Benefits for Displaced Workers - Up to $25 million annually for 10 years will be
made available to provide benefits for displaced workers program. The program is
administered by the Secretary of Labor.

Tobacco Community Economic Development Grants - Block grants to tobacco States
will be made annually for rural business enterprise grants, farm ownership loans,
initiatives which create farm and off-farm employment, expanding infrastructure, long-
term business technical assistance, supplemental agricultural activities, value-added
agricultural initiatives, and compensation to auction warchouse owners.

Total Costs of the Farmer Portion of the McCain Bill - $28,5 billion total over 25
years, $2.1 billion per year for the first ten years, $500 million for years 11-25.

» Annual payments to tobacco farmers set at $1.65 billion for up to ten years.

» Economic development grants set at $375 million minus administrative costs for

first ten years. Six percent of economic development funding is earmarked for
auction warehouse owners for ten years.

Total Cost to Industry/Cigarette Price Increase -

» Total cost to tobacco manufacturers over the 25 year period are projected to be
$506 billion.

» An increase in cigarette prices of $1.10 per pack over five years was
anticipated. However, in the markup of the Bill, more than half —65 cents per
pack would become effective in 1999.

» ‘The 65 cent increase would result in a more abrupt drop in cigarette
consumption and thus demand for U.S. grown leaf than originally anticipated.

» Consumption would fall nine to ten percent because of the 65 cent cigarette
price increase. Demand for U.S. flue-cured and burley would decline by a
similar amount or even more as manufacturers attempted to trim costs by using
greater quantities of cheaper imported leaf,



 Other Provisions of the McCain Bill -
» Civil liabilities damages capped at $6.5 billion per year.
» Marketing and advertising would be curtailed considerably.

» Goals of reducing youth smoking of 15 percent in three years and 45 percent in
10 years were established,

» The Food and Drug Administration would be given broad latitude in regulating
tobacco products.
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WENDELL H. FORD of KENTUCKY

UNITED STATES SENATE

173-A Russell Senate Office Bullding
Wasliington, D.C. - 202/224-4343

FOR IMMEDIATE RELEASE

Contact: Mark L. Day
March 27, 1998

(202) 224-1156

FORD MAKES MODIFICATIONS TO STRENGTHEN “LEAF ACT-";
EXPECTS PROPOSAL TO BE IN PACKAGE FOR SENATE DEBATE

WASHINGTON-- Bringing together burley and flue-cured growers,
U.S. Senator Wendell Ford (D-KY) today said he has made some
modifications to his “LEAF Act” that will “solidify and broaden
the support” necessary to have Congress pass the proposal.

With the Senate Commerce Committee set to begin marking-up
the proposed tobacco settlement legislation next week, Ford said
it was imperative to have the strongest broad-based farmer
protection package ready for inclusion in the final bill.

Ford noted that he fully expects the Committee to include

his proposal in legislation that will be debated on the Senate
floor in the coming weeks.

“*These modifications to the LEAF Act broaden and strengthen
our support while still holding to the principles we’ve always
fought for: maintaining the quota program, fair compensation for
lost quota, and providing a safety net' if the program is
threatened or eliminated in the future, all while remaining
fiscally realistic,” Ford said.

The modified LEAF Act incorporates some changes in the flue-
cured program as advocated by Senator Charles Robb (D-VA) and-
other flue-cured representatives, such as transferring quotas
from inactive quota holders to actual producers.

* Foxr burley growers, the LEAF Act would allow a quota holder
to relinquish their quota in exchange for $8/pound, payable over
a period of ten years or less. Unlike a proposal by Senator
Richard Lugar (R-IN), that quota could then be reallocated to a

farm owned by a quota lessee or tenant if they were the principal
producer of the tobacco.

Another modification would specifically earmark a portion of
econocmic development funding for tobacco warehouse owners.

“I've listened very hard over the last several weeks to
growers and have tried to incorporate every constructive jidea, so
long ag it didn’t run into unrealistic funding requirements.

Yalom 7 e v RO, P | Aemc s - =2 —_d T — —-— -



Congressional approval. 1 Cthink thls 18 thalt package, <au@d .- H
going to do all I can to see that it becomes law,” Ford said.

In addition to Ford, Senators Ernest Hollings (D-SC) and
Bill Frist (R-TN), the other two tobacco-state members of the
Senate Commerce Committee, are supporting the legislation.

44
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L Payments to Farmers
® TYPES OF TOBACCO OTHER THAN FLUE-CURED

V¥ All quota holders given one-time option to relinquish quota and get $8 per pound over
10 years or less

¥ Remaining quota holders get payments to the extent quota falls equal to $4 per pound
for every pound quota drops, with a lifetime limit of $8 per pound times the entire
quota (as under original LEAF Act)

v Lessees and Tenants get (1) option to acquire relinquished quota (if any), and (2)
payments to the extent quota falls equal to $2 per pound for every pound quota
drops, with a lifetime limit of $4 per pound times the entire quota

. FLUE-CURED _

v Quota holders relinquish quota and get $8 per pound over 10 years or less

v Active quota holders will be issued permits limiting right to produce future crops

v Renters and Tenants get (1) permits limiting right to produce future crops, and (2)
payments to the extent national quota falls equal to $2 per pound for every pound

quota drops, with a lifetime limit of $4 per pound times the entire quota (as under
LEAF Act)

.C cide e

All USDA costs associated with tobacco are paid out of a tobacco growers trust fund,

including administrative costs, crop insurance, cooperative extension service costs, and any other
costs, as calculated by the Secretary.

[IL, Farmer Opportunity Grants
Quota holders and active tobacco producers and their families are eligible for higher
education grants of up to $1,700 per academic year, adjusted upward every five years by $300.

Academic eligibility is modeled after Pell grants, and program is administered by the Secretary
of Education.

v

Up to $25 million annually for 10 years will be made available to provide benefits based

on the NAFTA displaced workers program. The program is administered by the Secretary of
Labor.

V., Tobacco Community Economic Development Grants

Block grants to tobacco states will be made annually for rural business enterprise grants,
farm ownership loans, initiatives which create farm and off-farm employment, expanding
infrastructure, long-term business technical assistance, supplemental agricultural activities,
value-added agricultural initiatives, and compensation to warehouse owners. At least 20% of

funds must be spent on agricultural activities, 4% on long-term technical assistance, and 6% on
warehouse owners.

- Y1, Total Cgsts
$2.1 bil. per year for the first ten years, $500 mil. for years 11-25, $28.5 bil. total.



* Summary of LEAF Act Modifications

. General:
1. Base Years: Basc years upon which payments are made changed from 1994-96 to 1996-98.

2. Funding:

a. Annual payments to tobacco farmers raised to $1.65 billion from $1.6 billion. Total
payments to farmers raised to $16.5 billion from $16 billion. _

b. Economic Development grants set at $375 million minus administrative costs for first ten
years; unchanged for years 11-25. -

c. Assistance for dislocated workers set at $25 million annually for ten years.

3. Optional Buyout: For all types of tobacco other than flue-cured, quota holders are given a one-time
optional buyout at $8 per pound, in exchange for relinquishing their quota. Payments will be made
over a period of up to ten years, depending on (1) how many take a buyout, and (2) how far national
quota falls. Remaining quota holders who stay in the program will be eligible for LEAF Act payments
as under the original bill.

4. Reallocation of quota: For all types of tobacco other than fluecured, wheén an optional buyout is
taken, quota lessees or quota tenants who were the principal producer of tobacco under the quota will
be given the option of having the quota reallocated to a farm they own. Otherwise, the quota is

redistributed among remaining quota holders in the county (or in states with cross-county leasing like
Tennessee, redistributed throughout the state.)

5. Flue-cured permits. All flue-cured quotas will be relinquished, in exchange for an $8 per pound
payment over ten years. Inactive quota holders are out of the program. Active quota holders will be
issued individual tobacco production permits. Quota renters or tenants who were principal producers
of flue~cured tobacco during 1998 will also be issued individual tobacco production permits. Quota
renters or tenants remain eligible for LEAF Act payments to the extent national quota declines. Permit

holders must remain active producers to maintain permits. Permits may not be sold or leased, but may
be transferred to descendants.

6. Warehouse owners: Six percent of economic development funding is earmarked for warehouse
owners for ten years.

Technical:

1. Definition of “active tobacco producer” changed to “participating tobacco producer”

2. Dark tobacco poundage conversions to be based on actual farm yield, not county yield.

3. Funding for farmer payments divided between flue-cured and all other types of tobacco.

4. Reallocation of leased quotas where a tenant is the primary producer is split between quota lessee
and quota tenant.

5. If the program is voted out by referendmn, this does not trigger accelerated LEAF Act payments.
6. Flue—cured permit holder must invest at least 100 percent of the costs of production in the crop i
order to be considered an “active” producer.

7. Flue-cured tobacco must still be grown in the same county 1mdcr a permit as it was under previous
quotas.

8. Flue-cured permits must be assigned to a farm within the same county.

v



FARM AND FOREIGN AGRICULTURAL SERVICES

ISSUE;

The importance of the tobacco settlement, and the effect on small farmers.

Q.

A.

How important is tobacco as an agricultural crop?

In 1997, tobacco production totaled 1.7 billion pounds with a value of over $3 billion,

the highest production and crop receipts since 1992. Sales of tobacco products reached a
record $50 billion in 1997.

Q. How important is tobacco to Kentucky producers and the overall economy?

A. Including sales from fire-cured and dark air-cured tobacco, Kentucky tobacco producers

received over $800 million from the 1997 crop. Tobacco sales represent over 40 percent
of crop sales receipts and over 20 percent of all agricultural sales in Kentucky.

In 1997, over 600 million pounds of burley tobacco was produced in the United States - 70
percent in Kentucky.

Q. How important is tobacco to small farmers?

A. Tobacco is a high value crop that generates receipts of $4,000 to $5,000 per acre. Profits

from 1 acre of tobacco are equivalent to between 15 and 20 acres of corn or soybeans.
On small farms in Kentucky, with an average of 22 acres of harvested cropland in 1992,
tobacco is vital to the economic survival of farmers. (source: 1992 Ag Census)

Q. Who will be affected by a settlemnent?

. 'The tobacco settlement will have a wide-reaching impact on all segments of the tobacco

industry, but a disproportionate effect on small and minority tobacco quota owners and
producers. Of the 338,000 individual quotas, about 66 percent are considered small farm

operations. Five percent of all quotas arc owned by minorities, the majority of which are
small producers.

Is anyone in Washington concerned about the impact a tobacco settlement could have
on tobacco farmers and on the rural communities where tobacco is grown?

. The Administration supports the concept of compensation to quota owners, along with

producers, and of course the rural communities. USDA's Farm Service Agency, is

providing analysis and interpretation of various proposals that have been made, to ensure
that tobacco farmers, and their rural communities, are included.
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What is the likelihood of Congress approving a settlement?

There appears to be considerable movement in the Senate, Senator McCain’s bill was
passed by the Senate Commerce Committee on April 1. They have not agreed on all the
details, but the Senate is moving toward approval of a settlement. The House has not made
as much progress.

When might the settlement legislation happen?

I don't know how soon it may happen. I would like to see Congress approve a bill before
the House and Senate adjourn for the Fall campaigns.

Will you sign the national tobacco settlement legislation?
I cannot commit to that without knowing the terms the bill will contain. I will not sign any

bill that fails to provide for the economic losses which will be sustained by tobacco farmers
and by the rural communities in which tobaceo is grown.



FARM AND FOREIGN AGRICULTURAL SERVICES |
Crop Insurance Statistics in Kentucky

In Kentucky, there were 20,782 active burley tobacco policies in 1997. Based on 1996 data,
75% of the policyholders reported 5 or less acres (less than $10,000 in liability and probably
received less than $20,000 in average income).

In Ohio, there were 1,189 active burley tobacco policies in 1997. Based on 1996, 85% of the
policyholders reported 5.00 acres or less.



HIGHLIGHTS OF KENTUCKY TOBACCO FARMER SURVEY

A new survey of 400 Kentucky tobacco farmers shows strong support for provisions of a
national tobacco plan to discourage tobacco use by yotng people and to provide
assistance to tobacco-dependent communities. While most of the farmers would prefer to
continue growing tobacco as they have for years under the current tobacco program, they
express some uncertainty about the future of tobacco farming and are therefore willing to
explore alternatives. The farmers surveyed also question how concerned the tobacco
companies are about the well-being of tobacco farmers.

Support for National Tobacco Control Measures

Almost three-fourths of Kentucky tobacco farmers support establishing a national

minimum age of eighteen for buying tobacco products, with the requirement that retailers
check identification of all young buyers. Just 15 percent oppose this provision as part of
a national tobacco policy. Sixty-four percent support prohibiting tobacco companies from 5
marketing or advertising to children, with just 22 percent opposed.

The farmers are also want consumers to know what is in tobacco products. Eighty-three

percent support a requirement that tobacco companies provide accurate information about
the ingredients of their products.

The tobacco farmers clearly believe they should be part of any national tobacco policy.
Nearly three-fourths (73%) of those surveyed say a national tobacco policy should
provide economic development assistance to tobacco-dependent communities. Sixty-
eight percent support allocating a portion of revenues from a federal excise tax on
tobacco products to tobacco-dependent communities.

This level of support for public health measures is somewhat surprising given that large
majorities of the farmers surveyed agree that health groups (84%) and restrictions on
smoking (76%) are a threat to tobacco farmers.

Opinions on the Tobacco Program

While most Kentucky tobacco farmers (82%) agree Congress should leave the tobacco
program alone, a majority (59%) believe the program will be eliminated within the next
five years. Thus, it is not surprising that just 41 percent of the farmers surveyed say it is
very likely that they or someone in their family will be growing tobacco on their farm in
ten years; another 19 percent say it is somewhat likely. Fifty-nine (59%) say that if they
had children, they would encourage them to grow tobacco.

This uncertainty about the tobacco program leads 57 percent of Kentucky tobacco farmers
to favor a voluntary buyout, where they could either decide to keep their quota or sell it.
Another 7 percent support a mandatory buyout that would end the current quota and price



support system for everyone. About one-fourth (27%) oppose a burley buyout of any
kind, saying the current program should be maintained. When asked what a fair buyout

price would be, the median response was $12, although almost 20 percent offered no
response.

A

Forty-eight percent of the tobacco farmers said they are very (16%) or somewhat (31%)
interested in trying additional non-tobacco activities on their farms. Forty-three percent
said they are somewhat (8%) or very (35%) uninterested. Reflecting this split, 43 percent
said they would use money from a buyout to expand or diversify their farming operation.

The most popular uses of the funds were to invest in a savings or retirement plan (71%)
and pay off debts (69%).

Opinions of Tobacco Companies

The uncertainty on the part of tobacco farmers about the future of the enterprise may
reflect, in part, their apparent ambivalence toward the tobacco companies. One-half of
those surveyed disagree strongly (32%) or somewhat (18%) that tobacco companies are
concerned about the well-being of tobacco farmers, while 41 percent agree strongly
(19%) or somewhat (23%) that the tobacco companies are concerned about them.

Fifty-nine percent of the tobacco farmers agree that if tobacco companies do well,
tobacco farmers do well. Thirty-seven percent disagree with this assertion.

The Survey

The telephone survey of 400 Kentucky tobacco farmers was a cooperative effort between
the Campaign for Tobacco-Free Kids and the Kentucky Health and Agriculture Forum. It
was conducted by Global Strategies, Inc. with a random sample of burley quota holders
from a list provided by the United States Department of Agriculture. Qualified
respondents live in the state of Kentucky and have an effective burley quota of 2200

pounds (roughly one acre) or more. The sample of 400 has a margin of error of plus or
minus 4.9 percentage points.
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