
354 

_/ 

THE BUDGET FOR FISCAL YEAR 1999 

Table S-7. TOBACCO LEGISLATION 
(In billions of dollars) 

Estimate Total 
1999-

1999 2000 2001 2002 2003 2003 

U S E S O F R E C E I P T S F R O M TOBACCO L E G I S L A T I O N 

Federally-operated Programs: 
Research Fund for America 3.6 4.6 5.0 5.7 6.3 25.3 
Food and Drug Administration Enforcement Activities 0.1 0.2 0.3 0.3 0.3 1.2 
Health and Human Services/Centers for Disease Control 

Smoking Prevention 0.1 0.1 0.1 0.1 0.1 0.4 
Medicare Beneficiaries Cancer Clinical Trials Dem­

onstration 0-2 02 03 0-8 

Subtotal, Federally-operated programs 4.0 5.1 5.6 6.1 6.7 27.5 

State-administered Programs: 
Child Care and Development Block Grant 1-2 1.3 1.4 1.6 ^ . l 
Medicaid Child Outreach Reforms 0.1 0.2 0.2 0.2 0.2 0.9 
Class Size Initiative 1 1 1-3 1.5 1.7 1.7 7.3 

Subtotal, State-administered programs 2.4 2.7 3.1 3.5 4.0 15.7 

Other Uses (Includes^nrestricted funds for States, ices-
sation programs, farmer assistance, etc.) rr/. 3.4 3.9 4.6 5.0 5.4 22.3 

Total Uses 9-8 H-S " ^ 14-5 16.1 65.5 

TOBACCO L E G I S L A T I O N R E C E I P T S PROPOSED 9.8 11.8 13.3 14.5 16-1 65.5 
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lIMiiSee/cs^ to-Biocfc Mite House Move. 
^ Fitfî TobaccoMoney 

STREET JOURNAL 

•: '-f^^^^^Mg^^JtSmatOlirfa-aieClinton admin-
v.-,:4'-ff >i'^^i!|'istr^ support for 

• ^ ;:3;V^f^ifeMlml«n^ Industryls legal liabil-
^^;iW'^>!'f^°VS^^sp"Wicans unveiled legisla-

' ^'§i^jr-^'^!V.^- Whitie House from spend-
•Vv:.-'''.,V,-ii;;il?t!̂ ^̂ ^̂ ^ ii''w iiiiPKiiiin;.. 
\'••. i4i-5l%v̂ li''p:̂ ^̂ ^ iinii iiii Davii'i I IK 
•;^ti iv:!;f4sA||i^ can .accept 

• • civil 
' • - ',;>}r,'''laWllty-;;Of,vthe' tobacco' industry." His' 

;, f the House .Iudiciai7 Commltlci! 
'̂ - i'-^^lii'i^'iP^iiP broad lobutcu 
•'̂ G?1y!!̂ i0!i?!egiŝ  arid bitter 
^ :'f;:-U:;|P|i;]jipaiJ^ House, 

l ; Republicans' long-' 
;;?'W;|(:ptr|;stata Clinton 

;-^^&!^;s^|^9e^ on'his administration's 

v - ' v . i ^ ^ ^ * ' ' o r instance.: 
' •^(^;-'S;^?«iljfp^ legal 

.''"Vf.-î ^̂ ^̂ ^̂ ^̂  .'is'prepared to 
,;'!'7;'*i¥?'3.Vg^^ resent the 

' >;if"S^V*iffif̂ i?Maj two 
legislation 

. •• •:::':-.^<^!0!^ president's 
' for wliulevLT lio 

fs recent budget 
.̂%f%pr6p65al̂ w6uld-a SSS billion.in to-. 

'-'i^^i^^iplf^l'V'^^^^ particu-
H^'^:>:-/t%fiiarly:)phl|dii^ 

: v;ĝ :;/̂ ;.)|?ig*Th require that any tobacco 
•: . }C0i^}0nmeyi^ for antismoking meas-

f̂ î Jiî jiirurw^ nits nnd to pny 

• 4#-^was'the tubaccu industry's niairi reason for 

agreeing to provisions to curb underage 
smoldng and restrict marketing and adver­
tising. The protections include a cap on the 
industry's annual legal payouts; a ban on 
future class-action lawsuits; and elimina­
tion of punitive damages in civil lawsuits 
alleging past industry misconduct. 

Wlllli' Mil' Wliili ' Hiiiijj ' wiiiilil im rn 
l l l f l l - IPC lilt I f ^ l l l i r l l r l lui (IH- Inilll.sliy, 

• spokesman. Michael McCurry said that 
"reasonable limits . . . would not be a 
deal-breaker."' The proposed .settlement. 
h(' said, "slriick llic wrong hiihirjcc." 
. '. Tlie .scUlemcnl requires exteii.sivc (lis-

. closure of tobacco documents, but gives the 
industry some legal protection from them. 
Mr. Ô den suggested that the ban on 
punitive damages not apply in cases in 
which the industry didn't fully disclose all 
relevant.facts. He said tobacco companies 
shouldn't "become special favorites of the 
law,'' but added that some relief may 
•be necessary in exchange for the huge 
Slims of money and public-health conces­
sions the industry, would provide in a 
comprehensive tobacco bill; 

Some prominent Republican law­
makers. Including Senate Judiciary Com­
mittee Chairmari Orrin Hatch of Utah, 

.halled'Mr. Ogden's testimony as a sign of 
movement by the White House. It "greatly 
Increases the probability that broad, bi­

-partisan consensus.can be reached on the 
tobacco setUement," Mr. Hatch said. 

House committee members offered a 
bleaker view. Democrat John Conyers of 
Michigan released, another sampling of 
embarrassing documents that he said 
show the industiy's effort to target Afri-

'rnn-Amcrinins. f)nc WHS n l!l7.i R..I, Hi-y 
i t i i l i i . ' i i i i i i i k r I l i i K i H o l i l i ' M i n i I ' l i i i l j i l i i i ' i l II 

Study uf black smokers agucl 14 lu yuars 
old: A1981 RJR marketing plan said blacks. 
"do noi respond well to sophisticated 
or sijbtle humor in advertising." 
' Another witness, john C. Coffee Jr., a 
law, professor at Coliimbia University, 
called the settlement's prohibition on. 
rinss-iicllnn. Iiiwsiiits nvi<rly hrniid. H i -
iff-i i i i i i i ir i i i l i ' i l Hull 1'iniKi<*;.;. pftiiiM .'niiiii-
riiii.siill(liiti<iii 111 lawsuits Id aviiid llamas 
ing the individuals' courtroom clout. 

T̂HE WALL STREET JOURNAL 
•'•^ifliHi;™^'^^' I'EBRUARY 6. 1998 . 
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Wlbbacco 

By SaundraTorry 
Wuhlfifnii PoMSbtf Wrter 

the-Clinton administration yester-
.''^:^^';:k/'i3^:iM Coogress that it could accept 
•! v V v s o m e liiiiits on lawsuits against the 
. i ĵ jv?!? ,';!̂^̂^̂  if that were .neces-
.' :v Jii.-K .iSiy.to.secure approval of a compre-

•-,0 jiii^f'^offi tobacco settlement 
'••'•''•:'^!f.:/:-i':^lt^ issue of legal protection from 
' ''\̂ ^y -̂''f̂ '}!aHiints for cigarette makers hiis be-

"̂ ibous ponit in the political battie over 

'. .v ;.;. ̂ -' ̂ S.'iand tactions qn all sides of die deal are 
- n •.•4*;-;i-analyzing each nuance of every 

•-•''•>';T.̂ -f';'̂  key officials stake out posi-
• 'tions'on legal protection and otiier 
. ; , provisions in the proposed S368.5 bil-

. :< ;Vj;lp!;!if»;j'yesterday, when a Justice Depart-
, • '.' i iti-' i'v̂  S in Congress tiiat 
•' ̂ .'-ŝ S'̂ î t̂  accept "rea-
'; -"iifff^^^^ sonable"* limits on dvil lawsuits in a biU 

' ; ';^t|;fe;; ;With strong public health components, 
L•.î X .̂;.;f̂ •8̂ UITy:of concern ensued, particular-

•. Ul^-j?©' ''^ Democrats. Some 
'• v:?'j%':i«̂ ^̂ ^̂  ttiat tiie White House 

v ;''̂ '̂̂ ?•'!•1î poUtî  to be turning 
• V-'r̂ i/..'̂ '̂  î alhst̂ tt̂ ^ protections the indus-

' ' spisrtofadeal. 
I remind tiie 'White House 

licani?: Momentum is mow-
'̂ .̂̂ &>'r.:f ing rapidly against special protections 

: :fbr the Iiidu8hy, .and now is not tiiie 

. • :AW": 
'̂!tirne: to send i^ignal that puts us hi 

t̂ 'vreversef,'; said: Sen., Frank R Lauten-, 
, tpbacco, oppo-

• .S ,̂!ĵ Si5^^nwt!:';i-̂  • • • 
, ' , '; ,i.i!:y;si;̂ ffî ^̂ ^̂  

issued a clarifies-
••••i5̂ #̂̂ -%:tion;6f ttie testimony, and otiier offi: 

'^SiajuU', ttit administiration's stance 
, )•-̂ '.i'lV; !;̂ ""6n:tiie issiie had not changed since last 

'•̂ ^̂ ^̂ .̂ •'s\̂ i'i:ĵ ^̂ Asyie:vê fi3ii all along, we'd prefer 
. • ' 'i- jr; :!*;' '̂ comprehensive tobacco legislation 

.: ; without lihilts on liability," said domes-
' ' •̂ .̂'>̂ /̂̂ tic:p6Ijcy adviŝ ^ "But if 
.. •• • • • '• ̂ Congress comes up with a comprehen-
•;• '•%!^:''']''i '-siye' bill that meets ttie president's five 

' • '''''V'; :;,; '̂pnhaples, inbluding raising cigarette 
„;; V v'iprices by up to $1.50 [a pack] over 10 
, ; years,'̂ some kind of limits are not a 

..iJdeaHjreaker.''• 
•• ,̂  v;';; :That .seemed to. assuage some crit-
•*'„•! ies, biit one Democratic congressional 
'ix-r.stah .iheihber said the clarification 
;Vf \'!was more confiising' than ttie original 

'•'-;;':. .statement •• 

"Meanwhile, at ttie House Judidary 
Committee hearing where David 'W. 
Ogden, a top Justice Department offi­
cial, testified, some Democrats joined 
Republicans in deriding ttie White 
House for being too vague and Ming 

' to send Congress tobacco legislation. 
"I resent the administration's unwill­

ingness ... to get spedfic," Rep. Bar­
ney Frank (D-Mass) said. 1 do not 
think you can be on all sides of ttiis 
issue." , 

In an intei-view, Judidary Commit­
tee Chairman Henry J. Hyde (R-m.) 
said he was 'dismayed at the [adminis-
t̂ tion'sl'bland presentation.... They 
have not shown leadership.'. 
• The issue of granting tiie mdustry 

legal protectioii has emerged as one of 
ttie most dhnsive in the debate over ttie 
deal, in which ttie indusby would 
agree to broad marketing restrictions 
and to paying hundreds of billions of 
doUars over 25 years. hi,exchange, ttie 
.cq̂ panies have sought broad protec­
tion from a deluge of dvil lawsuits, now 
and in the future. 
. The proposed settiement, wliich 

would require congressional approval, 
would provide tiie indusby a measure 
of predictability, including a cap-
starting at $2 billion a year and rising to 
$5 billion—on damages.to be paid in 
any year, along with a bar on punitive 
damages for past acts. The deal also 
would bar collective , suits againist the 
indusby, including massne class ac­
tion suits arid small coOections of 
claims. 

Yesterday, an indusby lawyer ar­
gued ttiat it's wrong to describe tt>e 
legal protections as 'immunity' from 
lawsuits, as many critics have, because 
mdividuals still would be able to sue 
ttie industry and "̂ receive every dollar 
â lrarded'in actual damages. 

; The issue has split many of the 
groups with deep bterest in tobacco 
pplicy, particular̂  in the public healtii 
community. .Some public .heahh 
groups have formed a coalition, Save 
Lives Not Tobacco, which dtes opposi-
tiqn to legal protection as qiie of its five 
guiding prindples ih fighting the deal. 
That'group was formed by the Ameri­
ca Lung Association, Public Citizen 
and smaller regional anti-tobacco or­
ganizations. 

Even within groups that support 
tobacco legislation based in part on ttie 
proposed settiement legal protection 
remains a hot issue. The American 
Medical Association's House of Dele­
gates, for instance, has voted to oppose 
legal protection—a position at odds 
with the group's leadership. 

FOR MORE INFORM/mON 
To read Post stories on past 
settlements with the tobacco industry, 
cl^ontiieabovesymbolonthefront 
page ofThe Post's Web site at 
wwuxwashingtonpost.com 



Clinton Could Abide Protection for Cigarette Makers 
: By DAVID E. ROSENBAUM 

WASHINGTON, Feb. 5 — TTie Clinton Admin­
istration said 'today that it would be willing to 
give tobacco companies limited protection 
from lawsuits if that-was the only way to get 
legislation enacted to raise the price of ciga­
rettes and force the industry to restrict adver-
tlsUig and marketing. 

In the first Administration testimony since 
Congress began seriously: considering tobacco 

' legislation this year, David W. Ogden, the coun­
selor to Attorney General Janet Reno, told the 
House Judiciary: Committee that "reasonable 
provisions modifying the civil liability of the 
tobacco Industry would not be a deal-breaker." 

Mr. Ogden was challenged by lawmakers 
from both parties, becausie he was vague alxnit 
exactiy what elements President Clinton want­
ed in tobacco legislaUoh. . 

The President and those In the Admlnistra-. 
tion who speak for |ilm have said they want to 
work with Congress to enact such legislation, 
but they have not proposed a bill of their own. 

"If the Administration wants this to-be a 
successful legislative effort," said Representa­
tive Charles T; Canady, RepubUcim of Florida. 
" I ttiink the Administration, is going to have to 
be specific about what It will suppon and to 
posit positive proposals for us to consider." 

Representative Steve Chabot, Republican of 
Ohio, accused Uie White House of "woeful lack 
oMeadership" on the Issue. 

Many of the Democrats on . the committee 
agreed with that assessment Representative 
Barney Frank of Massachiisetts declared: 

"These are very Important issues, and I 
resent the Administration's unwillingness at 
this date to get specific. I do not think you can 
be on all sides of this issue," 

Mr. Ogden, who was testifying becau^.Depii-

ty Attomey General Eric H.' Holder Jr. .was ill, 
responded patiently'that the A'dniinlstratlon's: 
goal was "to work together with Uie Congress 
to develop the provisions rather than to come 
up with our own pre-established set of provt̂ -'i 
skms." / " • x'>; 
' This strategy reflecta the lesson the Admlnlsr'' 

traUon leamed m 1994 when it put forward 
spedfic leglslatton . to change the naUon's 
health care system ahd saw ttie details picked 
apart piece by piece iintll the hieasure finally 
died. 

Vagueness from the 
White House, growing 
impatierice in Congfress. 

. Ever.slnce — on the budget, on Sodal Securi­
ty, on-Medicare and ,on almost every other 
difficult legislative issue — the AdministraUon 
has forced the RepubUcans who omtrol Con­
gress to sUck their necks out first and has then 
tried to shape the legislation to fit its own 
preferences. The tacUc has worked on sudi 
matters as children's health and medical insur­
ance. 

In the case of tobacco legislation. President 
CUnton has merely stated five general goals. 
The bill, he has said, should raise the price of 
cigarettes by as much as $1.50 a pack over the 
next 10 years to discourage teen-agers from 
smoking, give the Food and Drug Administra­
tion authority to regulate all tobacco products, 
protiibit marfceUng and advertising directed 

' toward (^Idren.^ promote snioklhg. cessatldh 
- and preventton programs, and liihit any result--

Ing damage to tobacco farmers and their com^ 
munlUea.'V'C , ' 

/ Mr^ bgden said this Administration iregarded 
the .$368.5 billion aigreement reached last year 
by the tobacco compaiiies and the attorneys 
general of aliout 40. states as "a template for 
constmcting a legislative sohiUon." -'•• 

One malh element of that agreement, and one 
of the most widely criUdzed, would give the 
tobacco companies considerable , protection 
from lawsuits. Qass-acUon suits against them 
would be'prohibited, as~ would punlUve damh 
ages for past piracUces of the industry. 

In return, the tobacco companies would pay 
n9t only the $368.5 billion but, if youtti smoMng 
rates failed to dropi fhies as well; would re­
strict their advertising, and would accept con­
siderable Govenlment regulaUon. 

The. Idea of protecting the Industry from 
lawsuits Is politically unpopular and has be­
come even more since new evidence began 
emerging that for years the tobacco compa­
nies' marketing strategy was to get teen-agers 
hooked on dgarettes. ProtecUon from lawsuits 
"is and certamly should be dead," Representa-
Uve Martin T. Meehan, Democrat of Massachu­
setts, said at the hearing today. 

But Mr. Ogden cautioned that such protecUon 
might be the _̂ bnly way to get the tobacco 
eonipanies te agree to restrictions, like those on 
culverUsing, that might otherwise be held un-
constltuUonaL 

One option. Mr. Ogden suggested, might be te 
retam the possibility of puniUve damages 
against the companies in cases where the suit 
was based on facts that had not been disclosed 
to the public and te Congress. 

:• By JANE GROSS . V 
FORT BELVOIR, v i , Feb. 5 — In 

the United States Army, which Is like 
a small tewn, jiist about every com­
mand sergeant major seeins to know 
and admire Sgt Maj. Gene C. McKin­
ney and his IdenUcal .twIn, Jaines. 
, That colleglal culture has compli­

cated jury. selection in the court-
martial of Sergeant Major McKin­
ney here and delayed openhig state­
ments today. Sergeant Major Mc­
Kinney is charged with 19 counts of 
sexual misconduct against six mili­
tary women. If convicted, he could 
serve 55 years in prison. 

Seven of the first 12 potential ju­
rors have been dismissed by the pre­
siding judge, CoL FenUnand D. 
Clervl. Most were fellow sergeants 
major who knew the defendant well 
enough to raise concerns alwut their 
impartiality. To coinplete the panel, 
a second round of candidates was 
summoned this aftemdon, and in 
hat group, too, most knew Sergeant 
Major McKinney. 

During questioning on Wednesday 
md today, many of the sergeants 
major called Sergeant Major McKin­

ney by' his first name. They had 
squired him around on base visits 
when he was the hIghest-rankUig en 
listed man bl the Army, dmnk with 
him at military conventions, E-
. mailed their commisei-atlon after he 
was charged and socialized with his 
twin. 

Empaneling a jury has been 
slowed by regulations goveming mil­
itary trials: For courts-martial, the 
panel must have at least five mem­
bers. One-third of the jurors must be 
sergeants major who have served at 
that rank longer than Sergeant Ma­
jor McKinney. 

After the first round of jury selec­
tion, five panelists remained. But 
only one was a sergeant major. In 
the second round, two female lieuten­
ant colonels and five male sergeants 
major were to be questioned by the 
judge, the prosecutor and the de­
fense lawyer. Three of the sergeants 
major were interviewed this after­
noon, and ail said they had friendly 
relationships with Sergeant Major 
McKinney or his brother, also a ser-
geemt major. 

The rest will be interviewed to­
morrow. 

JCeUr gork ^mt$ 
FRIDAY, FEBRUARY 6, 1998 



' ^ (iDffire af tlye ^peahcr 

ll:lnitcfi ^tnti:s MoLX6e of Jtcprcacntnttfics 
BlnBliinytiiti, pen 2115 15 

Febmary 3, 1998 v ^ p ' ^ ^ 

The Honorable William J. Clinton ^.o 
The White House V ^^^X^iy-jVc? 
1600 Pennsylvania Avenue, NW \ ( j 
Washington, D:C. 20500 

Dear Mr. Presitdent, 

The skyrocketing rate of teen drug use over the past six years is a national disaster. In your 
State ofthe Union address, you labeled the "epidemic of teen smoking" as the "gravest health threat 
that they [children] face." Unfortunately, your assertion is dead wrong. As millions of parents can tell 
you. the gravest health threat facing our children is not tobacco but the epidemic of teenage drug use.. 

Tobacco is dangerous, and I agree that we need to concentrate on the number of children who 
become addicted to cigarettes every day—this is a tragic and reckless first step toward cancer, 
sickness and death. We cannot, though, focus on nicotine to the exclusion of cocaine and heroin. 

Contrary to your claim in Tuesday's speech, drug use has rl.ven dramatically since your 
election in 1992. The 1996 National Household Survey on Drug Abuse showed that the rate of illegal 
drug use among young adults jumped to 9.0 percent in 1996 from 5.3 percent in 1992. These rates are 
unacceptable and dangerous—both to the health of our children and to the health ofour nation. 

All of us must send a clear and consistent message to our young people that drugs are illegal, 
dangerous, and vvrong. In contrast, your near silence-on the subject—both in your State of the Union 
address and in other public appearances—was an abdication of responsibility and a wasted 
opportunity. 

I challenge you lo end the silence and stop neglecting drug and alcohol abuse, which have a 
significant impact on our nation through increased violence—both on the streets and in the 
home—-and through the loss of a generation of future leaders, teachers, parents and citizens. It is a 
disgrace after years of declining drug use due in large part to Nancy Reagan's simple and consistent 
message of''Just Say No," that lax leadership has allowed drug use to skyrocket among America's 
youth. As you said about teen smoking, let's do what it takes to bring teen drug-use down. I look 
forward to working with you on a more constructive and vocal approach. 

Newt Gingrich ' 
S peaker of the House 
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INCRHASI; lIXCfSH TAXliS (IN T(IIJACCO ANI) A!.(:(>1 \in,lt: V/|.:|{A(:i:s 

KI'VI'INUILS WS 

AtUiliimlioCufrenl-
1 .aw kev̂ inuca 1998 

Annuul Added Kcvcimc; 

. CHilluins ii£d(i!l)ii 
1999 2(KH1 20(1 i J(i()2 

I'lvu-Yeui 
C'unuiliiiivo 

IniTcusi: t|ic Cigmellc Tux 
to 'IK Ccripi |ici Puck 2.6 3,4 lr..S 

liiciea.sc ijie Cigwetic Tax 
lu 'J'̂  Conjs per l̂ ack 6.4 H,4 «.<> N.'7 4U.f) 

IricrciLSir 411 AJcciholic 
UcvcrueclraxesiDSK) 
[icrl'iixifiinllon 3.f> 4 4 4.4 4.4 d A 21,2 

liidox Cigî rclte and Alcohol 
i iix Rules ifor Inllotiiin 0.2 11,7 1.1 1 1 

Sl )l MiCM: Ĵ inl Commitlco on 'raxation. 

N( )TI.; Eaiiiiialea uro net of rmhicod income BIKI puyrojl tux rovenuai. 

l odcral altfohol and lobacco taxes raised aboul $13 bil­
lion in 1996. including %1 billion from luxes on dis-
lillcil spirits, beer, and wine and $0 billion from taxes 
on lobactp. Together they represented nearly one-
ciuarlcr ol j revenues from all excise luxes nnd about 1 
percent of llotal federal revenues, 

.Smoking and drinking can create costs lo sociely 
thai Ihc phccs of tobacco and alcoholic beverages 
not rodeci Examptcs of those "cxicmal costs" include 
higher health insurance costs lo cover the medical e.x­
pen.ses lirtUd to smokiiifi and drinkine, the oiTecls of 
cigarette s<nokc on the health of nonsmokers. and llie 
less of liveji and property in alcohol-related accidents, 

By ra i-f ing the price of tobocco and alcoholic bcv-
( (a 'jZ^.Tj'^'^'iS. excise taxes cm result in consumers' paying thi; 

full cosl foil smoking and drinking, If excise taxes lead 
to reduced cmsumpiion of lobacco and alcoholic bevcr-
aycs, then increasing Uieni would decrease the loial ex­
ternal COSI4 that smoking and drinking produce. If 
lliosc cxlcnial aisls primarily come from heavy 01 abu­
sive consmhption, however, higher taxes on tobacco 
and olcoholiic beverages could unduly pcnali/c modci-
011.: and infnpqucni smokers and dnnkcrs. Furthermore, 

sonic ic'ioarcli ,>;ut;ĵ csls Uiui, al ic;ii;l lor lobacco. ciir-
rcnl iavi,;s; may more than iidei|Uiilc!y coinpctisate lor 
thc cxicmal â sls 1)1:11 smokers impose on .s(if.icly 

lncica.sing cvciso taxes lo loducc tonsuniplioii may 
be licsirablc rej-'urdlcss oflhe effect on external costs if 
consumers arc tiihcf unaware of or imdercsiiimalc llic 
harm ihal ihcir Miiokm^̂  ami drinking does lo ihcm. If 
mosi tonsiimcis of ciyarencs overLrhlimalc laihcr than 
unduresiimalcthL' ilskii involved with smoking, as sonic 
studies have shown, ihcn additional taxes would noi lie 
wiu^raiiictl Tcciiaiicrs. liowever, may not be preparul 
lu cvaluaie llie Imiij-tcirm clTeciJi ol smoking and drink­
ing-' lividcnci .sii/jycsiK ihiit locruige smokmg and 
drinking dtxtines in response lo lii^hcr priix:s for Ui-
bacco imd akHjholie Ixrvcrnges A number of national 
medical organi/ulmns have supponed u .subslaiilial in­
crease m die CMsiing federal excise lax on lobacco 111 
the iiilert-s^li; of iL-Juciiig leijiiuyo biimking 

^ iwcs on tnliaeeo and nleoholii:: beveraizcs are re­
gressive when innipiifc^l with annual latnily iiiconie; 
ihnl Midi laxi-s are n ij;ri;iuc,r pcicoiiUiye ol iiieomc 
Ibi Idw-iiiennie l.imilicu Ih.-m tr>r middlt:- and upper 
income faniilics 
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Draft — For intemal use only 

ITable 1. 

INCREASE I N FEDERAL TAX REVENtJES RESULTING FROM THE PHAER ACT 
{in faiJIions of dollars) 

Proposed 
$1.50-per-pack Non-deductibllity of 
i^^'^^^^^^for Innaiion indexing of proposed tax and Total increase in tax 

Year /Mafro/j existing tobacco taxes inflation adjustments reven^ 

$0.0 $ I 1 
0-0 2.6 
0-0 4.2 
0.0 4.1 
0- 3 4.3 
Q.5 4.6 
0.8 5.0 
1- 1 5,3 
1-4 5.7 
1- 7 6.1 
2.0 6.4-
2.3 6.7 
2- 7 7.0 
3- 0 7.3 
3.4 7.6 
3- 7 7.9 
4.1 a.2 
4.5 8.6 
4- 9 a.9 
5.3 9.3 
5.7 9.6 
G-2 10.0 
6.6 10.4 
7.1 10.8 
7-6 11.2 

1999 $3.2 
2000 7.4 
2001 12.0 
2002 11.8 
2003 12.1 
2004 12.6 
2005 13.3 
2006 14.2 
2007 15.0 
2008 15.8 
2009 16.2 
2010 16.7 
2011 17.2 
2012 17.7 
2013 18.3 
2014 ta.a 
2015 19.4 
2016 20.0 
2017 20.6 
2018 21.2 
2019 21.8 
2020 22.5 
2021 23.1 
2022 23.8 
2023 24.6 

TOTAL r~S4r9.2 
S Sources for 10-year, 
t -

pre-inflation revenue est"mates: Joint Committee on 

$4.3 
10.0 
16.2 
15.9 
16.6 
17.8 
19.1 
20.6 
22.1 
23.6 
24.5 
25.7 
26.9 
28.0 
29.2 
30.5 
317 
33.0 
34.4 
35.8 
37.2 
38.7 
40.2 
41.8 
43.4 

tion andp^rsssianal Budget Office. 
^667:3 

!!nr!ii^ft!^^^ Does ^ 30 •^n\xj^pm£(LfviOD 



Extended Page 1,1 

PTION 2: MINOR CHANGES TO THE SETTLEMENT 

Arnnunt of Fund.s Available for Health Investments: 
/ .f^.-. > ^ 

Some ofthe funding recommendations iifthc Settlement could be modified /SpecificaUy 
It 13 assumed that tlic lax revenue from t̂he ,BBA would be restored and the fook-back 
would be increased with its revenue shared 50/50 between the states and the Federal 
govemment. 

Options for Uses of Funds (in addition to 
previous option): Option 2. Minor Changes in Settleinent (S billion.s) 

Public health initiatives ($200-400 
miUion / year): The :ncrea.se in fiinds 
would be enough to supplement 
imponant public health programs but 
not enough to support lai'ger initiatives. 
Options include: 

Residual funds: 
Seulcment: 
Additional: 
Suljletal: 

Uses; 
Research Supplement: 
Public Health Initiative; 

2-3 18 44 

1-2 11 
0.2-0.4 1-2 
2z2 IS 

26 
5-10 
44 

Children'.s pubUc health: Complement the children's healtii initiative and the 
zero-to-three focus with programs Such as tobacco prevention in school-based 
clmics (expand CDC's school-based health programs) and expanded community 
health center and Healthy Start programs to provide prenatal care. ^^*<^' 

Tobacco-related problems: .Address tobacco-related problems throug î: (1) 
national media campaigns and grants to community-ba.sed coalitions to 
disseminate state-of-the-art prevention and treatment methods for cardiovascular 
disea.qe and ram^ which are tobacco-related diseases; and (2) e x p ^ S H ^ ^ ^ 
substance abuse programs since smokers are 8 times more likely to use: illicit 
-suhstances , 

Discussion: - ^ Dcr̂ ^̂ -̂ "̂  " co^^<W AX' 
The advantages include; ^ '^ . J J ^ fv^''^" ' W ^ ^ W " 

CO' 

Needed public health programs; Although the Settlement provides funds for 
direct tobacco-related research, cessation, and education, it does not ex]Dlicitly 
fimd related, important activities such as addressing problems caused by or related 
to.tobacco use.., : -ri:- ,̂;y!^ ;̂toiiirii.i:a.D:;i.. ,.:n:;= 

Not bold enough: Seyeral small imtiatiyes?iiiay jiot have ithe jsame visibility and J /vO: 
support as one large idea. • 



TOBACCO BACKGROUND 
December 5,1997 

1. Current Legislative Status 

A. Senate leadership split with Hatch 

* Hatch attempt at bipartsian bill with Kennedy was rebuffed. No Republican's have 
signed on. Bill is not perfect on FDA, costs $400 billion. Kennedy has introduced bill 
with no legal protection for companies. 

* Nickles has set deadline, McCain has introduced version of settlement. 

* Farm State Senators— Ford, Lugar, Robb introduce farmer specific bills. 

B. House waiting on Bliley 

* House is less fragmented jurisdictionally than Senate, so a bill might appear more 
easily here. 

* Bliley has not introduced bill, has made some independant gestures on documents, and 
seems willing to work with Waxman. 

* Waxman doesn't have much incentive to get a workable bill soon unless it looks like 
the Senate D's are starting to compromise on immunity issues. 

C. Major Issues 

* Getting D's to give companies liability protections. 
* Dividing up the money. 
* Figuring out the penalties, price increases. 

D. Recommendations/Next steps 
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INCREMENTAL TOBACCO REVENUES REQUIRED FOR VARIOUS INITIATIVES 

REDUCED ADDITIONAL FUNDS 

Revenues in billions (current $); per-pack equivalents in current $ 

7999 2000 

Increment to Double NIH's Budget in 10 YrS| 

Additional Funds 

Annual Net Payments to States 

1.0 2.0 

2T&~^ 2.5 

Tobacco Settlement Base Spending N 

TOTAL REVENUES ($ in billions) ^ 
Per Pack Equivalent 

4.0 

2.5 

10.6 
0.64 

4.5 

3.1 

12.1 
0.35 •Of 

200 r 

3.1 

2.5 

4.5 

3.6 

13.7 
0.99 

2002 

4.3 

2,5 

6.5 

3.8 

17.1 
1.36 

z. 1 . 0 

2003 

5.6 

2.5 

6.5 

4.4 

19.0 
7.58 

U 

2004 

7.0 

2.5 

8:0 

5.0 

2005 

8.5 

2.5 

8.0 

5.0 

Standard scoring method. Includes offset for losses in other taxes 

i < 10, 

22.5 24.0 
2.05 2,25 

2006 

10.1 

2.5 

5.1 

25.7 
2.49 

2007 

11.8 

2.5 

8\ 

7.3 

29.6 
3.31 

2008 FY99-03 FY99-08 

13.6 16.1 67.1 

12.5 

26,0 

17.4 

2.5 

7.3 

25.0 

66,0 

47.1 

31.4 72.0 205.2 

3.>2 Z.V< '1 

7 

Z7.H 
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INCREMENTAL TOBACCO REVENUES REQUIRED FOR VARIOUS INITIATIVES 

Revenues in billions (current $); per-pack equivalents In current $ 

Increment to Double NIH's Budget In 10 Yrs. 

Additional Funds 

Annual Net Payments to States 

Tobacco Settlement Base Spending 

TOTAL REVENUES ($in blllfons) 
Per Pack Equivalent 

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 FY99-03 FY99-08 

1.0 2.0 3,1 4,3 5.6 7.0 8.5 10.1 11.6 13,6 16,1 67.1 

5,0 5.0 5,0 5,0 5.0 5.0 5.0 5.0 5,0 5,0 25,0 5O.0 

4.0 4.5 4.5 6.5 6,5 8.0 8.0 8.0 8.0 8,0 26.0 66.0 

2.5 3.1 3.6 3.8 4,4 5.0 5.0 5.1 7,3 7.3 17.4 47.1 

12.6 14.6 16.2 19.6 21.6 25.0 26.5 28.2 32.1 33.9 84.6 230.2 

0.84 y 1.08 1.24 1.63 1.92 2.50 2.74 3.05 4.80 5.25 

/ 

tn 
-J 

•fl 
X 
0 

z 
0 
3 

m 

Standard scoring method, includes offset for losses In other taxes 
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iTabl© 1. ^ 

INCREASE IN FEDERAL TAX REVENTJES RESULONG FROM THE PHAER ACT 
{in faillions of dollars) 

Proposed 
fJc^^S^"'''^!?^ , r, Mon-deductibiUtyof 
rax. indexed for Inflation indexing of proposed tax and 

Year mation existing tobacco taxes infiation adjustments 

1999 $3.2 
2OO0 7.4 
2001 12.0 
2002 11.8 
2003 12.1 
2004 12.6 
2005 13.3 
2006 14.2 
2007 15.0 
2008 15.8 
2009 16.2 
2010 16.7 
2011 17.2 
2012 17.7 
2013 18.3 
2014 ta.a 
2015 19.4 
2016 20.0 
2017 20.6 
2018 21.2 
2019 21.8 
2020 22.5 
2021 23.1 
2022 23.8 
2023 24.6 

TOTAL r—^4i9 2 

$0.0 
0.0 
0.0 
0.0 
0.3 
0.5 
0.8 
1.1 
1.4 
1.7 
2.0 
2.3 
2.7 
3.0 
3.4 
3.7 
4.1 
4.5 
4.9 
5.3 
5.7 
G.2 
6.6 
7.1 
7.6 

$1.1 
2.6 
4.2 
4.1 
4.3 
4.6 
5.0 
5,3 
5.7 
6.1 
6.4 
6,7 
7.0 
7.3 
7.6 
7.9 

a.2 
8.6 
a.9 
9.3 
9.6 

10-0 
10.4 

lo.a 
11.2 

Sources for 10-year. prs-Jnflation revenue est'mates: Jcunt Committee on' 

Total increase in tax 
revenues 

$4.3 
10.0 
16.2 
15.9 
16.6 
17.8 
19.1 
20.6 
22.1 
23.6 
24.6 
25.7 
26.9 
28.0 
29.2 
30.5 
31.7 
33.0 
34.4 
35.8 
37.2 
38.7 
40.2 
41.8 

_ _ _ _ 43.4 

ilion andjCDngressfcnal Budget Office. 

Does ^ go iA pm^iLfvm 



Package A: Detail on Tobacco Settlement's Specified Base Spending 
(BA - $ in Billions) 

Public Health Joist Fund 
HHS Research on Cessation 
Naiional Educatlor»/MedlaCampaign 
State Programs/ASSIST 
HHS Grants (o Reduce Tobaoc» Use 
Cessalion Trvjst Fund 
FDA Erforoemenl 
Payments to Tobacco-Sponsored Teams 
Other (Includes Civil Suits) 
International 
Famiers 

Total 

1999 
0 

0,1 
0,5 
0 

0.1 
1 

0.3 
0 

0.5 
0 
0 

2.5 

2O0O 
0 

0.1 
0.5 
0 

0.1 
1.1 
0.3 
0.1 
0.9 
0 
0 

3.1 

2001 
0 

0.1 
0.6 
0 

0.1 
1.1 
0.3 
0.1 
1.4 
0 
0 

3,6 

2002 
0 

0.1 
0.6 
0 

0.3 
1.1 
0,3 
0,1 
1,3 
0 
0 

3.8 

2003 
0 

0.1 
0.6 
0 

0.3 
1.7 
0,3 
0,1 
1.3 
0 
0 

4.4 

2004 
0 

0.1 
0.6 
0 

0.3 
1.6 
0,4 
0,1 
1.7 
0 
0 

2005 
0 

0,1 
0,6 
0 

0,3 
1,8 
0.4 
0.1 
1.7 
0 
0 

2006 
0 

0,1 
0.6 
0 

0,3 
1,9 
0,4 
0,1 
1.7 
0 
0 

5.1 

2007 
0 

0.1 
0.7 
0 

0.3 
2 

0,4 
0,1 
3,7 
0 
0 

73 

2O08 
0 

0.1 
0.7 
0 

0,3 
2 

0.4 
0,1 
3,7 
0 
0 

7.3 

FY99-03 
0 

0.5 
2.7 
0 

0.9 
6 

1.5 
0.4 
5,4 
0 
0 

17.4 

FY99-08 
0 
1 

5.9 
0 

2.4 
15,5 
3,5 
0,9 
179 

0 
0 

47.1 

a 
m 
n 
I 
s 
Ul 
I 
u 

Ul 
-0 

70 
O 
3 
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TOBACCO BACKGROUND 
December 5,1997 

I. Current Legislative Status 

A. Senate leadership split with Hatch 

* Hatch attempt at bipartisan bill with Kennedy was rebuffed. No Republican's have 
signed on. Bill is not perfect on FDA, costs $400 billion. Kennedy has introduced bill 
with no legal protection for companies. 

* Nickles has set deadline, McCain has introduced version of settlement. 

* Farm State Senators— Ford, Lugar, Robb introduce farmer specific bills. 

B. House waiting on Bliley 

* House is less fragmented jurisdictionally than Senate, so a bill might appear more 
easily here. 

* Bliley has not introduced bill, has made some independent gestures on documents, and 
seems willing to work with Waxman. 

* Waxman doesn't have much incentive to get a workable bill soon unless it looks like 
the Senate D's are starting to compromise on immunity issues. 

C. Major Issues \1P 
* Getting D's to give companies liability protections. 
* Dividing up the money. 
* Figuring out the penalties, price increases. 

D. Recommendations/Next steps 
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December 5,1997 

I. Current Legislative Status 

A. Senate leadership split with Hatch 

* Hatch attempt at bipartisan bill with Kennedy was rebuffed. No Republican's have 
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with no legal protection for companies. 
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INCREMENTAL TOBACCO REVENUES REQUIRED FOR VARIOUS INITIATIVES 

Revenues in billions (current $); per-pack equivalents in current $ 

1999 2000 

increment to Double NIH's Budget in 10 Yrs. 1.0 2.0 

Additional Funds 5.0 5.0 

Annual Net Payments to States 4.0 4.5 

Tobacco Settlement Base Spending 2.5 3.1 

TOTAL REVENUES ($in billions) 
Per Pack Equivalent 

12.5 
0.84 

14.6 
1.08 

200 f 

3.1 

5.0 

4,5 

3.6 

16.2 
1.24 

2002 2003 2004 

4,3 5.6 7.0 

5.0 

6,5 

3.8 

19.6 
1.68 

5.0 

6.5 

4.4 

21.5 
1.92 

5.0 

8.0 

5.0 

25.0 
2.50 

2005 

8.5 

5.0 

8.0 

5.0 

26.5 
2.74 

2006 

10.1 

5.0 

8.0 

5.1 

28.2 
3.05 

2007 2008 FY99-03 FY99-08 

11.8 13.6 16.1 67.1 

5.0 

8.0 

7.3 

32.1 
4.80 

5,0 

8,0 

7.3 

33.9 
5.25 

25.0 50.0 

26.0 66.0 

17.4 47.1 

84.5 230.2 

Standard scoring method. Includes offset for losses in other taxes 

12/5/97 loUaxSs.xIs 



Package A: Detail on Tobacco Settlement's Specified Base Spending 
(BA - $ In Billions) 

Public Health Trust Fund 
HHS Research on Cessation 
National Education/Media Cannpaign 
State Programs/ASSIST 
HHS Grants to Reduce Tobacco Use 
Cessation Trust Fund 
FDA Enforcement 
Payments to Tobacco-Sponsored Teams 
Other (Includes Civil Suits) 
International 
Famiers 

Total 

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 FY99-03 FY99-08 

0 0 0 0 0 0 0 0 0 0 0 0 

0.1 0,1 0,1 0.1 0,1 0.1 0.1 0.1 0,1 0.1 0,5 1 

0,5 0,5 0.5 0,6 0,6 0.6 0,6 0,6 0.7 0.7 2,7 5,9 

0 0 0 0 0 0 0 0 0 0 0 0 

0,1 0,1 0,1 0,3 0.3 0,3 0,3 0.3 0.3 0.3 0.9 2.4 

1 1.1 1.1 1.1 1.7 1.8 1.8 1,9 2 2 6 15,5 

0.3 0.3 0,3 0.3 0,3 0.4 0.4 0,4 0.4 0.4 1,5 3,5 

0 0,1 0.1 0,1 0.1 0,1 0,1 0.1 0.1 0.1 0,4 0,9 

0,5 0,9 1.4 1,3 1.3 1,7 1,7 1.7 3,7 3.7 5,4 17.9 

0 0 0 0 0 0 0 0 0 0 0 0 

0 0 0 0 0 0 0 0 0 0 0 0 

2.5 3.1 3,6 3,8 4,4 5 5 5.1 7.3 7,3 17,4 47,1 

12/5/97 



Distribution of Revenues Under The Healthy & Smokefree Children Act (S. 1492, Kennedy) 
(in bi l l ions of nominal dol lars) ' tU.^ 

For comparison purposes: 25-year ( \ O-'<L_ 
revenue estimates ^ V 

AG 

Percent 
share 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 

Total 
1998-2007 

$1.50 tax: 
revised JCT 

estimate 
extrapolated 

$1.50 tax 
increase -

J. Harris 
estimate 

settlement 
estimate; 
assumes 

no demand 
effect 5/ 

C I G A R E T T E T A X ($1.50) 1 / 6.9 14.2 17.0 17.7 17.7 18.2 18.9 19.6 20.4 20.4 170.9 561.4 652.0 368.5 

Allocation of Revenues 

1) Current A.G. Settlement ($.65) 43.00% 

Medicaid Reimbursement to States 2/ -0,1 1.8 2,6 2,6 2.5 2,5 2,7 2,8 2.9 2.8 23.0 77,0 116.0 193,5 
Federal Public Health Programs 3/ 2.1 2.2 2,3 2,5 2,6 2.7 2.8 2.9 3.0 3,1 26,2 84.7 84.7 98,0 
Tobacco Victim Compensation 4/ 1.0 2,0 2.4 2,5 2,5 2.6 27 23. 23. Z 9 24.3 7_9J 79.7 77000,0 

Subtotal 3,0 6.1 7.3 76 7.6 7.8 8.1 8.4 8.8 8,8 73,5 241.4 280,4 368,5 

2) Supplemental Federal Al location ($.85) 57.00% 

Federal Health & Basic Research 0.2 2 2 2.9 4,6 4,6 5,0 5,4 5.6 5.8 5,8 42.2 153,5 179.3 0.0 
Child Development Services and Research 0.2 2,2 2:9 . 4,6 4,6 5,0 5.4 5.6 5.8 5.8 42,2 153,5 179,3 0,0 
Tobacco Farmer Assistance 3.6 3.6 3.8 0.8 o.s 0.4 0.0 OJ) 0 0 QJ3 13J). 13.0 .13J) 0,0 

Subtotal 3,9 8.1 9,7 10.1 10.1 10.4 10.8 11.2 11.6 11.6 974 320.0 3716 0.0 

TOTAL ALLOCATION 6.9 14.2 17.0 17.7 17.7 18.2 18.9 19.6 20.4 20.4 170.9 561.4 652.0 368.5 

ADDENDUM 
Federal Public Health Programs 10-Yr Total 25-Yr Total N/A N/A 

Tobacco Counter-Advertising 0.5 0.5 0,5 0.5 0,6 0,6 0,6 0,6 0,6 0.7 . 5.7 18.3 
CDC Prevention Programs 0,1 0,1 0.1 0.1 0,1 0.1 0.1 0.1 0.1 0,1 1.0 3,5 
FDA Tobacco Control Activities 0.3 0.3 0.3 0,3 0.3 0,3 0,4 0,4 0.4 0.4 3;4 11.0 
State Block Grants - Tobacco Reduction 1.1 1.3 1.3 1.4 2.1 2,1 2.2 2.3 2,3 2.4 18,5 62.6 
Use Reduction/Addiction Research 0.1 0.1 0.1 0.1 0,1 0.1 0,1 0,1 0.1 0.1 1.1 3.7 
Residual -0.0 -0.0 -0.0 0,0 -0,6 -0,6 -0.6 -0.6 -0,6 -0.7 : 3 J -14.4 

1/ Source: Joint Committee on Taxation, adjusted fpr no^^Jeductibility tax dause. The tax is phased in by SOJcent increments over the first three years and.then adjusted for inflation starting in 2003 

2/ Includes both state money and federal assistance. The "federal share" is to be used by the states for specified programs related to child development and education, nutrition and health. Programs include Head Start CCDBG; IDEA; school nutrition; MCHS Block Grant 

3/ See list in Addendum, Items may not add to totals due to technical problems in the bill. The bill adjusts these amounts for inflation using the CPI for urban consumers. The figures here reflect that adjustment, using CBO's CPI estimates , 

4/ The bill language states that 14.2 % of the excise tax revenues will go to tobacco victim compensation, and that this is to be included in the AG settlement allocation, 

5/ There is muc* uncertainty over how much money any tobacco legislation would raise over the long term. The FTC claims that the AG settlement terms would result in actual 25-year revenues of $207 billion, if decline in demand is taken into account. 

12/11/97 12:04 PM 



M E M O R A N D U M 

TO: BRUCE REED, ELENA KAGAN 

FROM: TOM FREEDMAN, MARY L. SMITH 

RE: ECONOMIC FOCUS OF TOBACCO INDUSTRY 

DATE: JUNE 30, 1997 

WHITE HOUSE WORKING GROUPS 

1. REGULATORY: FDA, advertising, labeling, and environment. 

2. PROGRAM AND BUDGET ISSUES: how to spend the money. 

3. LEGAL ISSUES: liability, antitrust. 

4. INDUSTRY PERFORMANCE AND ACCOUNTABILITY: 
A) OVERALL ECONOMIC ANALYSIS OF THE TOBACCO INDUSTRY 

• Makeup of tobacco industry and impact of settlement on industry in 
domestic market and internationally in terms of sales, profits, and 
projections 

• Advertising 
• Sporting events 
• Vending Machines 
• Impact on retailers generally 
• Farmers 

B) PARTS OF AGREEMENT THAT HAVE DIRECT FINANCL\L 
IMPLICATIONS 
• targets penalties and incentives (penalties on industry to reduce youth 

smoking) 
• provisions to keep out new start-ups or becoming foreign entities 

C) INTERNATIONAL PIECE OF TOBACCO CONTROL 
• advertising 
• different conduct overseas 
• general tobacco export promotion 



ANNOTA TION OF ECONOMIC IMPACT OF TOBA CCD SETTLEMENT 

INDUSTRY PERFORMANCE AND ACCOUNTABILITY: 

A) OVERALL ECONOMIC ANALYSIS OF THE TOBACCO INDUSTRY 

• Makeup of tobacco industry and impact of settlement on industry in 
domestic market and internationally in terms of sales, profits, and 
projections 

U.S. REVENUES AND CONSUMER SPENDING 

• 25.5% of American adults smoke; 1996 consumer spending on tobacco 
products totaled $46.6 billion; and federal, state, and local excise taxes 
collected on cigarettes totaled $13.1 billion; world-wide cigarette sales in 
1996 amounted to $295.8 billion. (WSJ. 6-23-97) 

• Cigarette sales in this country are a $45 billion a year business. The 
cigarette makers-Philip Morris, R.J. Reynolds, Brown & Williamson, 
Lorillard, Liggett, and American Tobacco-collect $20 billion in U.S. sales. 
Taxes account for another $14 billion. The other $11 billion is split by 
retailers, wholesalers, and farmers. From their $20 billion in sales, the 
companies make a profit of about $8.4 billion. If the deal goes through, 
this profit could fall to about $6.7 billion, according to the securities firm 
Sanford C. Bernstein— $925 million in lower sales and $800 million in 
interest on the payments. (Chicago Tribune. 6-22-97) 

JOBS 

The Tobacco Institute's Industry Profile estimates that tobacco was a $65 
billion industry that supported at least 662,402 jobs in 1994, the last year 
for which figures are available. (Washington Times, 6-16-97) 

MARKET SHARE 

Phillip Morris has 50% of US cigarette market; RJR Nabisco has 25%; 
Brown & Williamson has 15% (N.T. Times 6-25-97) 



OVERSEAS MARKET SHARE 

• The tobacco industry might be helped by growing markets overseas. Philip 
Morris' market share in Central Europe and Eastem Europe grew from 
22% in 1995 to 28% in 1996. Salomen Brothers estimates it will grow to 
32% this year. (Baltimore Sun. 6-21-97) 

UP-FRONT PAYMENT UNDER THE SETTLEMENT 

• Philip Morris will provide the majority of the initial $10 billion payment 
(payment is based on stock market value) —Philip Morris will pay $6.5 
billion; RJR Nabisco will pay $600 million (reflects RJR Nabisco's weaker 
financial position); Brown & Williamson (B.A.T.) will pay $1.7 billion; 
Lorillard (Loews) $720 million; and U.S, Tobacco (UST) $324 million 
(N.Y. Times 6-25-97) 

PRICE INCREASES, FUTURE PROFITS AND STOCK VALUE 

• The Value Line Investment Survey forecasts 1997 tobacco industry profits 
to be $13 billion and expects the long-term net profit growth rate to be 11 
percent a year, excluding any impact from the negotiations. (NY Times. 6-
26-97) 

• Gary C. Black, and analyst with the securities firm Sanford C. Bernstein & 
Co., predicts that with an agreement, Philip Morris shares could rise to 
about $60 from about $45 and RJR shares could rise to $48 fi'om about 
$34. Black believes that marketing expenses are going to drop and there 
will be no bankruptcy worry. Others disagree. The settlement will require 
tobacco companies to pay about $15 billion a year, a third of their annual 
U.S. sales of about $45 billion. Jack Maxwell, a tobacco industry analyst 
for Wheat First Butcher Singer, believes that the companies will have to 
borrow a lot of money. Art Cecil, a Baltimore-based analyst for T. Rowe 
Price, believe that if the price goes up 10%, there generally will be a 4% 
reduction in consumption. Sanford C. Bernstein estimates an 11% drop in 
per-pack sales. The settlement of outstanding legal claims would cut 
industry profits fi-om $8.4 billion to $6.7 billion. rSaltimore Sun. 6-21-97) 



• Pay-out averages $14.7 billion a year, more than double the industry's 
operating profits of $7.2 billion fi'om domestic tobacco sales last year. 
Tobacco companies plan to offset the cost of the deal by increasing 
cigarette prices in the US by about 50 cents a pack, so the settlement will 
have the same effect as a big tax increase. The deal does nothing to 
impinge on the growth side of their business - their booming overseas sales, 
particularly in emerging markets. (Financial Times, 6-23-97) 

• If the settlement passes Congress, the companies could lose $1.5 billion or 
so in profits next year, partly caused by lower sales and partly by interest 
on loans the companies will need to pay for the settlement. But the 
companies are still expected to make $6.7 billion in profits next year, deal 
or no deal. (Chicago Tribune, 6-22-97) 

EXPECTED PRICE INCREASE AND IMPACT ON CONSUMPTION 

• Cigarettes might go up 75 cents a pack. Some research shows that every 
10% of price increase drives 12% of teen smokers to quit. (USA Today, 
6-25-97) 

• Poll shows that if settlement increases the cost of cigarettes by 75 cents a 
pack, 57% said that it would be somewhat likely to cause them to quit. 
43% say the price increase would not impact their habit. (USA Today, 6-
25-97) 

• The 50-cents-a-pack price increase, more than any other aspect of the 
settlement, may affect people's propensity to smoke. Other countries have 
found that big price increases reduce demand for cigarettes, particulariy 
among youngsters. Mr. Gary Black, an analyst with Sanford C. Bernstein, 
has estimated that the price increase could cut consumer purchases by 
11%. (Financial Times. 6-23-97) 

• John Maxwell, a tobacco analyst at Wheat First Butcher Singer in 
Richmond, VA, estimates that a 10% price increase usually cuts 
consumption about 2 to 3%, so a 75-cent increase could reduce smoking 
by about 20 to 30 percent. Manufacturers could tum to cheaper foreign 
tobacco, or push generic brands. These generic brands held 41% of the 
market in 1993, but have since slipped to only 27%. (Chicago Tribune. 6-
22-97) 

• Studies at the University of Chicago and elsewhere suggest volume sales 
could fall by as much as 8% for each 10% increase in prices. (Bergen 
Record, 6-21-97) 



The settlement could add 75 cents to $1 to the price of an average pack of 
cigarettes. Tax hikes being debated in Congress and in 16 states could raise 
the average price even more, from $1.85 to $3 or more. Marc I . Cohen, a 
tobacco analyst at Goldman Sachs & Co., estimates that if there is a 75-
cent to $1 retail increase, it will cost the average carton-a-week smoker 
about $400 to $500 more a year. (Chicago Tribune. 6-22-97) 

Even with the expected price increases, international experience shows that 
most smokers will not quit. Cigarette prices in Europe already are more 
than $3 per pack; the average price in Norway is $7. Smoking is still very 
prevalent in Norway. (Chicago Tribune. 6-22-97) 

DEAL/PENALTY 

• $2 billion cap for reduction in youth smoking comes to 8 cents per pack of 
cigarettes sold annually, 3 cents of that is tax deductible, so the penalty is 
really 5 cents a pack (USA Today 6-25-97) 

• The agreement provides for a financial penalty of up to $2 billion a year 
against the tobacco industry if it fails to cut under-age smoking by 60% 
over the next 10 years -seemingly, a form of guarantee that the deal will 
work. But the target looks so unrealistic as to suggest that tobacco 
manufacturers consider an extra $2 billion a year a price worth paying for 
the legal immunity they will gain. (Financial Times, 6-23-97) 

DEAL/JOBS 

• For tobacco industry workers, John Maxwell, a tobacco industry analyst at 
Wheat First Butcher Singer in Richmond, VA, says there will possibly be 
layoffs. (Chicago Tribune. 6-22-97) 

BANS ON ADVERTISING AND IMPACT ON CONSUMPTION 

• Canada imposed a ban on cigarette advertising in 1989. Since then, the 
percentage of Canadians who smoke has gone up from 30 to 31%. In 
Finland, teenage smoking has gone up from 22 to 24% since a partial 
advertising ban in 1978. (Chicago Tribune, 6-22-97) 



Advertising 

Advertisers and ad agencies will not feel much of a pinch from the 
settlement because they have been shifting their business away from the 
tobacco companies for years. Billboard owners get about 10%) of their total 
revenue from cigarette advertising. For magazines, it is less than 3%. And 
cigarette advertising has been banned from television for 26 years. 
(Chicago Tribune. 6-22-97) 

According to John Fithian, counsel to the Washington-based Freedom to 
Advertise Coalition, even if Congress gives the advertising portion of the 
settlement the force of law, the advertisers can live with it because it will 
directly affect less than 1% of the industry's total revenues. (Chicago 
Tribune. 6-22-97) 

Sporting events 
Vending Machines 
Impact on retailers generally 

Retailers will feel an impact from 3 directions: (1) the public may buy less; 
(2) the companies may try to shave their markets; and (3) smokers may 
switch to cheaper brands. Lindsay Hutter, from the National Association 
of Convenience Stores, says that cigarettes account for 26% of sales in 
members' stores and will put her members in a much more competitive 
squeeze. (Chicago Tribune. 6-22-97) 

Convenience store owners take in $17.3 billion a year, 26% of their sales, 
by selling one out of every two cigarettes consumers smoke. Lindsay 
Hutter, of the Alexandria, VA-based National Association of Convenience 
Stores, even warns of a growing black market in tax-free tobacco, like the 
one that emerged after Canada raised taxes in the eariy 1990s. (Bergen 
Record. 6-21-97) 



Farmers 

FEDERAL SUBSIDIES 

• Federal govemment's subsidies for tobacco farming are relatively small. 
Direct subsidies ended in the 1980s. Now the subsidies amount to a quota 
system in which the government licenses the right to grow tobacco and has 
a federal program to insure farmers against crop losses. The Department 
of Agriculture has budgeted $145 million for the insurance in the coming 
fiscal year; in years with no significant losses, it contributes little or nothing 
to the insurance pool. (The Guardian. 6-24-97: NT Times. 6-23-97) 

• Huge export market is helping to make up for drastic declines in domestic 
consumption, according to Blake Brown, an agricultural economist at 
North Carolina State University. About 40% of flue-cured tobacco, the 
kind produced in North Carolina, is exported. However, the farmers are 
eaming less than in the 1970s, as is North Carolina as a whole. Tobacco 
was 46% of North Carolina's farm income in 1964, but was only 15% in 
1994. (The Guardian. 6-24-97: NY Times. 6-23-97) 

STATE STATISTICS 

• Tobacco is a major crop in the Carolinas, Kentucky, Virginia, and other 
Southem states. But any ripple effect from the settlement would be felt 
most strongly in North Carolina, which produces 52% of all domestically 
grown tobacco. This is home base for much of the $45 billion-a-year 
tobacco industry. Both Philip Morris and RJ Reynolds, which together 
account for almost three-fourths of the cigarettes sold in the US, are based 
in North Carolina. There are about 17,000 tobacco farmers in North 
Carolina Mark Vitner, a regional economist at First Union Corp. in North 
Carolina, said that two decades ago, the tobacco industry represented 20% 
of North Carolina's economy. Today tobacco accounts for only about 
6.5% ofthe state's economy, or about $12 billion annually. (LA Times. 6-
23-97) 

• Kentucky and North Carolina are the largest tobacco-producing states. 
Last year North Carolina's crop sold for $871 million, which resulted in 
much tax dollars for the federal govemment. Blake Brown, an agricultural 
economist who tracks tobacco at North Carolina State University, says 
farm sales of tobacco generate 15 to 20% of the state revenue and tobacco 
accounts for about $12 billion of state receipts. Most ofthe tobacco grows 
in. the North Carolina's eastem and piedmont regions. The crop accounts 
for one in 11 jobs in the state. This year the tobacco-growing quota is the 



largest it has been in 15 years. During the last three years, cigarette 
production has been breaking record levels. Brown says that cigarette 
production is on the rise and tobacco is on the rebound and attributes this 
increase to the European and Japanese markets. (Washington Times, 6-16-
22) 

• In Virginia, tobacco is the largest cash crop, bringing in $186 million for 
more than 8,000 farm families in 47 counties in 1996. Even though the 
state's 2 V2 cents-a-pack tax is the lowest in the nation, it generated $17 
million in 1995. 29 cities and 2 counties added $33 million in 1995 in local 
cigarette taxes. A big part of tobacco's hold on Virginia is the $4,000 an 
acre that farmers take in for growing tobacco, compared with $136 an acre 
for wheat and not much more for other crops. Thousands of Mexicans 
harvest the tobacco fields -the pay is about $5.80 an hour; transportation 
to and from Mexico is provided, so is housing and health care. Foreign 
sales have kept the demand for Virginia tobacco high. This year there is an 
11.5% increase in the amount of tobacco that farmers can grow in the 
states. (Virginian-Pilot. 6-8-97) 

• In 1950, North Carolina had 150,764 tobacco farmers; now there are 
17,625. The crop back then accounted for 60% of farm income; now it 
accounts for 20%. While most farmers have diversified to other crops, 
they say they cannot afford to give up tobacco altogether because it 
remains the most profitable. (LA Times, 6-23-97) 

• In Richmond, Philip Morris, which produces 600 million cigarettes per day, 
is the city's largest private employer, with 8,000 workers and a yeariy 
payroll of $456 million. The company's suppliers account for another 
17,000 jobs in the Richmond area. rWa.shington Times. 6-25-97) 

• In Virginia, in 47 counties, 8,400Tarms grow tobacco. Last year's crop 
brought farmers $186 million. 4% of Virginians earn their living from 
tobacco, directly or indirectly. (Washington Times. 6-25-97) 

B) PARTS OF AGREEMENT THAT HAVE DIRECT FINANCIAL IMPLICATIONS 

• targets penalties and incentives (penalties on industry to reduce youth 
smoking) 

• provisions to keep out new start-ups or becoming foreign entities 



C) INTERNATIONAL PIECE OF TOBACCO CONTROL 

• advertising 
• different conduct overseas 
• general tobacco export promotion 

The tobacco industry might be helped by growing markets overseas. Philip 
Morris' market share in Central Europe and Eastem Europe grew from 
22% in 1995 to 28% in 1996. Salomen Brothers estimates it will grow to 
32% this year. (Baltimore Sun. 6-21-97) 

Foreign-grown tobacco has been improving in quality because of 
technological advancements. It is far cheaper than American tobacco, in 
part because of price supports and an American quota system that limits 
production in an attempt to keep demand high. Brazil, Argentina, 
Zimbabwe, and Malawi are now fierce competitors. (LA Times. 6-23-97) 
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INCREASE IN FEDERAL TAX REVENUES UNDER 
Kennedy-Lautenberg-Durbin (S. 1491) 

(in billions of dollars) 

Proposed $1.50-per-pack 
tax, indexed for inflation 

Y^ar (3% minimum) 1/ 

1968 $5.1 
1fl99 $105 

$12.6 
$13.1 
$13.1 
$13.5 
$14.0 
$14.5 
$15.1 
$15.1 

15.6 
16.0 
16.5 
17.0 
17.5 
18.0 
18.6 

i 19.1 
i 19.7 

20.3 
} 20.9 
) 21.5 
) 22.2 
1 22.8 
I 23.5 

$415.9 

Non-deductibility of 
proposed tax and 

inflation adjustments 12 

$1.8 
7 

$4.4 
$4.6 
$4.6 
$4.7 
$4.9 
$5.1 
$5.3 
$5.3 
$5.4 
$5.6 
$5.8 
$5.9 
$6.1 
$6.3 
$6.5 
.$6.7 
$6.9 
$7,1 
$7.3 
$7,5 
$7.8 
$8.0 
$8.2 

$145.6 

Total i i jcrease in 
tax revenues 

$6.9 
$142 
$17.0 
$17.7 
$17.7 
$18.2 
$18.9 
$19.6 
$20.4 
$20.4 
$21.0 
$21.6 
$22.3 
$22.9 
$23.6 

I $24.3 
: $25.1 
! $25.8 
! $26.6 

$27.4 
$28.2 
$29,1 
$29.9 

; $30.8 
$31,8 

' $561.4 

\ ^ ^ T h e fiqures for the first 10 years are official JCT estimates. For years 11-25, we used the base figure from year 
~ 10 and applied a 3% per annum inflation multiplier pplied a 3% per; 

^ 21 The official JCT estimate does not account for the provision preventing the d<3duction of this excise tax as a 
usiness expense for income tax purposes. For a rough estimate, we multiplied expected tax revenues by 3 J /U busir 

• 1 i-l 
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INCREASE IN FEDERAL TAX REVENUES UNDER 
Kennedy-Lautenberg-Durbin (S. 1491) 

(in billions of dollars) 

Proposed $1.50~per-pack 
fax, indexed for inflation 

Y^ar (3% minimum) If 

1968 $5.1 1 
1959 $105 
2000 $12.6 
2031 $13.1 ' 
2032 $13.1 
2033 $13.5 
20 34 $14.0 
2035 $14.5 
20D6 $15.1 
20 37 $15.1.. 
2038 15.6 
20D9 16.0 
2010 16.5 
2011 17.0 
2012 17.5 
2013 18.0 
2014 18.6 
2015 19.1 
2016 19.7 
2017 20,3 
2018 20.9 
2019 21.5 
2020 22.2 
2021 22.8 
2C22 23.5 

TOTAL $475.9 

'I 6 V 

Non-deductibility of 
proposed tax and 

inflation adjustments 12 

$1.8 

$4.4 
$4.6 
$4.6 
$4.7 
$4.9 
$5.1 
$5,3 
$5.3 
$5,4 
$5.6 
$5.8 
$5.9 
$6.1 
$6.3 
$6.5 
.$6.7 
$6.9 
$7.1 
$7.3 
$7,5 
$7.8 
$8.0 
$8.2 

S;745.6 

Total increase in 
tax revenues 

$6.9 
$14 2 
$17.0 
$17.7 
$17.7 
$18.2 
$18.9 
$19.6 
$20.4 
$20.4 
$21,0 
$21.6 
$22.3 
$22.9 
$23.6 
$24.3 
$25.1 
$25.8 
$26.6 
$27.4 
$28.2 
$29,1 
$29.9 
$30.8 
$31,8 

$S6f.4 

N̂ V ̂ T h e fiqures for the first 10 years are official JCT estimates. For years 11-25, wo used the base figure from year 
> ^ 10 and app\\ed a 3% per annum inflation multiplier, 

21 The official JCT estimate does not account for the provision preventing the deduction of this ejccise tax as a 
business expense for income tax purposes. For a rough estimate, we multiplied expected tax revê nues by 3 J /a 

4"̂  Pi 

^ 7 ^-^b^^-^ 
Senate Bu(Jget Committee Minority Staff 12/10/97 11:53 AM 



20 

Yoar 

1938 
19^9 
2000 
2031 
2032 
2033 

INCREASE IN FEDERAL TAX REVENUES UNDER 
Kennedy-Lautenberg-Durbin (S. 1491) 

(in billions of dollars) 

Proposed $1.50-per'pack 
tax, indexed for inflation 

(3% mmimum) 1/ 

$5.1 1 
$105 

34 
2035 
2036 
2037 
2038 
2039 
2010 
2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2C22 

TOTAL 

4"̂  

$12.6 
$13.1 
$13.1 
$13.5 
$14.0 
$14.5 
$15.1 
$15.1 

15.6 
16.0 
16.5 
17.0 
17.5 
18.0 
18.6 
19.1 
19.7 
20.3 
20.9 
21.5 
22.2 
22.8 
23.5 

$415.Q 

6 

tax and Total increase in 
lents /2 tax revenues 

$1.8 $6.9 
$.3 7 $14.2 
$4,4 $17.0 
$4.6 $17.7 
$4.6 $17.7 

$4.7 $18.2 
$4.9 $18.9 
$5.1 $19.6 
$5.3 $20.4 
$5.3 $20.4 
$5.4 $21.0 
$5.6 $21.6 
$5.8 $22.3 
$5.9 $22.9 
$6.1 $23.6 
$6.3 i $24.3 
$6.5 1 $25.1 
.$6.7 i $25.8 
$6.9 i $26.6 
$7.1 $27.4 
$7.3 $28.2 
$7.5 $29,1 
$7.8 $29.9 
$8.0 ' $30.8 
$8.2 $31,8 

S745.6 ' $561.4 

^ ^ T h e figures for the first 10 years are official JCT estimates. For year s 11-25, we used the base figure from year 
10 and applied a 3% per annum inflation multiplier, 

21 The offi(;ial JCT estimate does not account for the provision preventing the deduction of this e t̂cise tax as a 
business exjpense for income tax purposes. For a rough estimate, we multiplied expected tax revenues by 3o /o. 

1 

<i6̂ <̂ ' .̂...̂  

^7 
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Table S-7. TOBACCO LEGISLATION 
(In billions of dollars) 

'HE BUDGET FOR FISCAL YEABri999 

Estimate Total 

USES OF RECEIPTS FROM TOBACCO LEGISLATION 

Federally-operated Programs: 
Research Fund for America 
Food and Drug Administration Enforcement Activities 
Health and Human Services/Centers for Disease Control 

Smoking Prevention 
Medicare Beneficiaries Cancer Clinical Trials Dem­

onstration 

r' Subtotal, Federally-operated programs 

V , \J' State-administered Programs: 
\ Child Care and Development Block Grant 
I ^ j j ^ Medicaid Child Outreach Reforms 

Size Initiative 

Subtotal, State-administered programs 

, r)\l> '̂̂  ^ Other Uses (Includes unrestricted funds for States, ces-
sation programs, farmer assistance, etc.) 

Total Uses 

TOBACCO LEGISLATION RECEIPTS PROPOSED 

1999 2000 2001 2002 2003 2003 

3.6 
0.1 

4.6 
0.2 

5,0 
0.3 

5.7 
0.3 

6.3 
0.3 

25.3 
1.2 

0.1 0.1 0,1 0.1 0.1 0.4 

0.2 0.2 0.3 0.8 

4.0 5.1 5.6 6.1 6.7 27.5 

1.2 
0.1 
1.1 

1.3 
0.2 
1.3 

1.4 
0.2 
1.5 

1.6 
0.2 
1.7 

2.1 
0.2 
1.7 

7.5 
0.9 
7.3 

2.4 2.7 3.1 3.5 4.0 15.7 

3.4 3.9 4.6 5.0 5.4 22.3 

9.8 11.8 13.3 14.5 16.1 65.5 

9.8 11.8 13.3 14.5 16.1 65.5 



' obacco Funds ADocation 
Adds Settlement Pressure 

By SaundraTorry 
WuhifljtM Poit SuflWrittr 

President Clinton's new budget 
calls for spending neaiiy $10 billion 

', from the proposed national tobacco 
:' settlement on a wide varied of new 

initiatives—adding yet another die-
' . ey to the increasingly pre-
V carious deal 

Clinton proposed using antidpat-
ed r from flie settlement— 

, $ 6 5 biUion over die next 
five -for prbgiams wifli a 

(I strong emphaas on diildren, heahh 
' care and researdi, even though 
Congress is stiU m tlie eariiest stag-

; es of crafring the legislatiaa needed 
', tb the deal a reality. 

including the anticipated 
in the budget, the White 

J is be^ngtbatitwil increase 
.1 : on tbe Hepublkancon-
- trolled Congress to approve tabacco 
1 legi^tion or face political heat for 
. failing to do so. But some public 
health advocates said they feared 

. that the settlenient might bii killed 
in die politol̂ SSsaite-between 
the White Houseiiid Congress over 
tbe budget proposals. 

Ilie administration did not speci­
fy how the tobacco revenue would 
be raised, though die budget did 

.. loention "annual lump sum pay-
ments* by tobacco manubchirers. 
Ointon said lastyear that cigarette 
prices should be fused by $L50 per 
pack over the nest decade—more 
than double the increase agreed to 
iiy tbe industry iii tbe pitiposed 
settlement of legal daims: 

Yesterday, a spokesman said die 
tadusby would oppose any eatdse 
t n increase, preferring to fund ̂ e 
settlement with annual paymentii 

Clinton proposed using the ant^ 
pated I o money far programs, 
new and old, from smoldng cessa-
tbn to reducing elementary school 

Itie federal government would 
get the largest share, $4 billion io 

fiscal 1999, to help start a muldbil-
liondoUar science research pro­
gram, to enforce Food and Drug 
Administration rules designed to 
curb youtti smoking and beef iq> 
ottier prevention programs. 

States would receive $2.4 billion 
ta fiscal 1999 for chSdcare pro­
grams, a new plan to ennD eli^le 
children m Medicaid and to recruit 
and train teachers to teadi effective­
ly m smaller dasses. , 

Aiiother $3.4 billion is set aside 
for less dearly defined uses, indudr 
tag smoldng cessation programs, 
assistance to fanners dĵ ilaoed by 
the tobacco setdement arid for "un­
restricted' use by the states. It is 
undear how diose fimds would be 
divided. -

The National Govemors'Associa­
tion took aim at that proposal, say­
ing ttie state»—whose lawsuits 
agamst the industry sparked die 
settlement—are concerned ttiat die 
state payments are "an after* 
ttioughf ta ttie president's padtage 
and would leave ttiem fighting over 
money witti ottier groups. 

The proposal also drew Republi-
.can' criticism. Senate Commerce 
Committee Chairman John McCata 
(Ariz.) decried Clinton'suse of "iion-
existent revenue* and fulure to de­
tail how the money wcuU be rused. 
Sep. Hiomas J. Bliley Jn (R-Va) 
criticized the president for mending 
ttie deal's proceeds wnile fiillinit to 

, send Congress a tobacco bOL 
But Sen. TCSrCbntad (ND.), 

head of a DeihocrBtic Senate takk 
force on tobacco, said the budget 
proposal sta'engthens ttie chances 
for comprehenave tobacco ledslt-
tion by putting forward programs 
ttiat liave strong, support m'the 
American public' 

If Republicans 'don't want to sup­
port improving education ... and 
access to child cafe,' be said, they 
will be on die wrong side of history.' 

TuESD.AY, FEBRUARYS. 1998 

Karla Tucker 
LoSes Bid for 
Clemency 
Biish, Court Asked 
To Halt Execution 

AuodatedPrca ) 

•AUSTIN, Tex., Feb. 2—A state 
board unanimously, rejected Kar-, 
laFayeTucker'sljidforcIemenr; , 
cy< today, leaving only the U.S. 
Siipreme Court and . the, Texas 
governor witti the power to halt 
die pickax killer's iexecution, , 
scheduled for Tuesd .̂ ' 

Despite pleas of mercy, tadiid: 
ing from Pope John Paid n, the 
gruesonie nature of her crime 
left the Board of Pardoiis and 
Paroles with nO qualms, the 
chairman said. They turned. 
Tucker down 16 to 0, with two 
members abstaming. 

There is no question as to 
their vote. Uiere is no question 
as to how they feel,' said chair-

. man Victor Rodriguez, ' I , myself, 
have absolutely no quarrel with , 
the decision to deny Ms. Tack-: 
er's request ori all froiits.' 

Tucker, 38, a formeî  teenage 
prostibite wfao found religion in 
prison, would be the first woman 
executed m Tocas stace the Civil 
War. Her execution Is scheduled 

. for Tuesday at 6 p.rii.CST. 
In her appeal before the Su­

preme Court Tucker's attorneys 
contend that the commutation 
process is flawed and unconstitti­
tional, m part because of the 
consistent lack of favorable rul-
ings. 

A federal judge today rejected 
their request to stay her execu­
tion until die lawsuit is resolved, 
U.S. District Judge Sam Sparks 
said in his dedsion that there is 
"no constitutional right to clem­
ency under federal law." 

All 76 requests to the Board of 
Pardons and Paroles smce 1993 
have been rejected, mcluding 16 
last year, when the state execut­
ed a record 37 convicted killers. 
Texas has no mercy,' said David 
Botsford, Tucker's lawyer. The 
demency process ta this state is 
afru-ce.* 

Rodriguez said neither her 
igender nor her newfound reli-
gion played a role ta the board's 
dedsion.The board also rejected 
her request for a 60- or 9(Way 

, reprieve to allow courts time to 

imFuwonvusooATionEU • 
Karla Faye Tucker was turned 
down I M , with two abstaining. 

consider her challenge to t)ie 
state's deqiency! process. 

Biotsford said Tuckermade a 
videotape ta prison Saturday 
night, asking Gov. George W. 
Bush (R) for a Jjne-time, 3(klay 
stay of execution—the only ac-
tion a Texas governor may take 
independently ta death-penalty 

All 76 requests to 
the Board of 
Pardons and 
Paroles since 1993 
have been 
rejected j 
includiTigl6last 
year. i 
cases. Bush said he will not make 
a decision imtil after the Su­
preme Court has ruled." 

.Tucker was sentenced to die 
for bludgeontag a man and wom­
an to death in 1983, with a com­
panion. The last woman executed 
ta Texas was Chipita Rodriguez, 
who was hanged ta 1863. The last 
woman executed ta the United 
States was Velma Barfield ta 
Nofdi Carolma m 1984. 

Preparations for her execution 
conttaued, vrith Tucker being 
flown from the female death row 
at a prison ta Gatesville to Hunts-
i^e, 175 miles away, where exe-
cû ons are carried out "Her 
mood.-was calm, and upbeat' 
prison spokesman David Nunne-
lee said. 
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Table S-7. TOBACCO LEGISLATION 
(In bilhons of dollars) 

Estimate Total 
1999-

1999 2000 2001 2002 2003 2003 

U S E S O F R E C E I P T S F R O M TOBACCO L E G I S L A T I O N 

Federally-operated Programs: 
Research Fund for America 3.6 4.6 5.0 5.7 6.3 25.3 
Food and Drug Administration Enforcement Activities 0.1 0.2 0.3 0.3 0.3 1.2 
Health and Human Services/Centers for Disease Control 

Smoking Prevention 0.1 0.1 0.1 0.1 0.1 0.4 
Medicare Beneficiaries Cancer Clinical Trials Dem­

onstration 0-2 0-2 03 

Subtotal, Federally-operated programs 4.0 5.1 5.6 6.1 6.7 27.5 

State-administered Programs: 
Child Care and Development Block Grant 12 1.3 1.4 1.6 2.1 7.5 
Medicaid Child Outreach Reforms 0.1 0.2 0.2 0.2 0.2 0.9 
Class Size Initiative 1 1 1-3 1.5 1.7 1.7 7.3 

Subtotal, State-administered programs 2.4 2.7 3.1 3.5 4.0 15.7 

Other Uses (Includes unrestricted funds for States, ces­
sation programs, farmer assistance, etc.) 3.4 3.9 4.6 5.0 5.4 22.3 

Total Uses 9-8 H-S 13.3 14.5 16.1 65.5 

TOBACCO LEGISLATION RECEIPTS PROPOSED 9.8 11.8 13.3 14.5 16.1 65.5 



TAXES 

Budget Linked to Tobacco Pact and Other Money Sources 
By DAVm E. ROSENBAUM 

WASHINGTON, Feb. 2 — The sur­
plus that President Clinton forecasts 
In the budget he sent Congress today 
hinges In part on his proposals (or 
more than $100 billion in new reve­
nue over the next five years. 

The prospects are problematic at 
best that many of these proposals 
will be enacted. 
, Most of the new money in the 
budget would come from the tobacco 
Industry. The rest would mostly re­
sult from ending what the budget 
calls unwarranted tax benefits for 
corporations. 

llie increased revenue would be 
partly offset by more than $20 billion 
lt> tax reductions over five years, 
primarily to promote child care, edu­
cation, environmental cleanup and 
retirement savings. 

" I think most of these programs 
will not come to pass in a Republican 
Congress," said Representative John 
R. Kasich of Ohio, a Republican who 
Is chairman of the Budget Commit­
tee. 

The Republicans who control Con­
gress have forsworn new taxes, are 
skeptical of a tobacco agreement,' 
generally favor corporate tax breaks 
and prefer an across-the-board tax 
cut to tax incentives to achieve social 
policy goals. 

In addition to his tax proposals, the 
President began a political pre-emp­
tive strike by recommending a varie­
ty of restraints on the Intemal Reve­
nue Service. Republicans hope to 
gain politically this year by attack­
ing what they believe to be excessive 
fervor by the I.R.S. and by passing 
laws that place restrictions on the 
tax agency. 

The heart of the budget's revenue 
proposals is the money the President 
iiitends to raise from the tobacco 
industry, $9.8 billion in the next fiscal 
year and $65.5 billion over five years. 

The budget identifies this money . 
simply as ."receipts from tpbacco 
legislation" without specifying what 
the elements of such legislation 
would be. The President has been 
careful not to say whether he sup­
ports higher taxes on tobacco prod­
ucts, some kind of penalty on the 
tobacco industry or voluntary pay­
ments by tobacco companies. 

Last year, the major tobacco com­
panies reached an agreement with 
about 40 state attomeys general in 
which the companies would be given 
protection against most lawsuits in 
return for a five-year payment of 
$368.5 billion. The money in the budg­
et could be construed to be the Fed­
eral share of this deal. 

Biit the agreement can go into 

effect only If Congress approves it. 
Lawmakers have seemed reluctant 
to grant the companies relief from 
lawsuits, and without siich protec­
tion, the companies are not likely to 
make a voluntary payment to the 
Federal Govemment and the states. 

While the budget Is silent about 
how the tobacco money would be 
raised, it is explicit about how it 
would be spent: for medical re­
search, Food and Drug Administra­
tion enforcement smoking preven­
tion, child care, Medicaid, education 
and aid to tobacco farmers. 

In addition to the tobacco revenue, 
the budget envisions raising $40 
billion over the next five years by 
relnstathig corporate taxes to pay 
for cleaning up hazardous sub­
stances, by extending an expiring tax 
on gasoline and diesel fuel and by 
eliminating dozens of obscure corpo­
rate tax breaks. Businesses that pay 
taxes overseas could be affected as 
could the i;ejil estate and insuremce 
industries, among others. 

Here are some of the new tax, 
breaks the President proposed: 

TFhe tax credit to parents bf chil­
dren under 13 to offset part of their 
chlIdK:are expenses would be ex­
panded. The maximum credit would 
be increased to .50 percent from 30 
percent of expenises for families with" 

incomes below $30,000. Parents with 
incomes above $59,000 would be enti­
tled to a 20 percent credit. Employ­
ers woDld 2ilso be given an additional 
tax incentive to provide child care 
for their workers. 

<INe»- tax-exempt bonds would be 
allowed to pay for the construction or 
rehabilitation of schools! 

^Taxpayers would tie entitied to 
tax credits if they bought honies, 
heating and cooling equipment and 
cars tiat were especially energy-
efficien. 

qSmall businesses would tie of­
fered tax reductions to encourage 
them ID adopt pension and retire­
ment pCans for their employees, 

flWhm workers are laid off, they 
would not have to pay income tax on 
the first $2,000 of^their severance 
pay. 

The President proposed requiring 
the Internal Revenue Service to dis­
close iti criteria selecting taxpayers 
to be aidited. New rules would also 
limil th; ability of revenue agents to 
seize property. 

And if the President has his way, 
taxpayers would no longer make 
their ciecks payable to the I R S. 
Instead, the checks would be made 
Oiif totie "lihited States Treasury." 

New Revenue, New Programs 
The Clinton budget counts on $100 billion'over five years Irom 
unspecified tobacco payments and other revenue! 

What Tabacco Would Pay For 
Programs the Administration' 
hopes lo finance with the new 
revenue. Proposed spending 
from 1999 to 2003. in billions. 

Federal prograim 

i-lealth and 
science research $25.3 

Enforcement of Food and 
Drug Administration rules . 1.2 

Smoking prevention 
programs 0 4 

New drugs for elderly 
cancer patients 0.8 

TOTAL $27.5 

State proKrams 

Child care block granl $ 7.5 

Extending Medicaid 
to needy children 0,9 

Program lo hire 
extra teachers to 
reduce class sizes 7.3 

Other 

Total 

$15.7 

$22.3 

$65.5 

Other New Revenue . . , 
Figures in billions, 

Chcjiges in Ihe lax code $23.0 

Env'rbnmental and | 
toxic waste laxes 

Airport fees 6.0 

Gasoline and fuel la> es 1.5 

Olher ' 2.2 

TOTAL $40.1 

. . . And Some Plans for it 
A partial list of initiatives. 
Figures in billions, , 
Child care subsides $5,6 
Energy efficiency 
environmental proleclion 3.6 
Restore lood slanps to legal 
immigrants 2.4 
Public school ccnslruclion 5,0 
Low-inc;ome 
housing lax creSils 1,6 

NOTE: Figures ri?y no( add to totals 
because of founong. 
Source. OHice oi Umagemeni ana Bjdgel 

T?i« Yort Ttnm 
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INCREASE IN FEDERAL TAX REVENUES UNDER 
Kennedy-Lautenberg-Durbin (S. 1491) 

(in billions of dollars) 

Y(iar 

1938 
19̂ 9 
2000 
2031 
20)2 
2033 
20 34 
2035 
2006 
2037 
2038 
2039 
2010 
2011 
2012 
2013 
2014 
2dl5 
2016 
2017 
2018 
2019 
2020 
2C21 
2C22 

Proposed $1.50~per-pack 
tax, indexed for inflation 

(3% minimum) 1/ 

$5.1 1 

Non-deductibility of 
proposed tax and 

inflation adjustments /2 

$1.8 
%M 
$4,4 
$4.6 
$4.6 
$4.7 
$4.9 
$5.1 
$5.3 
$5.3 
$5.4 
$5.6 
$5.8 
$5.9 
$6.1 
$6.3 
$6.5 
.$6.7 
$6.9 
$7.1 
$7.3 
$7.5 
$7.8 
$8.0 
$8.2 

$745.6 

Total increase in 
tax revenues 

$6.9 
$14 2 
$17.0 
$17.7 
$17.7 
$18.2 
$18.9 
$19.6 
$20.4 
$20.4 
$21.0 
$21.6 
$22.3 
$22.9 
$23.6 
$24.3 
$25.1 
$25.8 
$26.6 
$27.4 
$28.2 
$29.1 
$29.9 
$30.8 
$31,8 

p61.4 

^ ^ T h e fiqures for the first 10 years are official JCT estimates. For years 11-25, we used the base figure from year 
> ^ 10 and applied a 3% per annum inflation multiplier 

21 The official JCT estimate does not account for the provision preventing the deduction of this ejccise tax as a 
business ex|pense for income tax purposes. For a rough estimate, we multiplied expected tax revenues by 3o A 
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KI;VI.:NUI'..S m 

KHV-l^ INCRHASI- nXCISH TAXliS . .N TOHACCO ANH Al,c. >I I. 
niA'l:, l iA(:i;s 

Atkiiliim llo Cuiienl-
I .aw ktvifiiiiea 

Aniiutil Added kcvcniics 
.-._..(UilliyilSi)]\Jn|l;ii:0 

Incrcnsc i|ic Cigaretlc Tu\ 
lo -IX Ccrtj-s |->ci Puck 

Inciea.sc ijie Cigarcuc Tn,x 
It) 'J'J Ccn|s per Pnck 

IricieiLsc All AJctihrtlic 
HovcriiectraxcsiDSIfi 
[icrrifiofiiollon 

iiiikx CijJiî rclU; and Alcohol 
Tux Rules il'or Inllntion 

2.6 

f.4 

,lf) 

0,2 

3,4 

4 4 

0 ,,'5 

S( )l lli(.:);: J^inl Coiniiiillco an Wxttiim. 

N( )TI,; Ejiii,|uiey uzo , M i.frMhicoil in«>me biid puyr.,!! i«x revcnua.. 

l uboi al<f<ihol and tobacco taxes raised about $J3 bil­
lion in including .<S7 billion from luxes on dK-
micd .spirits, beer, and wine and $6 billion from taxes 
on lobactp. Together they represented nearly one-
t|ijnrlcr ofjrevenuea from all cxci.sc luxes and abom j 
percent ofllotal federal revenues, 

Smoking and drinking can create costs lo sociely 
thai Ihc prices of tobacco and alcoholic beverages do 
not rcHect: Examples of those "Cxicmal costs" include 
Ingher health insurance costs lo cover ihc medical ex­
penses linked to smokinfi and drinking, ihe cflecis of 
cigarette s(noke on the health of nonsmokers and the 
10.S.S of livcfj and property in alcohol-related accidents. 

By raiding the price of tobacco and alcoholic bcv-
etayes. excise laxes cm result in consumers' paying dii; 
full co,s[ foff smoking and drinking. If excise laxes lead 
to rixiuccd consumption of tobacco and alcoholic bever­
ages, Ihen ificrcasing them would decrease ihe loial cx-
lenial cost̂  ihal smoking and drinking protfucc. If 
iJiose external OKts primanly come from heavy or abu­
sive consuihplion, however, higher taxes on tobacco 
and alcoholic beverages could unduly penali/e modcr-
aiL: iind inlrequcni smokers and drinkers, Furthemiore 

4,4 

(1.7 

2(1(1 i 

4,4 

11 

j ( i ( l2 

1 .S 

H,7 

I 1 

l''lVi;-Yc;!ii 

('iiniiilalivo 
I 'DUII 

IfV.S 

40,() 

some icscarcli ,Mitgc.sls thai, al luiil I'or tobacco, cur-
itnl lav.v;t; may niorc lhan iKJei|Uiilcly t-0m|)eiisate lor 
thc: exlcriial â sls IIKU sniokors impose on .soeiety, 

Incioiising L VCISC taxes lo reduce consumpliori may 
be desirable regmdlcss of lliv. effect on external cosls if 
consumers arc eiiher unaware of or uiiderestimaie tlie 
hann ihal iheir Miiokmg and drinking does lo ihem If 
most eonsiimcis ol eiyarerie,>j nverefiUmaic laihcr ihaii 
urideresimiiiie the risks involved witli smoking, as sonic 
Sludies have shown, ihcn adddional laxes would not Ix: 
wanaiiiexl Teenat'crs, however, may no] be prepared 
lo cvaliiaie the lonj-term effects of .smoking and drink­
ing iividcnci siij.i.c!;lK ih;i« lociuige smoking mid 
drmkuifi declim;:i m response to lii^hcr prii-.(:s for to­
bacco and nkxjlh.lu, bevornges A number uf iiaLioiuiI 
medical organi/uli(in.s have supponed a .subslaiitial in­
crease in die cxi.slmg federal exci.se lax on tohacco in 
the inlertTsis of itduting tconaĵ e smoking 

I axe,s on inliaeeo and aleohohe beverayes arc re­
gressive when e..m|)iuc.<.t with anniml family nieonie, 
thai IS. siieh laves are a greaiei pcreenlagc of iiieome 
Iru low-meomc l.imiliey Ihrui |.,r mujiili;-. and upper-
income (aniihes 



Distribution of Revenues Under The Healthy & Smokefree Children Act (S. 1492, Kennedy) 
. (in bi l l ions of nominal dol lars) 

For comparison purposes: 25-year 
revenue estimates 

Percent 
share 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 

C I G A R E T T E T A X ($1.50) 1/ 6.9 14.2 17.0 17.7 17.7 18.2 18.9 19.6 20.4 20.4 

Allocation of Revenues 

1) Current A.G. Settlement ($.65) 43.00% 

Medicaid Reimbursement to States 2/ -0,1 1.8 2.6 2.6 2,5 2.5 2,7 2.8 2.9 2.8 

Federal Public Health Programs 3/ 2,1 2,2 2,3 2,5 2,6 2.7 2,8 2,9 3.0 3.1 

Tobacco Victim Compensation 4/ 1.J3 2..0 2.4 2,5 2.5 2.6 21 2 J 2J. 2 ^ 

Subtotal 3,0 6.1 7.3 7.6 7.6 78 81 8.4 8.8 8,8 

2),Supplemental Federal Allocation ($.85) 57.00% 

Federal Health & Basic Research 0,2 22 . 2.9 4,6 4,6 5.0 5,4 5.6 5,8 5.8 

Child Development Services and Research 0.2 2.2 2,9 4,6 4.6 5.0 5.4 5.6 5.8 5.8 

Tobacco Farmer Assistance 3.6 3.6 3.0 0.8 O.S 0.4 0,0 OD. OQ 0J3 
Subtotal 3.9 8.1 9.7 10.1 10.1 10.4 10.8 11.2 11.6 11.6 

TOTAL ALLOCATION 6.9 14.2 17.0 17.7 17.7 18.2 18.9 19.6 20.4 20.4 

ADDENDUM 
Federal Public Health Programs 

Tobacco Counter-Advertising 0.5 0.5 0.5 0.5 0,6 0,6 0.6 0.6 0,6 0.7 

CDC Prevention Programs 0.1 0,1 - 0.1 0,1 0.1 0.1 0.1 0.1 0.1 o..r 
FDA Tobacco Control Activities 0.3 0.3 0.3 0.3 0.3. 0.3 0.4 0.4 0,4 0,4 

state Block Grants - Tobacco Reduction 1.1 1.3 1.3 1;4 2,1 2.1 2.2 2.3 2,3 2.4 

Use Reduction/Addiction Research 0,1 0.1 0,1 .0,1 0.1 0.1 0.1 0,1 0.1 0.1 

Residual -0.0 -0.0 -0.0 0.0 -0,6 -0,6 -0.6 -0.6 -0.6 -0.7 

Total 

170.9 

42.2 

42.2 

13,0 

97.4 

170.9 

$1.50 tax: 
revised JCT 

estimate 
extrapolated 

10-Yr Total 

5,7 

1.0 

3,4 

18,5 

1.1 

-3.7 

561.4 

153.5 

153.5 

13.0 

320,0 

561.4 

25-Yr To ta l 

18,3 

3.5 

11.0 

62.6 

3.7 

-14.4 

$1.50 tax 
increase -

J. Harris 
estimate 

AG 
settlement 
estimate: 
assunies 

no demand 
effect 5/ 

652.0 

179,3 

179.3 

i3J3 

371.6 

652.0 

N/A 

368.5 

23,0 77.0 116.0 • 193.5 

26,2 84.7 84.7 98.0 

24.3 Z9J Z9.7 77000.0 

73,5 241.4 280.4 368,5 

0,0 

0,0 

0:0 

0.0 

368.5 

N/A 

1/ Source: Joint Committee on.Taxation, adjusted for non-deduct'bility tax clause. The tax is phased in by 50-cent increments over the first three years and then adjusted for inflation starting in 2003 

2/ Includes both state money and federal assistance. The "federal share" is to be used by the states for specified programs related to child development and education, nutrition and health. Programs include Head Start: CCDBG; IDEA; school nutntion; MCHS Block Grant; 

3/ See list in Adderidum. Items may not add to totals due fo technical problems in the bill. The bill adjusts these amounts for inflafion using the CPI for urban consumers. The figures here reflect that adjustment, using CBO's CPi estimates , 

4/ The bill language states that 14.2 % of the excise tax revenues will go fo tobacco victim compensation, and that this is to be included in the AG settlement allocation. 

5/ There is much uncertainty oyer how much money any tobacco legislation would raise over fhe long term. The FTC claims that fhe AG settlement terms would result in actual 25-year revenues of $207 billion, if decline in demand is taken into account,. 

12/11/97 12:04 P M 
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Distribution of Revenues Under The Healthy & Smokefree ChUdren Act (S. 1492, Kennedy) 
• (in billions of nominal dollars) - •• 

Percent 
share 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 

CIGARETTE TAX ($1.50) 1/ 6.9 14.2 17.0 17.7 17.7 18.2 18.9 19.6 20.4 20.4 
Allocation of Revenues 

1) Current A.G. Settlement ($.65) 43.00% 

Medicaid Reimbursement tp States 21 -0,1 1,8 2,6 2.6 2,5 2.5 2,7 2.8 2,9 2.8 
Federal Public Health Programs 3/ 2,1 2,2 2:3 2.5 2,6 2.7 2.8 2.9 3.0 3,1 
Tobacco Victim Compensation 4/ 1,0 2,0 2.4 • 2J5 • 2.5 2,6 2^7 23 2.9 2^ 

Subtotal , 3,0 6.1 - 7.3 7.6 7,6 7.8 81 8.4 8,8 8.8 

2) Supplemental Federal Al location ($.85) 57.00% 
Federal Health 8i Basic Research 0.2 22 2.9 4,6 4.6 5,0 5,4 5.6 5,8 5.8 
Child Development Services and Research 0,2 2.2 ,2.9 4,6 4,6 5.0 5.4 5.6 5,8 5.8 
Tobacco Farmer Assistance 3.6 33 3.8 0,8 0,8 0.4 0,0 OJ) QJ5 

Subtotal 3.9 8.1 9.7 10.1 10.1 104 10.8 11.2 11.6 11.6 
TOTAL ALLOCATION 6.9 14.2 17.0 17.7 17.7 18.2 18.9 19.6 20.4 20.4 

ADDENDUM 
Federal Public Health Programs 

Tobacco Counter-Advertising 0,5 0.5 0.5 0,5 0.6 0,6 0:6 0,6 0.6 0.7 
CDC Prevention Programs 0,1 0,1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0,1 
FDA Tobacco Control Activities 0,3 0,3 0,3 0.3' 0.3 0.3 0.4 0.4 0,4 0,4 
State Block Grants - Tobacco Reduction 1.1 1.3 1.3 1.4 2.1 2,1 2,2 2,3 2.3 2.4 
tJse Reduction/Addiction Research 0.1 . 0.1 0.1 0.1 0.1 0.1 0,1 0.1 0.1 0,1 
Residual -0.0 -0.0 -0.0 0.0 -0.6 -0.6 -0.6 -0,6 -0.6 -0.7 

F o r c o m p a r i s o n p u r p o s e s : 25-year 
revenue est imates _ 

ToUl 

170.9 

$1.50 tax: 
revised JCT 

estimate 
extrapolated 

AG 
settlement 

$1.50 tax estimate: 
increase — assumes 

J. Harris no demand 
estimate effect 5/ 

42,2 
42.2 
13.0 
97.4 

170.9 

10-Yr Total 

5.7 

1.0 

3.4 

18.5 

1.1 

-3.7 

561.4 

153.5 

153.5 

J.3..0 

320.0 

561.4 

25-Yr Total 

18.3 

3.5 

•. 11.0 

62.6 

3.7 

-14,4 

652.0 368.5 

23.0 77,0 116,0 193.5 
26,2 84.7 84.7 . , 98.0 

24.3 79.7. 19.7 77000.0 
73,5 241.4 280,4 368,5 

179.3 
179,3 

371.6 

652.0 

N/A 

0.0 

0.0 

0.0 

0,0 

363.5 

N/A 

1/ Source: Joint Committee on Taxation, adjusted for non-deductibility tax clause. The tax is phased in by 50-cent increments over the first three years and then adjusted for inflafion starting in 2003 

2/ Includes both state money and federal assistance. The "federal share" is to be used by the states for specified programs related to child development and education, nufrition and health. Programs include Head Start; CCDBG; IDEA; school nufrition; MCHS Block Grant; 

3/ See list in Addendum, Items may not add to totals due to fechnical problems in the biil. The bill adjusts these amounts for inflation using the CPI for urban consumers. The figures here reflect that adjustment, using CBO's CPI estimates . 

4/ The biil language states that 14,2 % of fhe excise tax revenues will go to tobacco victim compensation, and that this is fo be induded in the AG setfiement allocation, 

5/ There is much uncertainty over how much money any tobacco legislafion would raise over fhe long term. The FTC claims that the AG settlement terms would result in actual 25-year revenues of $207'billion. if decline in demand is taken into account. 

12/11/97 12:04 PM 



Distribution of Revenues Under The Healthy & Smokefree Children Act (S. 1492, Kennedy) 
(in bil l ions of nominal dol lars) 

For comparison purposes: 25-year 
revenue estimates 

AG 

Percent 
share 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 

Total 
1998-2007 

$1,50 tax: 
revised JCT 

estimate 
extrapolated 

$1.50 tax 
increase -

J. Harris 
estimate 

settlement 
estimate: 
assumes 

no demand 
effect 5/ 

C I G A R E T T E T A X ($1.50) 1/ 6.9 14.2 17.0 17.7 17.7 18.2 18.9 19.6 20.4 20.4 170.9 561.4 652.0 368.5 
Allocation of Revenues 

1) Current A.G. Settlement ($.65) 43.00% 

Medicaid Reimbursement to States 2/ -0.1 1,8 2.6 2,6 2.5 2.5 2.7 2.8 2,9 2.8 23.0 77.0 116,0 193.5 
Federal Public Health Programs 3/ 2.1 2,2 2.3 2,5 2,6 2.7 2,8 2.9 3.0. 3.1. 26.2 84.7 84.7 98.0 
Tobacco Victim Compensation 4/ l.„Q 2.0 2.4 2,5 2.5 2.6 2J 2 J 2.9 . 2.3 . ' 24.3 7 9 J Z.9,7 7700Q..Q 

Subtotal 3.0 6.1 7,3 7.6 7,6 7.8 8.1 8,4 8,8 8.8 73,5 241.4 280,4 368,5 

2) Supplemental Federal Allocation ($.85) 57.00% 

Federal Health & Basic Research 0,2 2 2 2,9 4,6 4,6 5.0 5,4 5.6 5,8 5,8 42.2 153.5 179.3 0.0 
Child Development Services and Research 0.2 2.2 2.9 4,6 4,6 5,0 5.4 5.6 5,8 5.8 42,2 153.5 179,3 0.0 
Tobacco Farmer Assistance 3.6 3.6 3.8- 0.8 as 0.4 a.Q QJ). CLQ Q.Q 13.0 • 13,0 13J3 0.0. 

Subtotal 3,9 8.1 9,7 ?o,-r 10.1 ^0.4 10.8 11.2 11.6 11.6 974 320.0 371.6 0.0 
TOTAL ALLOCATION 6.9 14.2 17.0 17.7 17.7 18.2 18.9 19.6 20.4 20.4 170.9 561.4 652.0 368.5 

ADDENDUM 
Federal Public Health Proigrams 10-Yr Total 25-Yr Total N/A N/A 

Tobacco Counter-Advertising 0.5 0.5 0.5 0.5 0.6, 0,6 0.6 , 0.6 0.6 0.7 5,7 18.3 
CDC Prevention Programs 0,1 0.1 • 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 1,0 3,5 
FDA Tobacco Control Activities ^ 0.3 0.3 0.3 0.3 0.3 0.3 0,4 0.4 0.4 0,4 3,4 110 
State Block Grants - Tobacco Reduction 1.1 1.3 1.3 1.4 2.-1 2,1 2,2 2.3 • 2,3 2.4 18.5 62.6 
Use Reduction/Addiction Research 0.1 0.1 0,1 0.1 0.1 0.1 0,1 • 0.1 0.1 0.1 1,1 3.7 
Residual -0.0 -0.0 -0,0 0,0 -0.6 -0.6 -0.6 -0,6 -0,6 -0,7 -3,7 -14.4 

1/ Source; Joint Committee on Taxation, adjusted for non-deductibility tax clause, TTie fax is phased in by 50-cent increments over the first three years and then adjusted tor inflation starting in 2003 
21 Includes both state money and federal assistance. The "federal share" is to be used by the states for specified programs related to child development and education, nufrition and health. Programs include Head Start; CCDBG; IDEA; school nutrition; MCHS Block Grant; 

3/ See list in Addendum, Items may not add to totals due to technical problems in the biil. The bill adjusts these amounts for inflafion using the CPI for urban consumers. The figures here reflect that adjustment, using CBO's CPI estimates , 

4/TT)e bill language states that 14,2 % of the exdse tax revenues will go to tobacco vicfim compensation, and that this is to be included in the AG settlement aiiocat^ ' ' 

5/ There is much uncertainty over how much money any tobacco legislation would raise over fhe long term. The FTC claims that the AG settlement temis would result in actual 25-year revenues of $207 billion, if decline in demand is taken into account. 
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JUDY MANN 

Job Discrimination Still a Menace 

A lexis M. Herman, secretary of labor, 
remembers early in her career working on a 
private, nonprofit project in Atlanta that was 

helping minority women get nontraditional jobs in 
corporate America, 

President Lyndon B, Johnson rpcentlyhad issued 
Executive Order 11375, which required federal 
contractors to provide equal opportunity for women. 
A previous order had forbidden discrimination on the 
basis of race, creed or national origin. 

As Herman explained the new executive order, she 
heard employers say: "I can't see my wife or daughter 
doing that job.'To which she responded: "Maybe 
we're not talking aboutyourwife and daughter—but 
then again, maybe we are." 

At a luncheon last week celebrating the 30th 
anniversary of the order, Herman reminisced and 
looked forward to the coining battle tp preserve 
federal affirmative action programs. "Most 
enlightened employers will tell you, if we are to 
remain globally competitive, we don't have a single 
person to waste," she said. 

The American workplace has been transformed as 
a result of the order: 4,000 women owned businesses 
in 1972; 6 million own them today. Affirmatwe action 
contributed to the 244 percent increase in the number 
of women physicians, the 170 percent increase in 
women firefighters and law enforcement personnel, 
the 243 percent increase in the number of women in 
management jobs. 

And, Herman said, " I daresay I would not be 
standing here today and boasting" about the number 
of female deputies she has, were it not for this 
executive order. "We had to do the work to get 
through the door, but make no mistake about it, my 
friends, it was affinnative action that made it possible. 
Our work today is keeping those doors open. 

"For those who make so much noise today and say 
affirmative action is no longer needed, I don't know 

• what America they are seeing. I still see women of all 
ages and races still struggling with issues... of pay 
equity, child care and retirement security, after a 
lifetime of work." 

Republican efforts on the Hill to abolish affirmative 
action programs fly in thelace of workplace realities. 
They also fly in the face of||iistory. Shirley J. Wilcher, 
deputy assistant secretary for the Office of Federal 
Contract Compliance, says people have forgotten that 
her office and its regulations evolved from a program 

developed by employers in 1961 to integrate their 
workplaces. "The purpose was prevention... . When 
you take care of the problem through affirmative ^ 
action, then you have an equal and fair workplace." 
When they don't, her office finds discrimination. 

One measure ofhow pervasive this remains today 
is that her office has obtained $150 million in financial 
settleriients for workers since she took over in 1994 ,, 
"We're finding discrimination at the entry level as well 
as the executive suites, in colleges and universities as 
well as in blue^ollar positions." Her office conducts 
3,000 to 4,000 compliance reviews each year, at 

, 200,000 federal contracting facilities. 
The most egregious cases are found by / 

compliance review, not because people file 
complaints, hi most cases, people feel too fearful to 
file complaints." 

The office secured more than $600,000 in back pay 
for women at the University of California at San 
Diego, and more than $1 million in back pay and 
salary increases for women working at Blue 
Cross/Blue Shield in Maryland and Virginia. 

One of the worst cases of racial discrimination and . 
sexual harassment, she said, occurred atTlMCO, a 
North Carolina aviation contractor, which agreed last , 
year to pay $242,600 in back wages and corrective 
measures. The compliance review started after a male • 
employee raffled off his grandfather's Ku Klux Klan 
knife on the shop floor The review uncovered a work 
environment that Wilcher describes as "the worst I've ' 
ever witnessed. The 'n' word was being used constantly 
There was so much graffiti on the bathroom walls, they„̂  
had to pay $30,000 to clean it off. 

" I interviewed fotir women myself who had 
resigned because they could no longer take the . 
sexual innuendoes and the harassment One was a ' 
licensed aircraft mechanic allowed only to hand out _ 
tools to colleagues. Anotherwas called all kinds of | 
names because of her short hair. 

"We put it on our list of egregious cases just to ^ 
remind America [tbat] not only does discrimination ^ 
still exist, we still find it in its crudest forms. Our 
regulations require a company to look at itself. I ' 
asked ttie CEO, 'Didn't you know this was going on?' 
He waspbUvious. We get cases coming in every day "̂  

Andls long as that's happening, the need for 
affirmative action to prevent discrimination should be' 
cleartoallofus. 

N 

w 
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LETTERS TO THE EDITOR 
Final Honors for Veterans 

As a widow of a World War n Navy 
' veteran, I was saddened to read The 
' Post article by Eric L Wee on the 

downsizing of military rites [front 
page, Nov. 30]. I fee! extremely hon­
ored to have buried my husband's 
ashes this year in Arlington National 
Cemetery My husband; Hendrik 
Boese, was a fireman second class and 
served in the occupation of the Philip­
pines. Since both he and I are natives of 
Washington, Arlington Cemetery has 
been a great source of pride to us. 

The Army provided a service for his 
burial showing great respect for a 
fallen veteran. My fomily and I drew 
much comfort from the ceremony: 
There, was the folding of the flag 
(which was presented to me), a three-
gun salute, and taps was played by a 
team of Navy seamen. My husband's 
ashes were then inurned in the Colum­

barium, a beautiful park-like area pro­
vided fbr those who have been cremat­
ed. 

For the sake of aU veterans ^ o 
served in tbe armed services during 
wartime, our govemment should find a 
way to continue to honor them in this 
manner. This is a final way of express­
ing our country's appreciation for a job 
well done to our veterans and their 
families. 

HELEN A. BOESE 
McLean • 

We seem to have reached a new low 
in our treatment of American war veter­
ans with the government's latest policy 
denying them burial with full military 
honors. Our unwillingness to expend 
minimal resources toward a final ges­
ture of respect and recognition of their 
patriotism and sacrifice is cheap and 

Dead Fish: The Agricultural Link 
In his Nov, 30 letter, by taking out of 

context i quotation from the report of the 
Blue Ribbon Citizens Pfiesteria Action 
Commission, Larry Porter suggested that 
the commission did not link agriculture 
and the poultry industry to dead fish, 1 sat 
on the coiTunisslon, and 1 believe Mr, 
Porter misled Post readers. 

Although more remains to be leamed 
about Pfiestena outbreaks and the condi­
tions that cause them there is a vreU<loc-
umented connection between Pfiesteha-
likc "algal blooms" and overloads of nutri­
ents (most notably, nitrogen and phospho­
rus), .^d on the lower Eastem Shore, 
approximately 70 percent of the nitrogen 
and 70 percent of the phosphorus load 
comes from agricultural sources. The 
percentages are even higher in the Poco-
moke River n^rshed. 

The Pfiesteria commission report 
quotes an earlier report from a panel of 
scientists known as the Cambridge Fo-
rrnn, which states, 'lli the long term, 
decreases in nutrient llading will reduce 
eutrophication joverenriched water), and 
in this context will likely lower the risk of 

toxic outbreaks of Pfiesteria4ike dinofia-
gellates and harmful algal blooms,' 

Weltmanaged farms play an important 
role in the fabric of life in the Chesapeake 
Bay watershed, but too many others—es­
pecially the "factory farms' that concen­
trate poultry, cows and hogs at almost 
unimaginable, densities—cause problems 
related to excessive manure production 
and fertilizer runoff A 50,000-bird poultry 
operation—not an unusual size nowa­
days—produces as much phosphorus and 
nitrogen in its waste as a town of 3.000 
people. 

The Chesapeake Bay Foundation has 
long worked widi the state to help farmers 
adopt environmentaUy sound agricultural 
practices. If our legislators support cre­
ative measures to reduce nutrient pollu­
tion, Marylanders and otiiers in die bay 
watershed won't have, to choose between 
strong environmental regulations and 
thriving agricultural, seafood and tourism 
industiies. 

WILLIAM C. BAKER 
' Prtiidtnl 

Cheupeakr Bay Foundition 

Annapolis 

unworthy of us as a nation. We have 
managed to change what was a simple 
and deeply meaningful ceremony, into 
a final insult for those whom most 
Americans still consider heroes. 

Can this policy really be a result of 
downsizing, as reported by The Post' 
We are not at war. We have thousands 
of active-duty National Guard and JÎ • 
serve-unit service personnel stationed 
in the Washington area. Are all of them 
constantly engaged in activities so icriti-
cal to our defense that a very few 
cannot be spared to form burial honor 
guards? Can it be that our military has 
become a bunch of bureaucratic bean 
counters mterested only in the bottom 
line, even in a matter of honor, or has a 
false issue been raised as just another 
bargaining chip in the eternal battle for 
more funding? 

The 'problem" of supporting mili­
tary burials with full honors need not 
be resohred by a Congress or coon-
mander in chief, entities having-an 
increasing lack of appreciation of mili­
tary honors and traditions. Military 
commanders are supposed to be pri­
marily leaders—not 'managers'—and 
as such can and must exercise leader­
ship and demonstrate initiative. 

Surety, in this instance some system 
of rotating assignments among many 
units or reliance on volunteers working 
temporary details can be. developed to 
meet burial needs. For reasons of 
honor, pride and morale, the U.S. mili­
tary must resohre this issue and fully 
honor those who fought for us and who 
didn't beg off combat duty because 
their units were outmanned (i.e.. down­
sized). 

ROBERT CAMPOPIANO SR 
Falls Church .• '. ' 

Eric Wee quotes the director of 
ceremonies and speidal events for the 
U.S. Military District of Washington as 
saying, "We wanted to perform the 
service in the worst way." 

Yup, that's what they're doingtMb-
solutely the worst way. m< 

JOHNnsdHER 
Springfield 

'Not Bad for a Centujy's Work' 
I enjoyed Sen, Daniel Patrick Moyni-

han's article on our national capital 
architecture [op-ed, Nov.23). However, 
he leaves the impression that except 
for the Archives Building, construction 
on the Federal Triangle stopped be­
cause of the Great Depression and 
didn't proceed undl the 1960s. 

Although I'm not sure of the exact 
completion dates, at the time I started 
working for the FBI in the new Depart­
ment of Justice building in September 
1935. all the other structures on the 
Triangle were in place. These included 
the Labor Department building, in 
whose auditorium I attended a number 
of interesting functions. This now 
houses the Internal Revenue Service. 
The beautification of the area, as the 
senator noted, was pretty well complet­
ed with the building of the Internation­
al Trade and Conference Center on 
that "parking lot of surpassing ugli­
ness' at the end of the triangle facing 
14th Street 

Yes, Sen. Moynihan, "all in all, not a 
bad century's work." 

WALTER McELDOWNEY 
Blacksburg; Va. 

"The Willard is back," writes Sen. 
Daniel Patrick Moynihan ["Not Bad for 
a Centiiry's Work,' Nov. 23], dera-
onstratiing once again that the winners 
write the histories. 

There is no doubt that the 1964 
Pennsyhrania Avenue plan that he cites 
has led to many of the splendid struc­
tures and amenities along or near that 
grand national corridor For the re­
cord, however, it should be recalled 

that this plan, dominated by distin­
guished members of the arcMtectural 
establishment also called for leveling 
the Willard Hotel, as well as the Wash­
ington Hotel, the National Press Build­
ing, the National Theater.and the old 
Post Office Building, although its tow­
er would have remained. 

To destroy the post office was the 
only decision by the Pennsylvania Ave­
nue Council that actuaUy required a 
fonnal vote. Apparently razing the oth­
ers was not controversial. 

For what purpose? To propose a 
huge National Square, the least viable 
element in the entire plan, and one that 
became the focal point of future criti­
cism by urban planners and conununi­
ty leaders. 

It is instructive to recall also The 
Washington Post's enthusiastic sup­
port in an article at the time: 

"At first and out of context the idea 
of so huge an open expanse so close to 
the monumental expanse, of the Mall 
sc«med staggering. . . . [But] it is 
imperative that tbe unity of this design 
not be lost no matter how long it might' 
take to unplement it" 

By 1970. a Post article noted: "the 
near unnersal lack of enthusiasm for the 
Grand Pennsylvania Avenue plan" and 
said that "now was not the time for more 
establishment monumentaUty" It also 
urged more creative uses of ttie Post 
Office Building, although the council's 
recommendations eoqilicitly opposed us­
ing federal atructures for restaurants 
and reta3 shops. The Post saw the stone 
tower as 'a good place from wfaidi to 
thumb one's nose at the planners and 
improvers wfao would tear down lovely 

old buildings for their grandiose monot­
ony" 

We are fortunate that such projects 
take a long time, as Sen, Moynihan 
states. The process of give-and-take on. 
both the plan's concepts and compo­
nents through the past three decades 
has borne fruit that will nourish dtu'-
sehres and future generations. But lef s 
not misrepresent the Pennsylvania Av­
enue plan as having no major flaws. -.> 

DONALD W. LIEF 
Portland, Ore. 
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AVA ASBESTOS VICTIMS OF AMERICA 
PO Box 66594 - Scotts Valley, C A 95067 (408) 438-5864 L U N G National Headquarters 
BOARD OF DIRECTORS 
Robert J. Meyer, President 
Dr. Leon Gottlieb, Vice President 
Richard Brandberg, Treasurer 

Beverly Calvert (Business woman) 
Loran Calvert (Asbestos Victim) 
Mrs, Jessie Crumbo (Asbestos Victim) 

Mrs. Robinson (Asbestos Victim) 
Mrs. Jaines Wright (Asbestos Victim) 
Mrs. Alma O. Peoples (Asbestos Victim) 

HEATHER R BECHTEHVIAURER, EXECUTIVE DIRECTOR - AVA NATIONAL 

September 23, 1997 

Mr. Bruce Reed 
Domestic Policy Council 
1600 Pennsylvania Avenue, N.W. 
Washington, DC 20500 

Dear Mr. Reed: 

I am writing on behalf of the 23,482 members of the Asbestos Victims of America, a National, Non-Profit 
Education Organization. We are victims of asbestos disease who, with our families, have suffered a variety 
of diseases related to exposure to asbestos. Our organization also includes scientists, physicians, and other 
legal/social/medical professionals. 

We are writing to express our disapproval that the proposed tobacco settlement hurts those with asbestos 
disease. As you know, most asbestos companies are bankrupt and the trusts set up to pay claims lack the 
resources to adequately compensate victims. For example, the Manville Trust, which is responsible for 
paying a substantial percentage of asbestos claims, has the fiinds to pay only ten cents on every dollar. 
Most other Asbestos companies only pay (if they pay at all) a very small amount to us and we can barely 
survive, least of all afford the costs of medical bills, doctors and the substantial related costs associated 
with our asbestos related diseases. 

The science is absolutely clear that tobacco is a prime cause of many of the diseases suffered by those 
exposed to asbestos. For example, those who smoked more than a pack a day and were exposed to 
asbestos are eighty-seven times as likely to get lung cancer as a person who neither smoked nor was 
exposed to asbestos. The risk of an asbestos worker who did not smoke is less than five times that ofa 
person not exposed asbestos, and the risk of a smoker of a pack a day is ten times the risk ofa non-
smoker. 

Tobacco must be made to accept responsibility for the harm caused by smoking to those exposed to 
asbestos. If the Congress is to pass a law approving this settlement, we implore you to require that the 
tobacco companies pay their fair share for the harm they have caused us and others like us. Currently the 
settlement does just the opposite, guaranteeing that tobacco will never be forced to contribute a penny to 
the victims of tobacco/asbestos disease. Once again Asbestos victims and our families are shut out and 
forgotten. Once again we remain uncompensated for clear and knowledgeable injuries we have sustained. 



The settlement is terribly unfair to asbestos victims. Please insist that the tobacco settlement require 
tobacco to contribute money to pay for the harm caused to those exposed to asbestos. If the settlement 
is not fixed to require tobacco to pay its fair share to victims of tobacco/asbestos disease, we urge you 
to oppose the tobacco settlement. 

Thank you for your consideration of our request. We trust that we can count on your support for those 
struggling with the health effects of tobacco and asbestos. Should you require any documentation or 
additional infonnation please contact me. We are pleased to assist you in this process. 

I.R. Bechtel-Maurer 
'Executive Director - AVA National 
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108 N, 3RD STREET 

PiNETOPs, NORTH CAROLINA 27864 

(919) 827-5141 

FACSIMILE (919) 827-5487 

T a Bruce Reed 

FROM: Phil Carlton 

DATE: October 9,1997 

PAGE 1 

P.O. Box 67 

PiNETOPS, NORTH CAROLINA 27864 

email: pcarlton@counsel,com 

www.sclfg.com 

CC •. ^OM 

As you req uested. 
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P.O. Box 67 
PiNETOPS, NORTH CAROLINA 27864 

email: pcarlton@counsel.com 
www.sclfg.com 

The Honorable Kent Conrad 
United Stiites Senate 
SH-530 B art Senate Office Building 
Washington, DC 20510-3403 

Dear Senator Conrad: 

Er closed is thc response from Lorillard Tobacco Company, Philip Morris 
Companie s Inc., R. J. Reynolds Tobacco Company and UST, Inc. to your request for a 
financial rjialysis ofthe impact on the industry of the proposed resolution. Brown & 
Williamson Tobacco Company will be providing you vidth a supplement within the next 
day or so. 

Pli'-ase let rae know if I can be of additional service to you and/or members of the 
Task Force. 

With kindest regards. 

Sincerely, 

Phil Carlton 

Enclosure 

JPC:cda 
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Impact ofthe Proposed Resolution on the U.S. Cigarette Industry 

The Conrad Senatorial Task Force has requested the industry to estimate the impact of 
the proposed resolution on cigarette consumption in the U.S. and its potential effect on 
individual tob;icco company stock prices. This paper attempts to respond to this request 
despite the significant uncertainties associated with these topics. 

Cigarette Consumption 
There has beeu much speculation on the impact of the proposed resolution on the level 
and nature of future cigarette consumption in the U.S. Any projection is a perilous 
exercise, but in this specific instance, it is particularly difficult to predict with any degree 
of confidence the proposed resolution's effect on cigarette consumption. This inherent 
uncertainty anses fi-om the unprecedented magnitude and scope of the combined impact 
of the numerous economic and non-economic measures contained in the proposed 
resolution. 

Cigarette consumption in the U.S. is estimated to have reached a level of 482.7 billion 
units in 1996 reflectmg an aimual average decline of 1.3 percent since 1990.' 

Cigarette consumption levels are a fiinction of numerous parameters and their 
interrelationships. These parameters include price, price gaps, the availability of 
substitute products, demographics, inflation, consumer disposable income, social 
attitudes towards smoking, smoking restrictions, etc. Many of these parameters are 
subject to considerable uncertainty and will be significantly impacted by the proposed 
resolution. 

Economists measure the impact of real price movements on the purchase of any product 
through econometric modelling which yields a price elasticity ratio. For example, a price 
elasticity ratio of -0.5 means that a real price increase of 10 percent generates a 
reduction in demand of 5 percent. Numerous studies have been conducted that estimate 
the price elasticity of demand for cigarettes in the U.S. market. The vast majority 

' Industiy estimate? nf consumpdon derived from industiy sliipments adjusted for trade inventory movements. 
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suggest that elasticity falls between -0.40 and -0.45.̂  These studies rely on historical 
data to measure elasticity and generally derive estimates based on "short run" or 
immediate impacts. Some studies have attempted to measure the "long run" elasticity of 
demand for cigarettes. A study by Economics Nobel Prize laureate, Gaiy Becker, 
estimated that die long run response to a permanent change in price falls between'-0 73 
and -0.79 with ari average elasticity factor of -0.75.̂  The Becker study implies that a 10 
percent increase in real prices v l̂l cause a short run decrease in cigarette sales of 
approximately 4 percent and a long run decrease in cigarette demand of 7.5 percent. 

A March 1994 analysis by Gravelle aad Zimmerman of tiie Congressional Research 
Servicê * also highlights the fact that the expected long run reduction in demand for 
cigarettes will be much greater tiian in tiie short run. Thc stiidy implies tiiat tiie long nm 
elasticity could be as high as -1.2. Thus, under fliis measure, a 10 percent price increase 
would result in a long run decline in cigarette sales of 12 percent. 

Price elasticity of demand is not independent of real price movements. When consumer 
prices reach unprecedented levels, sensitivity to price also rises and thus elasticity ratios 
become more })ronounced. Accordingly, tiie industry conservatively estimates tiiat as a 
result of tiie real retail price increases tiiat will result fi^ora tiie implementation of tiie 
proposed resolution, price elasticity is likely to fall between -0.5 and -0.75. 

U.S. cigareti:e consumption is estimated to have a negative annual underlying ti-end, 
independent of real price movements, of between 1 percent and 2 percent.̂  The 
proposed resolution incorporates a wide array of measures which will clearly unpact tiiis 
underiying treed in demand. These measures include access restrictions, well funded 
pubhc education campaigns and bilhons of dollars earmarked for cessation programs. 
While it is difficult to predict in an accurate maimer the extent to which the underlying 
negative ti-end will accelerate, it can safely be assumed tiiat at a very minimum it will 
increase to a range of between 2 percent and 3 percent. 

* 1989 Surgeon General Report, Table 12 on Page 535. 
* Becker et al, Analytiis of Cigarette Addiction, thc American Economic Review, June 1994, Volume 84, No. 3, Page 407 
Table 4. • . o . 
* Gravelle and Zimmonnan, Cigarette Taxes to Fund Health Care Reform: An Economic Analysis, March 8,1994, 
Congressional Resear ch Service, The Libraiy of Congress, 
' Patrick Fleenor, Ta>: Foundation - The Effect of Excise Tax Differentials on the Interstate Smuggling and Cross-Border 
Sales of Cig, arettes in the U.S., October 19%, as well as industiy estimates. 
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In recent week:; the public health community and numerous officials have stated that 
retail prices wi l increase by 62 cents per pack by the fifth year of implementation of the 
proposed resohition. This number is grossly underestimated. For example, it totally 
ignores the mu :tiphers inherent in the retail price structure of cigarettes, e.g., tirade 
margins and state and local general sales taxes. The industry conservatively estimates 
that retail prices will increase by an absolute minimum of $1.20 per pack by the fifth 
year and by an absolute minimiun of $1.50 per pack by the tenth year of implementation 
of the proposed resolution.̂  Accordingly, retail prices will rise at least to the levels that 
are being advocated by the public health commimity and the President without the 
imposition of aay additional Federal or State excise taxes.̂  

The following table highhghts cigarette demand levels that are derived fi^om price 
elasticity factors of -0.5 and -0.75 and a downward underlying trend in demand of 2.5 
percent: 

Table] 

Projected Cigarette Consumption 
1997 - 2007 

(Billion C'igareties) 

Elasticity 

-0.50 

-0.75 

1997 

477.0 

477.0 

2002 

337.8 

300.6 

2007 

301.1 

269.3 

% Variance 
2002 vs. 
1997 

(29.2)% 

(37.0)% 

2007 vs. 
1997 

(36.9)% 

(43.5)% 

Over a ten yeai period it is estimated that cigareti;e consumption would fall by between 
175.9 billion cigarettes and 207.7 bilhon cigarettes versus 1997 estimated consumption 
of 477 biUion cigarettes. 

Table 2 highlights the above-mentioned projections versus cigarette consumption levels 
that would otherwise have materialized as a result of the secular downward trend of 
approximately 1,5 percent: 

' See detailed retail price projections on Table 5. Page 9. 
^ Over and above the prevailing average State Excise tax of $0.33/pack and the .S0.39/pack Federal Excise tax as of 2002. 
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Table 2 

Projected Cigarette Consumption 
1997 -2007 

(Bilhon Cigarettes) 

1997 2002 2007 

Base 477.0 442.3 410.1 
Scenario 1 477.0 337.8 301.1 
Scenario 2 477.0 300.6 269.3 

% Variance 
W ersus Base: 

Scenario 1 - (23.6)% (26.6)% 
Scenario 2 - (32.0)% (34.3)% 

Such volume declines will have a significant adverse hnpact on the entire cigarette 
supply chain, hidustry pretax eamings will suffer even if unit margins rise to offset the 
higher burden of unit fixed costs in the face of declining sales volumes. 

The Federal Trade Commission has recentiy issued a report that alleges that the industiy 
could reap substantial benefits from the proposed resolution.* Indeed, the FTC report 
claims that the industry could raise prices with impunity and thereby generate huge 
windfall profits. The report also claims that the industry would retain two thirds of 
incremental revenues to the detriment of the public sector. The report's analysis and 
conclusions arc seriously flawed for the following reasons: 

(i) The report erroneously assumes that increases in the retail price of cigarettes 
beyond the level required to pass through the settiement payments will accrue 
solely tc the manufactiurers. For example, under the FTC report's "200% 
scenario" which entails a retail price of $3,04/pack, the FTC report assumes that 

' Federal Trade Commission, Competition and the Financial Impact ofthe Proposed Tobacco Industry Settlement, 
September, 1997. 
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the man̂ ifacturers' pricê  net of taxes and settiement payments will be 
$1.42/pack. As highhghted on Table 3, had tiie FTC used more accurate 
assumpt ons in its projections, it would have concluded that the manufacturers' 
price would be significantiy lower than its study suggests under its retail price 
assumptions. 

Table 3 

200% Price Increase 
($ / pack) 2007 

FTC Projection Amended FTC Projection̂ " 
Retail Price $3.04 $3.04 
Fedend Excise Tax̂ *̂  (0.24) (0.39) 
State Excise Tax (0.32) (0.33)̂ > 
Settiement Payment̂ "̂  (0.62) (0.83) 
Trade Margin (0.44)̂ ^̂ ^ (0.58)<̂ '') 
Sales Tax at 4.7% (0.14) 
Mauuî ctiurers' Price $1.42 $0.77 

(a) After tiie pubhcation of tiie report, tiie FTC stated tiiat tiie $0.15/pack 
excise tax credit ($0.10/pack m 2000 and $0.05/pack in 2002) should not have 
been lactored into its assumptions. 

(b) The weighted average state excise tax prevailing in July 1997 was 
$0.3362/pack reflecting increases in New Hampshire, Utah and Rhode Island. 

(c) The mmimum 3 percent per annum escalator is omitted by the FTC. 

(d) The FTC report does not explicitly divulge the trade margin assumption. 
The trade margin is derived from the FTC report by deduction and is consistent 
with tiie theory expounded in the report that any increase in retail price accrues 
solely to the manufacturers. 

(e) This conservatively assumes that tiie trade will eam a margin of only 12 
percent on any increase in retail price beyond the $1.90/pack . 

For pers])ective, it should be highlighted that the average manufacmrers' net 
selling price in 1996 was $0.80/pack. 

' Manufactuieis' price to wholesalers. 
'* It follows from this analysis that the retail price would have to be $3.81/pack to yield a manufacturers' price of $1.42/pack. 
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(ii) The assumptions pertaining to industry profitability are simplistic at best. 

The FTC report uses a weighted average operating profit of $0.32/pack. The 
Brown and Williamson Tobacco Corporation (B&W) which accounted for 17.2 
percent of industry sales volume in 1996 is omitted from this calculation. Had the 
FTC report included B&W's operating profits in the weighting, the average 
operating profit would decline to $0.30/pack, a difference of $500 million dollars 
in aimual industiy pretax eamings. 

The report fails to specify tiiat a significant proportion of tiie industry's cost base 
is composed of fixed costs, i.e., costs that are independent of throughput along 
tiie entire supply cham. The report simply assumes tiiat all mdustry costs are 
variable. In other words, tiie FTC assumes that all fixed costs will decline in line 
with pro jected volume declines. Under the FTC's premise, a sales volume loss of 
one billion cigarette packs would erode industiy profits by $300 million dollars. In 
fact the loss would be more than double this level, as fixed costs will remain and 
the industry would lose the full marginal contribution generated by this volume, 
i.e., approximately $640 million dollars. 

The report admits that in order to "simphfy the analysis" it ignores the potential 
impact of a change in mix, i.e:, a potential shift in demand from premium priced 
brands to either discount or generic products. Premium brands currentiy account 
for approximately 72 percent of total sales. For purposes of illustration, should 
fhis segment decline to a level of 60 percent with a corresponding increase in the 
discount segment, the net cost to the industry would be in excess of $600 inillion 
in operating profits at prevailing unit margin levels. 

The FTC report estimates potential marketing and legal expenditure savings tiiat 
ostensibly would be derived from tiie implementation of the proposed resolution. 
It is by EO means certain that the industry will in fact generate savings in its legal 
expenditures. The FTC fails to take accotmt of the industry's contmued exposure 
to individual litigation and to its obligations in terms of attorneys' fees. Moreover, 
the FTC fails to account for any cost increases associated with the proposed 
resolution. It notably omits.from its assumptions: 

- thc interest costs related to the industry up-front payment of $10 billion. 

'' A shift in consumption to the discount segment will result in a lower average retail price tlian otherwise would be the case 
and hence volume would be marginally higher. Thc resulting higher volume would only partially offset the significant 
margin erosion result ing from an adveise change in mix. 
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- tiie significant expenditiires required to fully comply witii tiie broad array of 
regulatory measures that are contained in tiie proposed resolution. 

- tiis implications ofthe proposed resolution on tiie cost of tobacco. Futiire 
legislation will in all hkehhood contain provisions designed to protect 
domestic tobacco growers and their communities from the impact of 
declining volumes. These provisions are likely to increase tiie direct or 
indirect cost of tobacco. 

- any potential surcharge that would be imposed on tiie industry m tiie event 
that underage smoking incidence would fail to meet tiie reduction targets 
th.at are specified in the proposed resolution. 

(iii) The report chooses to neglect the historical pattern of state excise tax increases 
which hiive risen at an annual average rate of approxunately 5 percent smce 1990. 
It is simply umealistic to assume that botii tiie Federal Excise Tax and State 
Excise 1 axes will remain at current levels for tiie next 25 years if industiy 
profitability should ever reach tfie unprecedented levels that are suggested by tiie 
FTC report. 

Company Share Prices 
The inherent uncertainty pertaining to the impact of tbe proposed resolution on tiie level 
and nature of fiiture cigarette consumption and on industry profitability also clearly 
applies to the reaction of the stock market. 

It is an indisputable fact that the stock prices of tobacco companies historically have 
been volatile and tiiat the relative Price/Earnings ratios of tiiese companies have been 
adversely impacted by tiie flureat of litigation, despite the fact that tiie industiy has 
consistenfly prevailed in the courts. 

There are tiiose on Wall.Sti:eet who betieve tiiat .tiie elunination of substantial event risk 
provides predictabihty and tiius should be a net positive for the tobacco companies. 
They claim that these compaiues are all highly diversified and thus the market discount 
afforded to these non-tobacco assets would be removed. 
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Conversely, there are others on Wall Street who believe that the proposed resolution will 
be a net negative for the tobacco companies. They believe that the terms of the 
resolution are too onerous and that these companies can sustain their successftil tiack 
record in the courts. Moreover, they argue that any potential expansion in their 
respective Price/Earnings ratios would be fully offset by the erosion in profitability tiiat 
these compani(;s will incur as a result of the resolution. 

The fact of the matter is that no one is in a position to predict what may happen to 
individual stock prices. 

Table 4 highlights the performance of individual stock prices versus tiie S&P 500 at 
market close on September 25,1997: 

Table 4 

September 25, 1997 Stock Prices 

Year-End 
1995 

Year-End 
1996 

P/E 
Ratio 

BAT hidustries (7.7)% 8.2% 11 
Loews 42.8% 18.8% 14 
PhiUp Morris Companies 38.0% 10.2% 15 
RJR Nabisco 8.3% (2.0)% 13 

S&P 500 53.4% 21.7% 24 

Table 4 clearĥ  highhghts tibiat the stock market's reaction to date to the terms ofthe 
proposed resolution has been negative as every single company has trailed the S&P 500 
since both year-end 1995 and year-end 1996 despite solid profit growth and attractive 
dividend yield*;. 

Wall Street is oriented towards the short term, and the bulk of the projections emanating 
from Wall Street focus on a period of only 3 years and, in some rare instances, 5 years, 
hi addition, in a bull market everything is viewed optimistically. The long term impact 
remains tmcenain and will depend on each individual company's ability to generate 
eamings growth through its other businesses. 
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Table 5 
Minimum Retail Price Projections'*^' 

fS / pack of 20 Claareties) 

1997 1224 1999 2000 2001 2QQZ 2003 2004 2m. 2006 2007 

On-going Settlement Payments*'* 

• 
0.360 0.414 0.517 0.647 0.715 0.737 0,759 0.762 0,805 0.829 

Industiy Price - 0.027 0.054 0.062 0.111 0.141 0.171 0.202 0.234 0.267 0,300 

Federal Excise Tax - - - 0.100 0.100 0.150 0.150 0.150 0.150 0.150 0.150 

Trade Margin - 0.053 0.064 0.095 0,117 0,137 0.144 0.152 0.159 0.167 0.174 

Sales Tax 0,021 0,025 0.037 0.046 0.054 0.056 0.059 0.062 0.065 0.068 

Total Increase 0.461 0.557 0.831 1.021 1,197 1.258 1.322 1.387 1.454 1.521 

Retail Price 1,82<*» 2.28 2.38 2.65 2.84 3.02 3.08 3.14 3.21 3.27 3.34 
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s 
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Reflects on-fioing settlement payments adjusted for volume and indexed at minimum annual rate of 3%. 
Only reflects adjustment for inflation of 2.5%, 
Assumes a combined 12% rate tor both wholesalers and retailers, Cunent average trade margin, expressed as a percentage of 
retail price, exceeds 20% and thus tills assumption Is extremely conservative. 

™ Reflects national average tax of 4.7%, 
Average weighted net price to consumer. 

" These projections exclude any additional federal or state excise taxes and any additional payments tiiat may be requfred under the terms of the 
proposed resolution, e.g., surcharges pertaining to the lookback provision. 
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PROGRAMS / FUNDS INrTOBACCO SETTLEMENT 

UP-FRONT COMMITMENT ($10 billion over 25 years) 

A one-time, $10 billion payment would be required as of the date of enactment of 
the settlement. There is no dedicated use for these funds. 

BASE PAYMENTS ($333.5 billion over 25 years) 

Federal and State Uses 

Reduction in Tobacco Usage ($5,325 billion): For Secretary of HHS to 
encourage current tobacco users to quit through media-based and non-
media based education, prevention and cessation campaigns. 

FDA ($7.5 billion): To the Food and Drug Administration (FDA) to 
enforce the terms of the settlement. 

Programs like ASSIST ($3.0 billion): For state and local tobacco 
control, similar to the community-based model of the ASSIST program 

Research ($2.5 billion): On the methods to prevent smoking and help 
individuals quit. 

Education ($12.5 billion): To fund an Independent, non-profit 
organization to run a multi-media campaign to discourage and de­
glamorize tobacco use. 

Cessation Fund ($35.5 billion): To create a trust fund to promote effective 
cessation programs and provide financial assistance to access such programs. 

Teams' Fund ($1.8 billion): For 10 years, to compensate events, teams, or 
entries in such events who lose sponsorship by the tobacco industry as a result 
ofthe settlement. After 10 years, funds will be reallocated to education, 
enforcement of provisions, and community-based programs. 

Health / Other ($265,375 billion / possibly $151,264 billion Federal): 
Remainder of the Base Payments; no specified use. 

PUBLIC HEALTH TRUST FUND ($25 billion over 25 years) 

• A Presidential Commission will be created to identify and fund specific tobacco-
related medical research 



CDC's Proposed Public Health Initiative 

Resources potentially resulting from the tobacco settlement should be used for unmet public health needs. 
We propose using the settlement dollars in three high priority areas: 

I . Implement Known and Effective Prevention Strategies for Youth ($550 miUion) 

• School-based Health Education: This initiative would implement comprehensive school health 
programs in every State in the Nation and develop and disseminate model policies and programs 
through national partners. ($100 million) 

• Tobacco: The initiative would implement a comprehensive approach to tobacco use prevention and 
substantially strengthen state-based tobacco efforts. ($230 million) 

• Other important youth priorities ($220 million) 
- Safe America: Through Injury Prevention and Control 
- Healthy Homes, Healthy Children 
- Hazardous Chemical Exposures in Children 
- Prevention of STD-related infertihty in youth 

I I . Develop and Address Unmet Opportimities for Prevention ($290 milhon) 

• Cardiovascular Disease: No national public health program addresses this major cause of 
tobacco-related death. This initiative would estabUsh that capacity in aU States. ($100 milUon) 

• Monitor the Health of the Nation: It is vital to have in place adequate health information systems 
to monitor the impact of pubhc health efforts. CDC and tiie States do not have the capacity to do 
this. This initiative would build it. ($120 milUon) 

• Other Priorities ($70 million) 
- Asthma prevention 
- Capacity for Occupational Safety and Health 
- Folic Acid for Healthy Babies and Adults 

I I I . Protect Public Heaitb: Repair Past Damage and Prepare for Urgent Threats ($520 milUon) 

• Prevention Block Grant: PubUc health has eroded over the last two decades, as reported by the 
lOM. Doubling the prevention block grant would repair that erosion and direct resources to States 
to use as they see fit to address pubhc health needs. ($150 miUion) 

• Infectious Diseases: Emerging and Reemerging Threats: Infectious diseases are tbe third leading 
cause of death in the United States. This initiative would implement "A Prevention Strategy for the 
United States." ($120 miUion) 

• Other Priorities ($250 miUion) 
- Vaccine-preventable Diseases 
- Emergency Preparedness 
- Preventing Environmental Disease 



D R A F T . 
July 3,1997 

FACT 
ON THE U.S. TdBACCa IDUSTRY 

Production 

The United States was the world's second largest tobacco producer in 
1994, accounting for about 9 percent ofthe estimated 6.44 million metric tons 
that were produced worldwide. 

Top 10 Leaf T o b a c c o Producers 

Metric Tons 

1. China 2.559,700 
2. United States 575.389 
3. India 524,500 
4. Brazil 398,000 
5. Turkey 219,983 
6. Zimbabwe 209.042 
7. Indonesia 171.400 
8. Greece 131.875 
9. Malawi 130,686 
10. Italy 130,400 

The U.S. tobacco crop in 1995 was worth almost $2.3 billion, making it the 
seventh largest cash crop for the nation and representing approximately 
2.7 percent of the total for all cash crops and farm commodities. 

The manufacture of tobacco products accounted for $16.6 billion or 
0.2 percent of gross domestic product in 1994, down from 0.6 percent in the 
early 1960's. 

U.S. factories produced 760 billion cigarettes in 1995, of which 234 billion 
(nearly one-third) were shipped abroad for foreign consumption. 

The manufacture of tobacco products accounts for 1.2 percent of U.S. 
industrial output. 

Production slid from early 1991 through most of 1993 ... [will find out what 
was going on], but by mid-1994 returned to levels that prevailed ih the late 
1980's. (See chart on the next page.) 



Tobacco/Budget Q&A 
February 2,1998 

In September, the President said the focus of tobacco legislation should not be about 
money. In the budget you are submitting today, more than 60 percent of the 
proposed increase in discretionary spending is paid for by tobacco legislation. Why 
has the President changed course? 

The President's course has not changed ~ Congress should send the President legislation 
that will dramatically reduce youth smoking. Experts all agree the single most important 
step we can take to reduce youth smoking is to raise the price of a pack of cigarettes 
significantly. That is why last September, and again in his State of the Union speech, the 
President called for Congress to pass legislation that raises cigarette prices by up to $1.50 
per pack over the next ten years as necessary to reduce youth smoking. Our budget 
simply scores that part of the President's plan, and allocates the revenues to programs that 
promote public health and assist children. 

Q: How can you assume revenues from tobacco legislation when it's not at all certain 
whether this legislation will pass? 

A: It is a normal part of the budget process to account for any revenues that will be raised 
from proposed legislation. And we believe strongly that Congress will pass 
comprehensive tobacco legislation this year. If everyone who says they are committed to 
protecting children from tobacco rolls up their sleeves and gets to work, we will pass a 
significant piece of legislation. 

Q: Why is it that some of the programs funded with tobacco revenues have no relation 
to tobacco? 

A: Most of the spending is directly related to tobacco, such as health-related research and 
smoking cessation programs. The rest goes to programs that will assist our children. We 
wanted to ensure that states get a substantial share of the resources, because of the state's 
contribution in negotiating the original proposed settlement. It is money that goes to 
children's programs ~ to improve child care and reduce class size ~ in recognition that 
these are shared federal and state goals. 

Q: Doesn't attaching tobacco legislation to particular spending initiatives hurt the 
chance of passing this legislation? 

A: No. It is a normal part ofthe budget process to propose how to spend any revenues raised 
from proposed legislation. And we will work on a bipartisan basis with Congress if it has 



other ideas on the best way to allocate these revenues. There is no reason why allocation 
issues should hold up the process of comprehensive legislation. 

Q: Doesn't using tobacco legislation as a funding source for important policy 
proposals ~ such as improving child care and reducing class size ~ hurt the 
chances of achieving those proposals? 

A: No. We believe Congress will pass tobacco legislation that imposes 
significant financial burdens on tobacco companies. Of course, no offset 
proposed in a budget is guaranteed; Congress can reject any proposed way 
of financing a program. If Congress does not pass comprehensive tobacco 
legislation, we will work with Congress to find other offsets. These are high 
Administration priorities, and we will find effective funding mechanisms. 

How much money do you expect to raise from tobacco legislation next year? What 
about over five years? How did you come to this figure? 

This budget is designed to reduce youth smoking by 30% in five years and 50% in seven 
years, which is the President's goal. We calculate that the necessary increase in the price 
per pack will result in about $10 billion in revenue next year and $65 billion over five 
years. 

Q: How much does your plan increase the cost of cigarettes? 

A: In order to reach the President's goal of reducing youth smoking by 30% in five years, 
and 50% in seven years, this budget projects about a $1.10 increase in the price of 
cigarettes over five years. 

What programs is tobacco money used for in the budget? 

In general, tobacco revenues go toward protecting public health and assisting children. 
First, the budget provides for funds for anti-smoking activities that will help us meet the 
goals of reducing youth smoking rates. In addition, there are funds in the budget to 
support the commitment the President made when he announced his plans for tobacco 
legislation in September to fiind a dramatic expansion of health-related research in 
America. Finally, in recognition of the states' role in bringing suit against tobacco 
companies, the budget provides for a substantial amount of money to revert to the states. 
Some of this money can be used for any purpose. Other funds must be used on 
state-administered programs to assist children (specifically, for child care. Medicaid child 
outreach, and class size reduction). 
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Q: How much money is there for states in the budget? 

A: The states will receive as much money over five years as they would have received under 
the original settlement agreement. A large part of this money will be unrestricted; states 
can use it for whatever purposes they choose. The rest of the money will go to states for 
state-administered programs to provide child care subsidies and reduce class size. This 
money represents the usual federal share of Medicaid recoveries, which the 
Administration believes should go back to the states in recognition of the important role 
the states played in bringing about this legislation. 

Does your budget assume that the revenues from tobacco legislation will come from 
increased excise taxes, or from industry payments pursuant to a settlement? 

The budget assumes that the money will come from amiual industry payments pursuant to 
a settlement. 

Q: Some of the money is listed under a category called "Other Uses." What is in this 
category? 

A: This category includes funds that will go to states to use as they see fit, as well as funds 
for tobacco farmers and for a variety of other uses. We expect final tobacco legislation to 
make specific allocations within this category. 

Q: Last week, several Republicans came out against tobacco legislation that would 
grant the industry limits on liability. Many public health leaders are also saying 
that tobacco legislation must not include limits on liability. Does the president still 
favor a settlement that would include limits on industry liability? 

A: The President will evaluate tobacco legislation as a whole to determine whether it 
protects the public health. Liability limits are not necessarily a deal-breaker for us. 
What's important is achieving comprehensive legislation that includes, for example, a 
large per-pack price increase, penalties for marketing to children, and broad restrictions 
on children's access to tobacco. 

We hope that these kinds of statements (statements by Republican senators on liability) 
don't mean that some members are seeking to walk away from their responsibility to 
protect children by enacting comprehensive tobacco legislation. 

Piecemeal legislation won't accomplish our goal. It's not enough just to say we did 
something if we don't pass comprehensive legislation that really accomplishes our goals. 



TOBACCO PRODUCTION 
Relative to All Manufacturing 

Index Jan. 1987 = 100 

87 88 89 90 91 92 93 94 95 96 97 

Consumption 

Per-capita cigarette consumption has been on a long-term decline in the 
United States from a record high of 4,345 in 1963 (based on the population 18 
years and over) to 2,515 in 1995 ~ a drop of 42 percent. [Will try to get time 
series. Chart might be interesting.] 

About 25 percent of all adults currently smoke. 

Shares are generally even higher for older adolescents: 30.4 percent 
of 10* graders, 34.0 percent of 12"" graders report that they have smoked 
in the past 30 days, according to the Michigan survey. Smoking is much 
more highly concentrated among white than black teens (38.1 vs. 14.2 
percent for 12^ graders). 

Consumers spent $47.2 billion on tobacco products in 1995, or 1.0 percent of 
all consumer expenditures. 

93 percent of the money was spent on cigarettes. U.S. consumption was 
divided as follows: 

487 billion cigarettes 
2.5 billion cigars and cigarillos 
14.2 million pounds of pipe and roll-your-own tobacco 
63.3 million pounds of chewing tobacco 
60 million pounds of snuff 



The 1995 consumer expenditure survey shows that the average household 
spent $269 that year on tobacco products and smoking supplies, with 
households in the lowest income quintiles spending more of their budget 
on tobacco. 

Tobacco Expenditures by Income Quintile in 1995 

Lowest 20% Second 20% Third 20% Fourth 20% Highest 20% 

Tobacco $204 $242 $327 $307 $278 

Share of total 
expenditures 

1.4% 1.1% 1.1% 0.8% 0.4% 

Employment and Wages 

• Tobacco manufacturing's contribution to payroll employment is minuscule. 
In 1996, 41,000 workers were employed in the tobacco manufacturing industry 
(which includes processing of tobacco, as well as production of cigarettes, 
cigars, etc.), or only 0.03 percent of the 119.5 million workers on nonfarm 
payrolls. More than 100,000 workers (0.23 percent of nonfarm employment) had 
been employed in the Industry in the early 1950's. 

- [Employment in major states to be added] 

Production workers in the tobacco industry earned $19.44 an hour last year, 
52 percent more than the average worker in manufacturing. Tobacco industry 
wages have climbed steadily from less than 75 percent of the average factory 
wage in the early 1950's. Few other industries can boast comparable wages 
(coal mining, steel, petroleum and coal product manufacturing also have 
earnings that top $19 an hour). 

Average Hourly Eamings in 1996 

Private nonfamn $11.81 

Manufacturing 12.77 

Tobacco 19.44 

Of course, agricultural jobs are also provided in the cultivation of tobacco, 
which tends to be exceptionally labor-intensive, requiring 250 work hours per 
acre harvested compared to 3 hours for wheat. In 1995, 124,270 farms raised 
tobacco, harvesting 674,300 acres. A rough estimate would suggest that some 
80,000 full-time equivalent jobs might be tied to raising tobacco. 



Prices 

Tobacco products have a weight of only 1.6 percent in the CPI. Thus, it 
would take a change of 6.25 percent in tobacco prices to move the CPI by 
0.1 percent. 

Over the past decade, tobacco prices have risen at a 6.3 percent annual 
rate, compared to 3.7 percent for "core" consumer prices (excluding food 
and energy). Faster growth was mainly the result of a sharp uptrend prior to 
1993. (See chart below.) 

In 1993, there was a steep downward adjustment in prices ...[am 
getting clarification on the reason], after which tobacco prices grew at 
about the same pace as the core. 

This year, tobacco prices have sped up again, increasing at nearly an 
8 percent annual rate through May. 

CONSUMER TOBACCO PRICES 
Relative to the "Core" CPI 

Index 1982-84 = 100 
280 

240 

200 

160 

120 -

Industry Composition 

The market is dominated by Philip Morris, which accounts for half of cigarette 
sales in the United States. (See table on the next page [need to find out from 
Jeremy Bulow just what these sales numbers represent].) 



The Cigarette Market in 1996 

Sales 
(Mil.$[?]) 

Maritet 
Share (%) 

Philip Morris 230.8 47.8 

RJR Nabisco 119.1 24.6 

BAT 83.9 17.3 

Lorillanj 40.4 8.4 

Liggitt 9.0 1.9 

TOTAL 483.2 100.0 

Advertising Expenditures 

• Magazine advertising for tobacco and related smoking materials accounted for 
$285 million, or 3.4 percent, ofthe $8.5 billion spent by all industries in 1994. 

Prepared by 
Treas./Econ. Policy/K. Hendershot 



Tobacco Settlement Parameters and Assumptions Draft — July 3, 1997 

Parameters and Assumptions for Tobacco Settlement Calculations 

Per Pack Cost of Cigarettes 

Retail Price 1.85 
Federal Tax 0.24 
Average State Tax 0.32 (0.025 to 0.815) 
Distributors 0.44 

Wholesale 0.83 

Marketing 0.23 
Legal 0.025 
Other 0.25 
Profits 0.33 

Cigarettes per pack: 20 

Total packs of cigarettes sold in 1996 (U.S.): 24.4 billion 
(Not surprisingly, multiplying the number of smokers by the average packs smoked give a lower 
total of 18.8 million. This is probably due to under reporting and perhaps a few "nonsmokers" 
who bought a few packs.) 

Total large cigars and cigarillos sold in 1996 (U.S.): 2.5 billion 
(This is the total, I don't know how many per pack.) 

Total pounds of pipe and roll-your-own tobacco sold in 1996 (U.S.): 14.2 million 

Total Number of Adult Smokers: about 50.5 million 
Gjasedon 1987, 1991 rates) 

Total Number of Underage Sniokers: about 3.1 million (1994 Surgeon General's Report) 

New Underage Smokers: about 1 million per year (FDA Analysis) 

I f about 25% of 17 year-olds smoke, about 925,000 smokers tum 18 every year. If the FDA's 1 
million number is correct, these smokers who become adults are being more than replenished by 
new young smokers. 

Average number of Packs Smoked (Adults): about 1 pack per day (18.2 cigarettes) 
Distribution of packs smoked: 36.6% <15,41.9% 15-24, and 21.5% 25+ 

Average Number of Packs Smoked (Underage): about '/z pack per day (For 1991, "teenage" 
cigarette consumption is estimated at about 516 million packs. Assuming that there are about 3.1 



Tobacco Settlement Parameters and Assumptions Draft-July 3, 1997 

million teenage smokers - these are firom different studies so they may not really be comparable 
~ that translates to about Vi pack per day per smoker.) 

Kids per Age Cohort: About 3.8 million 

Youth Smoking Rates ("Daily" is used for the Lookback provisions) 

Age 30-day Daily V2 pack+/day # of Daily 
8th graders 21.0 10.4 4.3 395. thousand 
10th graders 30.4 18.3 9.4 695 thousand 
12th graders 34.0 22.3 13.0 847 thousand 

Adult Smoking Rates 

Current Former Never 
Adults 18+ 25.7 24.1 50.2 
18-24 22.9 7.7 69.3 
25-44 30.4 19.4 50.2 
45-64 26.9 32.9 40.2 
65+ 13.3 36.4 50.3 

(Adult population is about 190 million.) 

Adult "Quit" Rates 
(percent of eversmokers who are former smokers) 

Adults 18+ 48.5 
18-24 25.2 
25-44 38.9 
45-64 55.1 
65+ 73.3 

Spending on Tobacco by Income Level (CBO 1990) 

1990 Adj. Average % of After-Tax %of 
Quintile Post-Tax Income Expenditure Income Expenditure 

1st 8,228 327 4.0 1.6 
2nd 18,101 380 2.1 1.5 
3rd 27,314 426 1.6 1.4 
4th 37,581 427 1.1 1.1 
5th 77,622 383 0.5 0.7 



Demand Elasticities: A consensus estimate for overall demand elasticity is -0.4. The following 
table from the Surgeon General's report gives elasticities by age (and is consistent with the 
literature): 

Age Group Total Participation Quantity per Smoker 
12-17 -1.40 -1.20 -0.25 
20-25 -0.89 -0.74 -0.20 
26-35 -0.47 -0.44 -0.04 
36-74 -0.45 -0.15 -0.15 
All Adults (20-74) -0.42 -0.26 -0.10 
All Ages (12-74) -0.47 -0.31 -0.11 

Industrial Organization and prices: For now we are assuming a 1 to 1 pass through of any 
"tax" to prices, but a number of people are looking into the validity of this assumption. More to 
come soon. 



TOBACCO BIBLIOGRAPHY 

Author Year Title 

Advertising 
Advertising Bans and Product Demand: How Does 
Marketing Affect Demand for a Differentiated 

1 Product? 
The State Antismoking Campaign and the Industry 
Response: The Effects of Advertising on Cigarette 

2 Consumption in Califomia 
Cigarette Wamings: The Perils of the Cipollone 

3 Dedsion 
4 Consumers' Surplus and the Demand for Cigarettes Reekie, W. Duncan et May-June Managerial and Decision Economics 

McGuinness, Tony et 

Hu, Teh-Wei et al. 

Viscusi, W. Kip et al. 

1995 International Review of Applied Economics 

May-95 American Economic Review 

1993 Supreme Court Economic Review 

5 Competition and the Cigarette TV Advertising Ban 
The Demand for Cigarettes: Advertising, the Health 

6 Scare, and the Cigarette Advertising Ban 

Eckard, E. Woodrow, Jan-91 Economic Inquiry 

Hamilton, James L. 

7 Information, Educating, and Marketing in Health Care Hu. Teh-Wei et al. 
Finessing the Political System: The Cigarette 

8 Advertising Ban 
9 Marketing and Advertising Regulation 

Nov-72 Review of Economics and Statistics 

May-95 American Economic Review 

Mitchell, Mark L. et al. ? ? 
Murphy. Patrick E. et May-92 Federal Trade Commission 

Elasticities (Demand) 
Price. Tobacco Control Policies and Smoking Among 

10 Young Adults 
Cigarette Taxes and Smoking Restrictions: Impacts 

11 and Policy Implications 
A Working Model for Predicting the Consumption and 
Revenue Impacts of Large Increases in the US 

12 Federal Cigarette Excise Tax 

Chaloupka, Frank J. e 

Brown, A. Blake et al. 

Harris, Jeffrey E. et al 

13 Cigarette Taxation and Demand: An Empirical Model Sung, Hai-Yen et al 
The effects of excise taxes and regulations on 

14 cigarette smoking 
15 The demand for cigarettes 

Wasserman et al. 
Grossman, Michael 

Feb-95 NBER Working Paper 

Nov-95 American Journal of Agricultural Economic 

Jul-94 NBER Working Paper 

Jul-94 Contemporary Economic Policy 

1991 Journal of Health Economics 
1991 Journal of Health Economics 



TOBACCO BIBLIOGRAPHY 

16 Rational Addictive Behavior and Cigarette Smoking 
Age Variation in Risk Perception and Smoking 

17 Decisions 
Promoting Smokers' Welfare with Responsible 

18 Taxation 
19 Death and Tobacco Taxes 

Cigarette Taxation and the Social Consequences of 
20 Smoking 

Federal Taxation of Tobacco, Alcoholic Beverages, 
21 and Motor Fuels 
22 Cigarette Taxes and Teenage Smoking 

Taxation, regulation, arid addiction: a demand for 
23 cigarettes based on time-series evidence 

The Impact of Cigarette Excise Taxes on Smoking 
24 Among Children and Adults 

The Potential for Using Excise Taxes to Reduce 
25 Smoking 

The Effects of Govemment Regulation on Teenage 
26 Smoking 

10 (Supply) 
Do Cigarette Producers Price-Discriminate by State? 
An Empirical Analysis of Local Cigarette Pricing and 

27 Taxation 
28 Pricing Practices for Tobacco Products 

Trade and Efficiency Effects of Domestic Content 
Protection: T^e Australian Tobacco and Cigarette 

29 Industries 
30 A Note on the Effects of Cost Changes on Prices 

Nonparametric Tests of Market Structure: An 
31 Application to the Cigarette Industry 

Cigarette Taxes to Fund Health Care Reform: An 
32 Economic Analysis 

Price, Tobacco Control Policies, and Smoking 
33 Among Young Adults 

Chaloupka, Frank 1991 Journal of Political Economy 

Viscusi. W. Kip Nov-91 The Review of Economics and Statistics 

Viscusi, W. Kip ? 
Moore, Michael J. 

National Tax Journal 
Jun-95 NBER Wori<ing Paper 

Viscusi, W. Kip 1994 NBER Conference 

The Congress of the 
Grossman, Michael et 

Aug-90 Congress of the United States 
Jun-97 Public Health Reports 

Keeler. T.E. et al. 1993 Journal of Health Economics 

Manley. Marc et al. Aug-93 Cancer Control Science Program 

Lewitt, Eugene M. et Feb-82 Joumal of Health Economics 

Lewit. Eugene M. et a Dec-81 Journal of Law and Economics 

Keeler, Theodore E. e 
Howell, Craig et ai. 

Aug-96 Journal of Health Economics 
Dec-94 Monthly Labor Review 

Beghin. John C. et al 
Bulow. Jeremy 1. et al 

Nov-93 Review of Economics and Statistics 
Feb-83 Journal of Political Economy 

Ashenfelter, Oriey et Jun-87 Joural of Industrial Economics 

Gravelle, Jane G. et a Mar-94 CRS Report for Congress 

Chaloupka, Frank J. e Mar-95 NBER Working Paper 



TOBACCO BIBLIOGRAPHY 

Federal Taxation of Tobacco, Alcoholic Beverages, 
34 and Motor Fuels The Congress of the Aug-90 Congress of the United States 



PROGRAMS / FUNDS IN TOBACCO SETTLEMENT 
(Dollars in billions unless otherwise specified) 

YEAR 1 2 3 4 5 5 Yiears 6, 7,8 9-25 25 Years 

10.0 UP-FRONT 
COMMITMENT 

10.0 - - - - 10.0 - -

25 Years 

10.0 

BASE PAYMENTS 

Reduce Use 125 m 125 m 125 m 225 m 225 m 825 m 225 m 225 m 5.325 

FDA 300 m 300 m 300 m 300 m 300 m 1.5 300 m 300 m 7.5 

Programs like 
ASSIST 

75 m 75 m 100 m 125 m 125 m 500 m 125 m 125 m 3.0 

Research 100 m 100 m 100 m 100 m 100 m 500 m 100 m 100 m 2.5 

Education 500 m 500 m 500 m 500 m 500 m 2.5 500 m 500 m 12.5 

Cessation Fund 1.0 1.0 1.0 1.0 1.5 5.5 1.5 1.5 35.5 

Teams' Fund - 75 m 75 m 75 m 75 m 300 m 75 m 75 m 1.8 

Health / Other 3.9 4.825 5.8 7.675 7.175 29.375 9.675 12.175 265.375 

Federal Share £2.223, 2.750 3.306 4v375 : 4.090 16.744 5.515 6.940 151.264 

SUBTOTAL 6.0 7.0 8.0 10.0 10.0 41.0 12.5 15.0 333.5 

PUBLIC HEALTH 
TRUST FUND 

2.5 2.5 3.5 4.0 J 5.0 17.5 25.0 

TOTAL 18.5 9.5 11.5 14.0 15.0 68.5 1 15.0 15.0 368.5 

Note: Annual base payments are adjusted for inflation and sales volume decreases; 
should be passed through to consumers through price increases to discourage use. 

protected during bankruptcy/ reorganization proceedings; and 



Outline/Progress Report - Industry and Financial Issues 

The domestic industry task force is gathering infonnation to describe the likely impact of the 
settlement on the domestic tobacco industry. How will economic and financial incentives be 
changed by the settlement and how will the evolution of the industry and other affex t̂ed sectors 
be different from what would have happened in the absence of a settlement? The policy 
framework informing this assessment of the facts assumes the objective of the settlement is to 
reduce smoking by raising the price of cigarettes and other tobacco products, with special 
attention paid to reducing youth smoking. An additional objective is to prevent the tobacco 
industry from profiting unduly from the settlement in order that the "profits" from raising 
cigarette prices can be diverted to specificed public health and other purposes. 

Outline of tasks: 

A) Fact Sheet on industry structure and performance 

• Domestic 

• Intemational 

B) Effect of settlement on prices 

• Can view this as an excise tax 

• How are excise taxes passed through to prices in the tobacco industry? 

C) Effect of settlement on smoking 

• Incorporate effect on prices and advertising restrictions 
— effect overall, and by age group 
— cohort projections 

D) Impact on the industry 
• Effects on prices and labor demand 
• Two methods 

~ primary analysis (back of the envelope calculations), based on FDA research 
~ summary of market analysis, including stock price response 

• Overall, and company-by-company 

E) Spillover Effects 

• Rough magnitudes of effects on other sectors, from FDA research 
• USDA is computing specific effects on farmers 



F) Health Effects 

• FDA and CDC are computing mortality by group and cohort 

G) Goverament revenue effects 

• Treasury's Tax Policy group is computing revenue effects of settlement 

— how much is collected through this implicit excise tax 
— corporate tax receipt effects, accounting for deductibility 
— excise tax spillovers 

• Estimate incidence of this implicit excise tax increase 
• Compare properties to traditional excise tax change 

H) Govemment spending effects 

• Treasury's Economic Policy group is computing effects on 
— Social Security/SSI/DI 
~ Medicare 
~ Medicaid 

• Effects on PBGC through bankruptcies of smaller tobacco firms - DoL 
• Effects on other govemment spending - OMB 

I) Incentive Effects 

• Industry 
— product substitution 
~ youth smoking incentives through lookback provisions 

- is the penalty set at an appropriate level? 
• Consumers 

~ product substitution 
• Government/Legal system 

~ legal incentives through structure of punitive darnage pools 
— distribution of initial $10 billion across parties 



OBACCja^SETTLEIMENT IMEETING 
SUBGOMMITTEE ON CHILDREN'S H E A L T H 

AND OTHER H E A L T H SERVICES 

NAIME 

Lynn Cates 

Burke Fishburn 

Christy Schmidt 

Gary Claxton 

Claude Earl Fox 

Norman Krasnegor 

Duane Alexander 

Ripley Forbes 

Kevin Burke 

Linda Crossett 

Donald Shriber 

John Monahan 

Sally Richardson 

Duiona R. Baker 

Ashley Files 

Lee Wilson 

Peter Harbage 

ORGAN. 

ASPE\HP 

ASPE\HP 

ASPE\HP 

ASPE\HP 

HRSA 

NIH/NICHD 

NIH/NICHD 

OPHS 

ASL 

CDC 

CDC 

ACF 

HCFA 

SAMHSA 

ASMB 

SAMHSA 

ASMB 

PHONE 

202-690-7996 

202-690-7807 

202-690-6870 

202-690-6870 

301-443-2216 

301-496-6591 

301-496-3454 

202-260-2549 

202-690-7627 

770-488-3214 

202-690-8598 

202-401-5180 

202-690-7824 
410-786-3870 

301-443-5184 

202-690-6553 

301-443-6085 

202-690-6553 

E M A I L 

lcates@osaspe.dhhs.gov 

bfishbur@osapse.dhhs.gov 

cschmidt@osaspe.dhhs.gov 

gcla.xton@osaspe.dhhs.gov 

301-443-1246 (Fax) 

krasnegn@hdO 1 .nichd.nih.gov 

alexandD@hd03.nichd.nih.gov 

rforbes@osophs.dhhs.gov 

lsc4@cdc.gov 

dfs4@cdc.gov 

srichardson@hcfa.dhhs.gov 

dbaker@samhsa.gov 

afiles@os.dhhs.gov 

l\vilson@samhsa.gov 

pharbage@os.dhhs.gov 



Attended WH mtg not HHS mtg. 
E. Ramona Trovato EPA 

Jim Marks 

Michael Eriksen 

Kathy King 

Michelle Chang 

Joan Lombardi 

Bob Irwin 

Lloyd Kolbe 

Gary Giovino 

Steve Galson 

CDC 

CDC/OSH 

HCFA 

CDC 

ACF 

CDC 

CDC\OSH 

CDC\OSH 

EPA 

202-260-7778 trovato.ramona@epamail.epa.gov 

770-488-5401 mm 112h@nih.gov 

770-488-5701/5767 mpeOecdc.gov 

202-690-5974 

202-8598 

202-690-6782 

202-690-8598 

770-488-

770-488-

202-260-7778 

myc6@cdc.gov 



TOBACCO SETTLEMENT MEETING 
SUBCOMMITTEE ON TOBACCO RELATED RESEARCH 

NAME ORGANIZATION PHONE EMAIL 

Lynn Cates ASPE/HP 202-690-7796 lcates@osaspe.dhhs.gov 
Christy Schmidt ASPE/HP 202-690-6870 cschmidt@osaspe.dhhs.gov 
Gary Claxton ASPE/HP 202-690-6870 gclaxton@osaspe.dhhs.gov 
Norman Krasnegor NIH/NICHD 301-496-6591 krasnegn@hd01 .nichd.nih.gov 
Burke Fishburn ASPE/HP 202-690-7807 bfishbur@osaspe.dhhs.gov 
Jaylan Turkkan NIH/NIDA 301-443-1263 jaylan@nih.gov 
Marc Manley NIH/NCI 301-496-8675 

jaylan@nih.gov 

Tim Condon NIH/NIDA 301-443-6036 tc52x@nih.gov 
Joan Wilentz NIH/NIDR 301-594-7549 wilentzj@od31 .nidr.nih.gov 
Jim Marks CDC 770-488-5401 mml 12h@nih.gov 
Gary Giovino CDC/OSH 770-488-5703 gag3@cdc.gov 
Kevin Burke ASL 202-690-7627 
Michael Eriksen CDC/OSH 770-488-5701/5767 mpeOecdc.gov 
Bill Beldon ASMB/Budget 202-690-7846 
Ripley Forbes OPHS 202-260-2549 
Lee Wilson SAMHSA 301-443-6085 lwilson@samhsa.gov 
Michelle Chang CDC 202-205-9221 myc6@cdc.gov 
Ruth Kirschstein NIH 301-496-7322 
Dr. Joe Harford NIH 301-496-6368 
Alan Leshner NIH 301-443-6460 
Harold Slavkin NIH/NIDR 301-496-3571 
Dushanka Kleinman NIH/NIDR 301-496-9469 



TOBACCO SETTLEMENT MEETING 
SUBCOMMITTEE ON SMOKING CESSATION 

AND PUBLIC EDUCATION 

NAME 

Lynn Cates 

Christy Schmidt 

Burke Fishburn 

Gary Claxton 

Leslie Wolfe 

Tim Condon 

Joan Wilentz 

Norm Krasnegor 

Dearell Niemeyer 

Jeff McKenna 

Ripley Forbes 

Corinne Husten 

Catherine Lorraine 

Christine Williams 

Marc Manley 

Lee Wilson 

Johanna Clevenger, MD 

ORGAN. 

ASPE/HP 

ASPE/HP 

ASPE/HP 

ASPE/HP 

ASPE/HP 

NIH/NIDA 

NIH/NIDA 

NIH/NICHD 

CDC/OSH 

CDC/OSH 

OPHS 

CDC/OSH 

FDA 

AHCPR 

NIH/NCI 

SAMHSA/CSAP 

IHS 

PHONE 

202-690-7996 

202-690-6870 

202-690-7807 

202-690-5924 

301-443-6036 

301-594-7549 

301-496-6591 

770-488-5738 

EMAIL 

lcates@osa.spe.dhhs.gov 

cschmidt@osaspe.dhhs.gov 

bfishbur@osaspe.dhhs.gov 

202-690-6870 gclaxton@osaspe.dhhs.gov 

lwolfe@osaspe.dhhs.gov 

tc52x@nih.gov 

jwilentzj@od31 .nih.gov 

krasnegn@hdO 1 nihcd.nih.gov 

dan2@cdc.gov 

770-488-5742 mwm@cdc.gov 

202-260-2549 rforbes.os.ophs.gov 

770-488-5703 cch5@cdc.gov 

301-827-3360 clorraine@fda.gov 

301 -594-1364/1346 cwilliam@ahcpr.gov 

301-496-8584 mmll2h@nih.gov 

301-443-6085 lwilson@samhsa.gov 

301-443-4297 jcleveng@smtp.ihs.gov 



Bill Beldon ASMB 202-690-7846 

TOBACCO SETTLEMENT MEETING 
SUBCOMMITTEE ON SMOKING CESSATION 

AND PUBLIC EDUCATION 

Linda Crossett 
for John Moore 

CDC 770-488-3214 lsc4@cdc.gov 

Sharon Natanblut 

Jarrett Clinton 

Francis D. Chelsey 

FDA 

OPHS 

AHCPR 

301-827-3442 snatanbl@fda.gov 

202-690-7694 jclinton@osophs.dhhs.gov 

301-594-4015 



M E M O R A N D U M 

TO: BRUCE REED, ELENA KAGAN 

FROM: TOM FREEDMAN, MARY L. SMITH 

RE: ECONOMIC FOCUS OF TOBACCO INDUSTRY 

DATE; JUNE 30, 1997 

WHITE HOUSE WORKING GROUPS 

1. REGULATORY: FDA, advertising, labeling, and environment. 

2. PROGRAM AND BUDGET ISSUES: how to spend the money. 

3. LEGAL ISSUES: liability, antitrust. 

4. INDUSTRY PERFORMANCE AND ACCOUNTABILITY: 
A) OVERALL ECONOMIC ANALYSIS OF THE TOBACCO INDUSTRY 

• Makeup of tobacco industry and impact of settlement on industry in 
domestic market and internationally in terms of sales, profits, and 
projections 

• Advertising 
• Sporting events 
• Vending Machines 
• Impact on retailers generally 
• Farmers 

B) PARTS OF AGREEMENT THAT HAVE DIRECT FINANCIAL 
IMPLICATIONS 
• targets penalties and incentives (penalties on industry to reduce youth 

smoking) 
• provisions to keep out new start-ups or becoming foreign entities 

C) INTERNATIONAL PIECE OF TOBACCO CONTROL 
• advertising 
" different conduct overseas 
• general tobacco export promotion 



ANNOTA TION OF ECONOMIC IMPACT OF TOBACCO SETTLEMENT 

INDUSTRY PERFORMANCE AND ACCOUNTABILITY: 

A) OVERALL ECONOMIC ANALYSIS OF THE TOBACCO INDUSTRY 

" Makeup of tobacco industry and impact of settlement on industry in 
domestic market and internationally in terms of sales, profits, and 
projections 

U.S. REVENUES AND CONSUMER SPENDING 

• 25.5% of American adults smoke; 1996 consumer spending on tobacco 
products totaled $46.6 billion; and federal, state, and local excise taxes 
collected on cigarettes totaled $13.1 billion; worid-wide cigarette sales in 
1996 amounted to $295.8 billion. fWSJ. 6-23-97) 

• Cigarette sales in this country are a $45 billion a year business. The 
cigarette makers—Philip Morris, R.J. Reynolds, Brown & Williamson, 
Lorillard, Liggett, and American Tobacco—collect $20 billion in U.S. sales. 
Taxes account for another $14 billion. The other $11 billion is split by 
retailers, wholesalers, and farmers. From their $20 billion in sales, the 
companies make a profit of about $8.4 billion. If the deal goes through, 
this profit could fall to about $6.7 billion, according to the securities firm 
Sanford C. Bernstein— $925 million in lower sales and $800 million in 
interest on the payments. (Chicago Tribune. 6-22-97) 

JOBS 

The Tobacco Institute's Industry Profile estimates that tobacco was a $65 
billion industry that supported at least 662,402 jobs in 1994, the last year 
for which figures are available. (Washington Times. 6-16-97) 

MARKET SHARE 

Phillip Morris has 50% of US cigarette market; RJR Nabisco has 25%; 
Brown & Williamson has 15% fN.T. Times 6-25-97) 



OVERSEAS MARKET SHARE 

• The tobacco industry might be helped by growing markets overseas. Philip 
Morris' market share in Central Europe and Eastern Europe grew from 
22% in 1995 to 28% in 1996. Salomen Brothers estimates it will grow to 
32%) this year. rBaltimore Sun. 6-21-97) 

UP-FRONT PAYMENT UNDER THE SETTLEMENT 

• Philip Morris will provide the majority of the initial $10 billion payment 
(payment is based on stock market value) —Philip Morris will pay $6.5 
billion; RJR Nabisco will pay $600 million (reflects RJR Nabisco's weaker 
financial position); Brown & Williamson (B.A.T.) will pay $1.7 billion; 
Lorillard (Loews) $720 million; and U.S. Tobacco (UST) $324 million 
rN.Y. Times 6-25-97) 

PRICE INCREASES, FUTURE PROFITS AND STOCK VALUE 

• The Value Line Investment Survey forecasts 1997 tobacco industry profits 
to be $13 billion and expects the long-term net profit growth rate to be 11 
percent a year, excluding any impact from the negotiations. (NY Times. 6-
26-97) 

• Gary C. Black, and analyst with the securities firm Sanford C. Bernstein & 
Co., predicts that with an agreement, Philip Morris shares could rise to 
about $60 from about $45 and RJR shares could rise to $48 from about 
$34. Black believes that marketing expenses are going to drop and there 
will be no bankruptcy worry. Others disagree. The settlement will require 
tobacco companies to pay about $15 billion a year, a third of their annual 
U.S. sales of about $45 billion. Jack Maxwell, a tobacco industry analyst 
for Wheat First Butcher Singer, believes that the companies will have to 
borrow a lot of money. Art Cecil, a Baltimore-based analyst for T. Rowe 
Price, believe that if the price goes up 10%, there generally will be a 4% 
reduction in consumption. Sanford C. Bernstein estimates an 11% drop in 
per-pack sales. The settlement of outstanding legal claims would cut 
industry profits from $8.4 billion to $6.7 billion. (Baltimore Sun. 6-21-97) 



• Pay-out averages $14.7 billion a year, more than double the industry's 
operating profits of $7.2 billion from domestic tobacco sales last year. 
Tobacco companies plan to offset the cost of the deal by increasing 
cigarette prices in the US by about 50 cents a pack, so the settlement will 
have the same effect as a big tax increase. The deal does nothing to 
impinge on the growth side of their business - their booming overseas sales, 
particularly in emerging markets. (Financial Times, 6-23-97) 

• If the settlement passes Congress, the companies could lose $1.5 billion or 
so in profits next year, partly caused by lower sales and partly by interest 
on loans the companies will need to pay for the settlement. But the 
companies are still expected to make $6.7 billion in profits next year, deal 
or no deal. (Chicago Tribune, 6-22-97) 

EXPECTED PRICE INCREASE AND IMPACT ON CONSUMPTION 

• Cigarettes might go up 75 cents a pack. Some research shows that every 
10%» of price increase drives \2% of teen smokers to quit. (USA Today. 
6-25-97) 

• Poll shows that if settlement increases the cost of cigarettes by 75 cents a 
pack, 57% said that it would be somewhat likely to cause them to quit. 
43%> say the price increase would not impact their habit. (USA Today. 6-
25-97) 

• The 50-cents-a-pack price increase, more than any other aspect of the 
settlement, may affect people's propensity to smoke. Other countries have 
found that big price increases reduce demand for cigarettes, particularly 
among youngsters. Mr. Gary Black, an analyst with Sanford C. Bernstein, 
has estimated that the price increase could cut consumer purchases by 
11%). (Financial Times. 6-23-97) 

• John Maxwell, a tobacco analyst at Wheat First Butcher Singer in 
Richmond, VA, estimates that a 10% price increase usually cuts 
consumption about 2 to 3%, so a 75-cent increase could reduce smoking 
by about 20 to 30 percent. Manufacturers could turn to cheaper foreign 
tobacco, or push generic brands. These generic brands held 41%) of the 
market in 1993, but have since slipped to only 21%. (Chicago Tribune. 6-
22-97) 

• Studies at the University of Chicago and elsewhere suggest volume sales 
could fall by as much as 8% for each 10%) increase in prices. (Bergen 
Record. 6-21-97) 



The settlement could add 75 cents to $1 to the price of an average pack of 
cigarettes. Tax hikes being debated in Congress and in 16 states could raise 
the average price even more, from $1.85 to $3 or more. Marc I . Cohen, a 
tobacco analyst at Goldman Sachs & Co., estimates that if there is a 75-
cent to $1 retail increase, it will cost the average carton-a-week smoker 
about $400 to $500 more a year. (Chicago Tribune. 6-22-97) 

Even with the expected price increases, international experience shows that 
most smokers will not quit. Cigarette prices in Europe already are more 
than $3 per pack; the average price in Norway is $7. Smoking is still very 
prevalent in Norway. (Chicago Tribune, 6-22-97) 

DEAL/PENALTY 

• $2 billion cap for reduction in youth smoking comes to 8 cents per pack of 
cigarettes sold annually, 3 cents of that is tax deductible, so the penalty is 
really 5 cents a pack (USA Today 6-25-97) 

• The agreement provides for a financial penalty of up to $2 billion a year 
against the tobacco industry if it fails to cut under-age smoking by 60% 
oyer the next 10 years -seemingly, a form of guarantee that the deal will 
work. But the target looks so unrealistic as to suggest that tobacco 
manufacturers consider an extra $2 billion a year a price worth paying for 
the legal immunity they will gain. (Financial Times, 6-23-97) 

DEAL/JOBS 

• For tobacco industry workers, John Maxwell, a tobacco industry analyst at 
Wheat First Butcher Singer in Richmond, VA, says there will possibly be 
layoffs (Chicago Tribune. 6-22-97) 

BANS ON ADVERTISING AND IMPACT ON CONSUMPTION 

• Canada imposed a ban on cigarette advertising in 1989. Since then, the 
percentage of Canadians who smoke has gone up from 30 to 31%). In 
Finland, teenage smoking has gone up from 22 to 24% since a partial 
advertising ban in 1978. (Chicago Tribune, 6-22-97) 



Advertising 

• Advertisers and ad agencies will not feel much of a pinch from the 
settlement because they have been shifting their business away from the 
tobacco companies for years. Billboard owners get about 10%o of their total 
revenue from cigarette advertising. For magazines, it is less than 2%. And 
cigarette advertising has been banned from television for 26 years. 
(Chicago Tribune. 6-22-97) 

• According to John Fithian, counsel to the Washington-based Freedom to 
Advertise Coalition, even if Congress gives the advertising portion of the 
settlement the force of law, the advertisers can live with it because it will 
directly affect less than 1% of the industry's total revenues. (Chicago 
Tribune. 6-22-97) 

Sporting events 
Vending Machines 
Impact on retailers generally 

• Retailers will feel an impact from 3 directions: (1) the public may buy less; 
(2) the companies may try to shave their markets; and (3) smokers may 
switch to cheaper brands. Lindsay Hutter, from the National Association 
of Convenience Stores, says that cigarettes account for 26% of sales in 
members' stores and will put her members in a much more competitive 
squeeze. (Chicago Tribune, 6-22-97) 

• Convenience store owners take in $17.3 billion a year, 26%) of their sales, 
by selling one out of every two cigarettes consumers smoke. Lindsay 
Hutter, ofthe Alexandria, VA-based National Association of Convenience 
Stores, even warns of a growing black market in tax-free tobacco, like the 
one that emerged after Canada raised taxes in the eariy 1990s. (Bergen 
Record. 6-21-97) 



Farmers 

FEDERAL SUBSIDIES 

• Federal government's subsidies for tobacco farming are relatively small. 
Direct subsidies ended in the 1980s. Now the subsidies amount to a quota 
system in which the government licenses the right to grow tobacco and has 
a federal program to insure farmers against crop losses. The Department 
of Agriculture has budgeted $145 million for the insurance in the coming 
fiscal year; in years with no significant losses, it contributes little or nothing 
to the insurance pool. (The Guardian, 6-24-97; NT Times. 6-23-97) 

• Huge export market is helping to make up for drastic declines in domestic 
consumption, according to Blake Brown, an agricultural economist at 
North Carolina State University. About 40% of flue-cured tobacco, the 
kind produced in North Carolina, is exported. However, the farmers are 
earning less than in the 1970s, as is North Carolina as a whole. Tobacco 
was 46% of North Carolina's farm income in 1964, but was only 15%) in 
1994. (The Guardian. 6-24-97: NY Times. 6-23-97) 

STATE STATISTICS 

• Tobacco is a major crop in the Carolinas, Kentucky, Virginia, and other 
Southern states. But any ripple effect from the settlement would be felt 
most strongly in North Carolina, which produces 52% of all domestically 
grown tobacco. This is home base for much of the $45 billion-a-year 
tobacco industry. Both Philip Morris and RJ Reynolds, which together 
account for almost three-fourths of the cigarettes sold in the US, are based 
in North Carolina. There are about 17,000 tobacco farmers in North 
Carolina. Mark Vitner, a regional economist at First Union Corp. in North 
Carolina, said that two decades ago, the tobacco industry represented 20% 
of North Carolina's economy. Today tobacco accounts for only about 
6.5% of the state's economy, or about $12 billion annually. (LA Times. 6-
23-97) 

• Kentucky and North Carolina are the largest tobacco-producing states. 
Last year North Carolina's crop sold for $871 million, which resulted in 
much tax dollars for the federal government. Blake Brown, an agricultural 
economist who tracks tobacco at North Carolina State University, says 
farm sales of tobacco generate 15 to 20% of the state revenue and tobacco 
accounts for about $12 billion of state receipts. Most of the tobacco grows 
in,the North Carolina's eastern and piedmont regions. The crop accounts 
for one in 11 jobs in the state. This year the tobacco-growing quota is the 



largest it has been in 15 years. During the last three years, cigarette 
production has been breaking record levels. Brown says that cigarette 
production is on the rise and tobacco is on the rebound and attributes this 
increase to the European and Japanese markets. (Washington Times, 6-16-
97) 

• In Virginia, tobacco is the largest cash crop, bringing in $186 million for 
more than 8,000 farm families in 47 counties in 1996. Even though the 
state's 2 Y2 cents-a-pack tax is the lowest in the nation, it generated $17 
million in 1995. 29 cities and 2 counties added $33 million in 1995 in local 
cigarette taxes. A big part of tobacco's hold on Virginia is the $4,000 an 
acre that farmers take in for growing tobacco, compared with $136 an acre 
for wheat and not much more for other crops. Thousands of Mexicans 
harvest the tobacco fields —the pay is about $5.80 an hour; transportation 
to and from Mexico is provided, so is housing and health care. Foreign 
sales have kept the demand for Virginia tobacco high. This year there is an 
11.5% increase in the amount of tobacco that farmers can grow in the 
states. (Virginian-Pilot. 6-8-97) 

• In 1950, North Carolina had 150,764 tobacco farmers; now there are 
17,625. The crop back then accounted for 60% of farm income; now it 
accounts for 20%. While most farmers have diversified to other crops, 
they say they cannot afford to give up tobacco altogether because it 
remains the most profitable. (LA Times, 6-23-97) 

• In Richmond, Philip Morris, which produces 600 million cigarettes per day, 
is the city's largest private employer, with 8,000 workers and a yearly 
payroll of $456 million. The company's suppliers account for another 
17,000 jobs in the Richmond area. (Washington Times, 6-25-97) 

• In Virginia, in 47 counties, 8,400 farms grow tobacco. Last year's crop 
brought farmers $186 million. 4% of Virginians earn their living from 
tobacco, directly or indirectly. (Washington Times. 6-25-97) 

B) PARTS OF AGREEMENT THAT HAVE DIRECT FINANCLVL IMPLICATIONS 

• targets penalties and incentives (penalties on industry to reduce youth 
smoking) 

• provisions to keep out new start-ups or becoming foreign entities 



C) INTERNATIONAL PIECE OF TOBACCO CONTROL 

• advertising 
• different conduct overseas 
• general tobacco export promotion 

The tobacco industry might be helped by growing markets overseas. Philip 
Morris' market share in Central Europe and Eastern Europe grew from 
22% in 1995 to 28% in 1996. Salomen Brothers estimates it will grow to 
32% this year. (Bahimore Sun. 6-21-97) 

Foreign-grown tobacco has been improving in quality because of 
technological advancements. It is far cheaper than American tobacco, in 
part because of price supports and an American quota system that limits 
production in an attempt to keep demand high. Brazil, Argentina, 
Zimbabwe, and Malawi are now fierce competitors. (LA Times, 6-23-97) 
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be expelled from class 
New hope for gettmg rid of the bad apples BYPADLGLASTMS 

M argaret Irvin was a fundkmental-
ly incompetent, teacher, accord­
ing to her superibrs at the PsJm 
Beach Coun^, Fla., schoor dis­

trict She couldn't keep order in her kin­
dergarten classrooni. Nor did she prepare 

Wesson plans or teach anything at-all for 
weeks at a tinie. But she couldn't be 
easily fired, either, thanks to statu-

' tory job protections known collec­
tively as tenure. Although her poor 
perfonnance was first spotted by 
evaluators in 1993, Irvin was al­
lowed to stay in the dassroom .an 

' additional year and a half while she 
undervrent (and failed) an 'Hmproye-
ment plan." She then appeialed Iter 
dismissiol (unsuccessfully) to a hear-

^ irig officer. Irvin will continue to 
j ^ i appeal her case in state court or in 

arbitration, according to her union-
provided lawyier. Her argument: that 
she suffers bom "attention-deficit 
disorder" and that her superiors 
were insufficiently supportive. 

Cases like this have inspired poli­
ticians, including President Clinton, 
to call for legal changes to make it 
easier to fire teachers deemed in­
competent Last year. Republican 
Govs. George Voinovich of Ohio and 
ftte Wilson of California fought-
and lost—batdes with' their legisla­
tures to weaken tenure procedures. 
In each case, teachers' unions and 
their mostly Democratic allies have 
resisted sweeping reform. But in the 
next few weeks, Florida Gov. Law-
ton Chiles is expected to approve 
legislation that is a real step for­
ward. And w^le the bill is far less 
ambitious than when it was origi­
nally introduced, the Florida experi­
ence and other recent developments 
indicate that real reform is more 
possible than it his been in years. 

Demoralizing. The effect of even a 
few bad teachers in a school can be 
profound. Students who have just 
one bad teacher have lower test 
scores two years later than do com-
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L^lati ire, contrbll^;;^ aniB.^_,_ 
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percent of midoyere 
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duces fix)m two years tb 96 d ^ tiie ; 
time teachers have to iinpfoye^t^^ 
performance brfqiie tliey 
fired, the shortestipierif̂ ^̂  
tion. Tiellingly, thfA diange was sup-
i>orted by Florida's biggest teadieirs' 
union, an afGliate of the Am^cah 
Federation of Teacherŝ : And 
month, the directors of die Nation-r 
al Education Assodation cindp 
a stepped-up role fpr teadidrs in po-' 
lidng their own ranks. :. 

While unions have become'; 
less resistant to reform, eveb c 
of tenure's harshest critics concede 
that there is a, kemd. of truth 
to union fears that without .e e 
fonn of tenure, teadiers wonld be 
subject to capridous firings. A 
smarter approach, say many sdiool 
reformers, is to concentrate first on 
making teacher evaluations tough­
er and fairer. Current evaluation 
systems often do litde more tl i 
check to see v«^ether a teacher's 
blackboard is neat In Kentud^, 
though, careful evaluations of 
teadiers and \^oIe schools (plus a 
heightened threat of Hi.omiiBffll for 
poorly performing teachers and 
administrators) have tumed many 
of the state's worst schools aroimd. 
If the evaluation process is thor­
ough and fair enough, even the. 
most intransigent unions will have 
tix)uble defending bad teachers. • 

WiOi Thomas Toeh 
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M E M O R A N D U M 

TO: BRUCE REED, ELENA KAGAN 

FROM: TOM FREEDMAN, MARY L. SMITH 

RE: ECONOMIC FOCUS OF TOBACCO INDUSTRY 

DATE: JUNE 30, 1997 

WHITE HOUSE WORKING GROUPS 

1. REGULATORY: FDA, advertising, labeling, and environment. 

2. PROGRAM AND BUDGET ISSUES: Iiow to spend tlie money. 

3. L E G A L ISSUES: liability, antitrust. 

4. INDUSTRY PERFORMANCE AND ACCOUNTABILITY: 
A) OVERALL ECONOMIC ANALYSIS OF THE TOBACCO INDUSTRY 

• Malieup of tobacco industry and impact of settlement on industry in 
domestic market and internationally in terms of sales, proflts, and 
projections 

• Advertising 
• Sporting events 
• Vending Machines 
• Impact on retailers generally 
• Farmers 

B) PARTS OF AGREEMENT THAT HAVE DIRECT FINANCIAL 
IMPLICATIONS 
• targets penalties and incentives (penalties on industry to reduce youth 

smoking) 
• provisions to keep out new start-ups or becoming foreign entities 

C) INTERNATIONAL PIECE OF TOBACCO CONTROL 
• advertising 
• different conduct overseas 
• general tobacco export promotion 



ANNOTA TION OF ECONOMIC IMPACT OF TOBACCO SETTLEMENT 

INDUSTRY PERFORMANCE AND ACCOUNTABILITY: 

A) OVERALL ECONOMIC ANALYSIS OF THE TOBACCO INDUSTRY 

• Makeup of tobacco industry and impact of settlement on industry in 
domestic market and internationally in terms of sales, profits, and 
projections 

U.S. REVENUES AND CONSUMER SPENDING 

• 25.5% of American adults smoke, 1996 consumer spending on tobacco 
products totaled $46.6 billion; and federal, state, and local excise taxes 
collected on cigarettes totaled $13.1 billion; world-wide cigarette sales in 
1996 amounted to $295.8 billion. (WSJ. 6-23-97) 

• Cigarette sales in this country are a $45 billion a year business. The 
cigarette makers-Philip Morris, R.J. Reynolds, Brown & Williamson, 
Lorillard, Liggett, and American Tobacco-collect $20 billion in U.S. sales. 
Taxes account for another $14 billion. The other $11 billion is split by 
retailers, wholesalers, and farmers. From their $20 billion in sales, the 
companies make a profit of about $8.4 billion. If the deal goes through, 
this profit could fall to about $6.7 billion, according to the securities firm 
Sanford C. Bernstein— $925 million in lower sales and $800 million in 
interest on the payments. (Chicago Tribune, 6-22-97) 

JOBS 

The Tobacco Institute's Industry Profile estimates that tobacco was a $65 
billion industry that supported at least 662,402 jobs in 1994, the last year 
for which figures are available. (Washington Times, 6-16-97) 

MARKET SHARE 

Phillip Morris has 50% of US cigarette market; RJR Nabisco has 25%; 
Brown & Williamson has 15% (N.T. Times 6-25-97) 



OVERSEAS MARKET SHARE 

• The tobacco industry might be helped by growing markets overseas. Philip 
Morris' market share in Central Europe and Eastern Europe grew from 
22% in 1995 to 28% in 1996. Salomen Brothers estimates it will grow to 
32% this year. (Baltimore Sun. 6-21-97) 

UP-FRONT PAYMENT UNDER THE SETTLEMENT 

• Philip Morris will provide the majority of the initial $10 billion payment 
(payment is based on stock market value) —Philip Morris will pay $6.5 
billion; RJR Nabisco will pay $600 million (reflects RJR Nabisco's weaker 
financial position); Brown & Williamson (B.A.T.) will pay $1.7 billion; 
Lorillard (Loews) $720 million; and U.S. Tobacco (UST) $324 million 
(N.Y. Times 6-25-97) 

PRICE INCREASES, FUTURE PROFITS AND STOCK VALUE 

• The Value Line Investment Survey forecasts 1997 tobacco industry profits 
to be $13 billion and expects the long-term net profit growth rate to be 11 
percent a year, excluding any impact from the negotiations. (NY Times. 6-
26-97) 

• Gary C. Black, and analyst with the securities firm Sanford C, Bernstein & 
Co., predicts that with an agreement, Philip Morris shares could rise to 
about $60 from about $45 and RJR shares could rise to $48 from about 
$34. Black believes that marketing expenses are going to drop and there 
will be no bankruptcy worry. Others disagree. The settlement will require 
tobacco companies to pay about $15 billion a year, a third of their annual 
U.S. sales of about $45 billion. Jack Maxwell, a tobacco industry analyst 
for Wheat First Butcher Singer, believes that the companies will have to 
borrow a lot of money. Art Cecil, a Baltimore-based analyst for T. Rowe 
Price, believe that if the price goes up 10%, there generally will be a 4% 
reduction in consumption. Sanford C. Bernstein estimates an 11% drop in 
per-pack sales. The settlement of outstanding legal claims would cut 
industry profits fi-om $8.4 billion to $6.7 billion. (Baltimore Sun. 6-21-97) 



• Pay-out averages $14.7 billion a year, more than double the industry's 
operating profits of $7.2 billion from domestic tobacco sales last year. 
Tobacco companies plan to offset the cost of the deal by increasing 
cigarette prices in the US by about 50 cents a pack, so the settlement will 
have the same effect as a big tax increase. The deal does nothing to 
impinge on the growth side of their business - their booming overseas sales, 
particularly in emerging markets. (Financial Times, 6-23-97) 

• If the settlement passes Congress, the companies could lose $1.5 billion or 
so in profits next year, partly caused by lower sales and partly by interest 
on loans the companies will need to pay for the settlement. But the 
companies are still expected to make $6.7 billion in profits next year, deal 
or no deal. (Chicago Tribune, 6-22-97) 

EXPECTED PRICE INCREASE AND IMPACT ON CONSUMPTION 

• Cigarettes might go up 75 cents a pack. Some research shows that every 
10% of price increase drives 12% of teen smokers to quit. (USA Today, 
6-25-97) 

• Poll shows that if settlement increases the cost of cigarettes by 75 cents a 
pack, 57% said that it would be somewhat likely to cause them to quit. 
43% say the price increase would not impact their habit. (USA Today. 6-
25-97) 

• The 50-cents-a-pack price increase, more than any other aspect of the 
settlement, may affect people's propensity to smoke. Other countries have 
found that big price increases reduce demand for cigarettes, particularly 
among youngsters. Mr. Gary Black, an analyst with Sanford C. Bernstein, 
has estimated that the price increase could cut consumer purchases by 
11%. (Financial Times. 6-23-97) 

• John Maxwell, a tobacco analyst at Wheat First Butcher Singer in 
Richmond, VA, estimates that a 10%) price increase usually cuts 
consumption about 2 to 3%, so a 75-cent increase could reduce smoking 
by about 20 to 30 percent. Manufacturers could tum to cheaper foreign 
tobacco, or push generic brands. These generic brands held 4\% ofthe 
market in 1993, but have since slipped to only 27%>. (Chicago Tribune. 6-
22-97) 

• Studies at the University of Chicago and elsewhere suggest volume sales 
could fall by as much as 8% for each 10% increase in prices. (Bergen 
Record. 6-21-97) 



The settlement could add 75 cents to $1 to the price of an average pack of 
cigarettes. Tax hikes being debated in Congress and in 16 states could raise 
the average price even more, from $1.85 to $3 or more. Marc I . Cohen, a 
tobacco analyst at Goldman Sachs & Co., estimates that if there is a 75-
cent to $ 1 retail increase, it will cost the average carton-a-week smoker 
about $400 to $500 more a year. (Chicago Tribune. 6-22-97) 

Even with the expected price increases, intemational experience shows that 
most smokers will not quit. Cigarette prices in Europe already are more 
than $3 per pack; the average price in Norway is $7. Smoking is still very 
prevalent in Norway. (Chicago Tribune, 6-22-97) 

DEAL/PENALTY 

• $2 billion cap for reduction in youth smoking comes to 8 cents per pack of 
cigarettes sold annually, 3 cents of that is tax deductible, so the penalty is 
really 5 cents a pack (USA Today 6-25-97) 

• The agreement provides for a financial penalty of up to $2 billion a year 
against the tobacco industry if it fails to cut under-age smoking by 60%i 
oyer the next 10 years -seemingly, a form of guarantee that the deal will 
work. But the target looks so unrealistic as to suggest that tobacco 
manufacturers consider an extra $2 billion a year a price worth paying for 
the legal immunity they will gain. (Financial Times, 6-23-97) 

DEAL/JOBS 

• For tobacco industry workers, John Maxwell, a tobacco industry analyst at 
Wheat First Butcher Singer in Richmond, VA, says there will possibly be 
layoffs. (Chicago Tribune. 6-22-97) 

BANS ON ADVERTISING AND IMPACT ON CONSUMPTION 

• Canada imposed a ban on cigarette advertising in 1989. Since then, the 
percentage of Canadians who smoke has gone up from 30 to 31%). In 
Finland, teenage smoking has gone up from 22 to 24% since a partial 
advertising ban in 1978. (Chicago Tribune, 6-22-97) 



Advertising 

• Advertisers and ad agencies will not feel much of a pinch from the 
settlement because they have been shifting their business away from the 
tobacco companies for years. Billboard owners get about 10% of their total 
revenue fi'om cigarette advertising. For magazines, it is less than 3%. And 
cigarette advertising has been banned from television for 26 years. 
(Chicago Tribune. 6-22-97) 

• According to John Fithian, counsel to the Washington-based Freedom to 
Advertise Coalition, even if Congress gives the advertising portion of the 
settlement the force of law, the advertisers can live with it because it will 
directly affect less than \%> of the industry's total revenues. (Chicago 
Tribune. 6-22-97) 

Sporting events 
Vending Machines 
Impact on retailers generally 

• Retailers will feel an impact from 3 directions: (1) the public may buy less; 
(2) the companies may try to shave their markets; and (3) smokers may 
switch to cheaper brands. Lindsay Hutter, from the National Association 
of Convenience Stores, says that cigarettes account for 26% of sales in 
members' stores and will put her members in a much more competitive 
squeeze. (Chicago Tribune, 6-22-97) 

• Convenience store owners take in $17.3 billion a year, 26% of their sales, 
by selling one out of every two cigarettes consumers smoke. Lindsay 
Hutter, of the Alexandria, VA-based National Association of Convenience 
Stores, even warns of a growing black market in tax-free tobacco, like the 
one that emerged after Canada raised taxes in the early 1990s. (Bergen 
Record. 6-21-97) 



Farmers 

FEDERAL SUBSIDIES 

• Federal government's subsidies for tobacco farming are relatively small. 
Direct subsidies ended in the 1980s. Now the subsidies amount to a quota 
system in which the government licenses the right to grow tobacco and has 
a federal program to insure farmers against crop losses. The Department 
of Agricuhure has budgeted $145 million for the insurance in the coming 
fiscal year; in years with no significant losses, it contributes little or nothing 
to the insurance pool. (The Guardian, 6-24-97; NT Times, 6-23-97) 

• Huge export market is helping to make up for drastic declines in domestic 
consumption, according to Blake Brown, an agricultural economist at 
North Carolina State University. About 40%) of flue-cured tobacco, the 
kind produced in North Carolina, is exported. However, the farmers are 
eaming less than in the 1970s, as is North Carolina as a whole. Tobacco 
was 46% of North Carolina's farm income in 1964, but was only 15% in 
1994. (The Guardian. 6-24-97: NY Times. 6-23-97) 

STATE STATISTICS 

• Tobacco is a major crop in the Carolinas, Kentucky, Virginia, and other 
Southern states. But any ripple efl'ect from the settlement would be felt 
most strongly in North Carolina, which produces 52% of all domestically 
grown tobacco. This is home base for much of the $45 billion-a-year 
tobacco industry. Both Philip Morris and RJ Reynolds, which together 
account for almost three-fourths of the cigarettes sold in the US, are based 
in North Carolina. There are about 17,000 tobacco farmers in North 
Carolina. Mark Vitner, a regional economist at First Union Corp. in North 
Carolina, said that two decades ago, the tobacco industry represented 20% 
of North Carolina's economy. Today tobacco accounts for only about 
6.5% of the state's economy, or about $12 billion annually. (LA Times. 6-
23-97) 

• Kentucky and North Carolina are the largest tobacco-producing states. 
Last year North Carolina's crop sold for $871 million, which resulted in 
much tax dollars for the federal government. Blake Brown, an agricultural 
economist who tracks tobacco at North Carolina State University, says 
farm sales of tobacco generate 15 to 20%) of the state revenue and tobacco 
accounts for about $12 billion of state receipts. Most of the tobacco grows 
in.the North Carolina's eastern and piedmont regions. The crop accounts 
for one in 11 jobs in the state. This year the tobacco-growing quota is the 



largest it has been in 15 years. During the last three years, cigarette 
production has been breaking record levels. Brown says that cigarette 
production is on the rise and tobacco is on the rebound and attributes this 
increase to the European and Japanese markets. (Washington Times, 6-16-
97) 

• In Virginia, tobacco is the largest cash crop, bringing in $186 million for 
more than 8,000 farm families in 47 counties in 1996. Even though the 
state's 2 I/2 cents-a-pack tax is the lowest in the nation, it generated $17 
million in 1995. 29 cities and 2 counties added $33 million in 1995 in local 
cigarette taxes. A big part of tobacco's hold on Virginia is the $4,000 an 
acre that farmers take in for growing tobacco, compared with $136 an acre 
for wheat and not much more for other crops. Thousands of Mexicans 
harvest the tobacco fields —the pay is about $5.80 an hour; transportation 
to and from Mexico is provided, so is housing and health care. Foreign 
sales have kept the demand for Virginia tobacco high. This year there is an 
11.5% increase in the amount of tobacco that farmers can grow in the 
states. (Virginian-Pilot, 6-8-97) 

• In 1950, North Carolina had 150,764 tobacco farmers; now there are 
17,625. The crop back then accounted for 60%> of farm income; now it 
accounts for 20%. While most farmers have diversified to other crops, 
they say they cannot afford to give up tobacco altogether because it 
remains the most profitable. (LA Times. 6-23-97) 

• In Richmond, Philip Morris, which produces 600 million cigarettes per day, 
is the city's largest private employer, with 8,000 workers and a yearly 
payroll of $456 million. The company's suppliers account for another 
17,000 jobs in the Richmond area. (Washington Times, 6-25-97) 

• In Virginia, in 47 counties, 8,400 farms grow tobacco. Last year's crop 
brought farmers $186 million. 4% of Virginians earn their living from 
tobacco, directly or indirectly. (Washington Times, 6-25-97) 

B) PARTS OF AGREEMENT THAT HAVE DIRECT FINANCIAL IMPLICATIONS 

• targets penalties and incentives (penalties on industry to reduce youth 
smoking) 

• provisions to keep out new start-ups or becoming foreign entities 



C) INTERNATIONAL PIECE OF TOBACCO CONTROL 

• advertising 
• different conduct overseas 
• general tobacco export promotion 

The tobacco industry might be helped by growing markets overseas. Philip 
Morris' market share in Central Europe and Eastern Europe grew from 
22% in 1995 to 28% in 1996. Salomen Brothers estimates it will grow to 
32% this year. (Baltimore Sun. 6-21-97) 

Foreign-grown tobacco has been improving in quality because of 
technological advancements. It is far cheaper than American tobacco, in 
part because of price supports and an American quota system that limits 
production in an attempt to keep demand high. Brazil, Argentina, 
Zimbabwe, and Malawi are now fierce competitors. (LA Times, 6-23-97) 
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M E M O R A N D U M 

TO: BRUCE REED, ELENA KAGAN 

FROM: TOM FREEDMAN, MARY L. SMITH 

RE: OUTLINE OF TOBACCO RESOLUTION FROM JUNE 20, 1997 

DATE: JUNE 30, 1997 

PREAMBLE 

TITLE I: REFORMATION OF THE TOBACCO INDUSTRY 

A. RESTRICTIONS ON MARKETING AND ADVERTISING 

B. WARNINGS, LABELING AND PACKAGING 

C. RESTRICTIONS ON ACCESS TO TOBACCO PRODUCTS 

D. LICENSING OF RETAIL TOBACCO PRODUCT SELLERS 

E. REGULATION OF TOBACCO PRODUCT DEVELOPMENT AND MFGING 

F. NON-TOBACCO INGREDIENTS 

G. COMPLUNCE AND CORPORATE CULTURE 

H. EFFECTIVE DATES 

TITLE II: "LOOK BACK" PROVISIONS/STATE ENFORCEMENT INCENTIVES 

TITLE UI: PENALTIES AND ENFORCEMENT; CONSENT DECREES; NON-
PARTICIPATING COMPANIES 

A. PENALTIES AND ENFORCEMENT 

B. CONSENT DECREES 

C. NON-PARTICIPATING COMPANIES 



TITLE IV: NATIONWIDE STANDARDS TO MINIMIZE INVOLUNTARY EXPOSURE 
TO ENVIRONMENTAL TOBACCO SMOKE 

TITLE V: SCOPE AND EFFECT 

A. SCOPE OF FDA AUTHORITY 

B. STATE AUTHORITY 

TITLE VI: PROGRAMS/FUNDING 

A. UP FRONT COMMITMENT 

B. BASE ANNUAL PAYMENTS 

C. APPLICABILITY 

D. TAX TREATMENT 

TITLE VII: PUBLIC HEALTH FUNDS FROM TOBACCO SETTLEMENT AS 
RECOMMENDED BY THE ATTORNEYS GENERAL FOR 
CONSIDERATION BY THE PRESIDENT AND THE CONGRESS 

TITLE VHI: CIVIL LIABILITY 

A. GENERAL 

B. PROVISIONS AS TO CIVIL LLVBILITY FOR PAST CONDUCT 

C. PROVISIONS AS TO CIVIL LIABILITY FOR FUTURE CONDUCT 

TITLE IX: BOARD APPROVAL 

APPENDICES 

APPENDIX I: WARNINGS IN ADVERTISEMENTS 

APPENDIX H: RETAIL TOBACCO PRODUCT SELLER PENALTIES 

APPENDIX IH: APPLICATION TO INDIAN TRIBES 

APPENDIX IV: INDUSTRY ASSOCUTIONS 



APPENDIX V: "LOOK BACK" 

APPENDIX VI: STATE ENFORCEMENT INCENTIVES 

APPENDIX VH: RESTRICTIONS ON POINT OF SALE ADVERTISING 

APPENDIX VHI: PUBLIC DISCLOSURE OF PAST AND FUTURE TOBACCO 
INDUSTRY DOCUMENTS AND HEALTH RESEARCH 



SECTION Ii Y SECTION ANNOTA TIOIWS 

PREAMBLE 

TITLE I: REFORMATION OF THE TOBACCO INDUSTRY 

A. RESTRICTIONS ON MARKETING AND ADVERTISING 

• Canada imposed a ban on cigarette advertising in 1989. Since then, the percentage 
of Canadians who smoke has gone up from 30 to 31%. In Finland, teenage 
smoking has gone up from 22 to 24% since a partial advertising ban in 1978. 
(Chicago Tribune, 6-22-97) 

• Experience in other countries shows that even where there are very tough 
restrictions, or even outright bans, on advertising and marketing, they have had 
little impact on smoking levels. Youngsters take up smoking because they 
perceive the habit as "cool," not because advertisements tell them to. (Financial 
Times. 6-23-97 

• Teenagers say that Marlboro Man is not what persuades them to smoke, it is their 
peers. (USA Today. 6-25-97) 

• Dr. Stanton Glantz, a professor of medicine at the University of Califomia at San 
Francisco and author of "The Tobacco Papers," believes that the proposed deal, 
by banning representations of the Marlboro Man, still leaves enough loopholes for 
both the tobacco companies and their advertisers. He believes the restrictions 
won't make it that much harder to sell cigarettes. Even without the Marlboro 
Man, lots of Marlboro ads just show mountains or horses, and those aren't banned. 
(Chicago Tribune. 6-22-97) 

B. WARNINGS, LABELING AND PACKAGING 

C. RESTRICTIONS ON ACCESS TO TOBACCO PRODUCTS 

D. LICENSING OF RETAIL TOBACCO PRODUCT SELLERS 



E. REGULATION OF TOBACCO PRODUCT DEVELOPMENT AND MFGING 

• According to the proposed settlement, after 12 years, the FDA can require change 
in cigarettes. According to C. Everett Koop, settlement imposes 2 difficult 
barriers and one impossible barrier on FDA to change makeup of cigarettes. The 
difficult barriers are 1) modification of a tobacco product must be proved by the 
FDA to cause a significant reduction in risk and 2) such modification must be 
shown to be technologically feasible, not by the tobacco industry but by the FDA. 
No other industry is treated this way. The impossible barrier is the requirement 
that modification of tobacco will not cause a black market or smuggling. There is 
no way the FDA can prove a negative. There is no way the FDA can undertake to 
prove that with 50 million smokers. (USA Today 6-25-97) 

• Advisory Committee on Tobacco Policy and Public Health: American Medical 
Association, American Cancer Society, American Lung Association, American 
Heart Association, American Academy of Pediatrics, American Academy of Family 
Physicians. Koop and Kessler group call settlement "unacceptable," saying it 
undermines the Government's ability to regulate nicotine in cigarettes. (NY Times, 
6-26-97: Washington Post 6-26-97) 

• Essentially nullifies the findings of a federal court this year that the FDA has a 
statutory right to regulate tobacco. Settlement actually postpones the issue of 
nicotine control for 12 years. (USA Today. 6-25-97) 

F. NON-TOBACCO INGREDIENTS 

G. COMPLIANCE AND CORPORATE CULTURE 

H. EFFECTIVE DATES 

TITLE I I : "LOOK BACK" PROVISIONS/STATE ENFORCEMENT INCENTIVES 

• See Appendix V. 

TITLE IH: PENALTIES AND ENFORCEMENT; CONSENT DECREES; NON-
PARTICIPATING COMPANIES 

A. PENALTIES AND ENFORCEMENT 

B. CONSENT DECREES 

C. NON-PARTICIPATING COMPANIES 



TITLE IV: NATIONWIDE STANDARDS TO MINIMIZE INVOLUNTARY EXPOSURE 
TO ENVIRONMENTAL TOBACCO SMOKE 

TITLE V: SCOPE AND EFFECT 

A. SCOPE OF FDA AUTHORITY 

B. STATE AUTHORITY 

TITLE VI: PROGRAMS/FUNDING 

• Cigarettes might go up 75 cents a pack. Some research shows that every 10% of price 
increase drives \2% of teen smokers to quit. (USA Today, 6-25-97) 

• Poll shows that if settlement increases the cost of cigarettes by 75 cents a pack, 51% said 
that it would be somewhat likely to cause them to quit. 43% say the price increase would 
not impact their habit. (USA Today. 6-25-97) 

• The 50-cents-a-pack price increase, more than any other aspect of the settlement, may 
affect people's propensity to smoke. Other countries have found that big price increases 
reduce demand for cigarettes, particularly among youngsters. Gary Black, an analyst with 
Sanford C. Bernstein, has estimated that the price increase could cut consumer purchases 
by 1 ] % . (Financial Times. 6-23-97^ 

• Studies at the University of Chicago and elsewhere suggest volume sales could fall by as 
much as 8%) for each 10% increase in prices. (Bergen Record. 6-21-97) 

• If the settlement passes Congress, the companies could lose $1.5 billion or so in profits 
next year, partly caused by lower sales and partly by interest on loans the companies will 
need to pay for the settlement. But the companies are still expected to make S6.7 billion 
in profits next year, deal or no deal. (Chicago Tribune. 6-22-97) 

• The tobacco settlement is like Prohibition -black markets will develop. Canada had to 
rescind the harshly punitive taxes it imposed on cigarettes when widespread trafficking 
across the border resulted in increased violence, intolerable demands on law enforcement 
and no declines in smoking. (WSJ. 6-26-97) 



A. UP FRONT COMMITMENT 

• Philip Morris will provide the majority of an initial $10 billion (payment is based on 
stock market value) —Philip Morris will pay $6.5 billion; RJR Nabisco will pay 
$600 million (reflects RJR Nabisco's weaker financial position); Brown «fe 
Williamson (B.A.T.) will pay $1.7 billion; Lorillard (Loews) $720 million; and 
U.S. Tobacco (UST) $324 million N.Y. Times 6-25-97 

B. BASE ANNUAL PAYMENTS 

• Pay-out averages $14.7 billion a year, more than double the industry's operating 
profits of $7.2 billion from domestic tobacco sales last year. Tobacco companies 
plan to offset the cost of the deal by increasing cigarette prices in the US by about 
50 cents a pack, so the settlement will have the same effect as a big tax increase. 
The deal does nothing to impinge on the growth side of their business - their 
booming overseas sales, particularly in emerging markets. (Financial Times, 6-23-
97) 

C. APPLICABILITY 

D. TAX TREATMENT 

TITLE VII: PUBLIC HEALTH FUNDS FROM TOBACCO SETTLEMENT AS 
RECOMMENDED BY THE ATTORNEYS GENERAL FOR 
CONSIDERATION BY THE PRESIDENT AND THE CONGRESS 

• Poll shows that 65% of smokers would be likely to sign up if the government were to 
provide free programs to help them quit. 33% would take a pass on free programs to help 
them kick the habit. (USA Today. 6-25-97) 



TITLE VIII: CIVIL LLVBILITY 

A. GENERAL 

B. PROVISIONS AS TO CIVIL LL\BILITY FOR PAST CONDUCT 

• According to Elizabeth M. Whelan, President of the American Council on Science 
and Health, the settlement would put a yearly cap of $5 billion on damages — an 
amount that is a trivial cost of doing business for the industry. The cap will serve 
as a disincentive for plaintiffs' attorneys. Under the settlement, the industry is 
afforded even more legal protection than it gained in 1965 when Congress slapped 
the so-called waming label on cigarette packs, thereby giving cigarette 
manufacturers a federally backed excuse not to give full disclosure of health risks. 
Now the industry, having paid tax-deductible damages, will be able to return to 
business as usual for the next 25 years. Removing the threat of litigation will bring 
to a halt many efforts to discourage smoking and curb the outrageous behavior of 
an industry. Her suggestion is to let the tobacco industry have its day in court. 
(WSJ. 6-26-97) 

C. PROVISIONS AS TO CIVIL LIABILITY FOR FUTURE CONDUCT 

TITLE IX: BOARD APPROVAL 

APPENDICES 

APPENDIX I: WARNINGS IN ADVERTISEMENTS 

APPENDIX H: RETAIL TOBACCO PRODUCT SELLER PENALTIES 

APPENDIX HI: APPLICATION TO INDIAN TRIBES 

APPENDIX IV: INDUSTRY ASSOCIATIONS 

APPENDIX V: "LOOK BACK" youth smoking 

• Koop and Kessler group say the proposed penalties on the nation's cigarette makers if 
they failed to reduce smoking levels among young people were far too small to have an 
impact. (NY Times. 6-26-97) 

$2 Billion cap for reduction in youth smoking comes to 8 cents per pack of cigarettes sold 
annually, 3 cents of that is tax deductible, so the penalty is really 5 cents a pack (USA 
Todav 6-25-97) 



• The agreement provides for a financial penalty of up to $2 billion a year against the 
tobacco industry if it fails to cut under-age smoking by 60% over the next 10 years -
seemingly, a form of guarantee that the deal will work. But the target looks so unrealistic 
as to suggest that tobacco manufacturers consider an extra $2 billion a year a price worth 
paying for the legal immunity they will gain. (Financial Times, 6-23-97) 

APPENDIX VI: STATE ENFORCEMENT INCENTIVES 

APPENDIX VH: RESTRICTIONS ON POINT OF SALE ADVERTISING 

APPENDIX VIH: PUBLIC DISCLOSURE OF PAST AND FUTURE TOBACCO 
INDUSTRY DOCUMENTS AND HEALTH RESEARCH 



POLL RESULTS 

USA TODAY 6-25-97 

YES NO 

In the long mn, do you think the settlement 
would: 

Lead to a significant reduction in smoking 

ainong adults 29% 50% 

Lead to a significant reduction in smoking 
among teenagers 33% 45% 

APPROVE DISAPPROVE 

Generally favor or oppose the proposed 
settlement 40% 25% 

Government should gradually ban the use 
of nicotine over a period of years until it 
is completely illegal 42% 52% 

A ban on cigarette vending machines 67% 31%) 

A ban on outdoor advertising of cigarettes 60% 36%) 

A requirement that tobacco companies 
contribute money to provide health insurance 
to children who do not have insurance 63%) 33% 

A ban on tobacco companies sponsoring 
sports events or other live events 48%) 48%) 

Limits on the ability of people who have 
smoking-related illnesses to sue the tobacco 
companies 48% 47% 

10 
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M E M O R A N D U M 

TO: BRUCE REED, ELENA KAGAN 

FROM: TOM FREEDMAN, MARY L. SMITH 

RE: POSSIBLE TOBACCO BILLS 

DATE: JUNE 27, 1997 

I. SUMMARY 

The following provides a summary of government programs that provide assistance to 
tobacco farmers and that provide tax deductions for the tobacco industry. A list of bills from the 
104th Congress and 105th Congress that could be used to supplement or amend the tobacco 
proposal is also included. These bills either aflfect the tobacco industry in economic terms or 
apply to tobacco farmers. 

H. BACKGROUND ON TOBACCO FARMERS 

• Today the subsidies for tobacco farmers are relatively small. Direct subsidies ended in the 
1980s. Currently, the subsidies amount to a quota system in which the government 
licenses the right to grow tobacco and has a federal program to insure farmers against 
crop losses. The Department of Agriculture has budgeted $145 million for the insurance 
in the coming fiscal year. In years with no significant losses, the Department of 
Agriculture contributes little or nothing to the insurance pool. 

• North Carolina produces 52%) of all domestically grown tobacco. There are 17,625 
tobacco farmers in North Carolina. However, tobacco accounts for only 6.5%) of North 
Carolina's economy, or about $12 billion annually. 

• Federal, state, and local excise taxes collected on cigarettes totaled $13.1 billion. 

HI. SOME GOVERNMENT PROGRAMS INVOLVING TOBACCO 

I . Tobacco Price-Support Program. This is a program that controls both how much 
tobacco farmers can sell and what price they get for it. In 1995, then Rep. Dick Durbin, in 
proposing a failed amendment to the Agriculture Department funding bill to eliminate this 
program, calculated that farmers who own tobacco quotas are allowed to gross $4,000 to 
$5,000 per acre, compared with corn farmers who gross one-tenth of that amount. In 
1995, under the program, the Agriculture Department paid $41.5 million a year for 
administrative costs for such things as setting the quota, for losses associated with federal 
crop insurance for tobacco, and for extension services. Opponents argued that if the 



tobacco-price support program were eliminated, the government could end up losing $1 
billion on the existing surplus. 

2. Tobacco insurance. The Federal government provides insurance, reinsurance, and 
noninsured crop disaster assistance for tobacco. 

3. Favorable tax deductions for tobacco advertising. The Internal Revenue Code of 1986 
allows the tobacco industry to take deductions for its advertising costs. 

IV. BILLS 

104th Congress 

1. S. 598; Sponsored by Senator Bill Bradley: Establishes in the Treasury a Tobacco 
Conversion Tmst Fund. Funds from increased taxes on tobacco will be made available to: 
(1) assist farmers in converting from tobacco to other crops and improve their access 

to markets for other crops; and 
(2) provide grants and loans, including assistance to convert from tobacco production, 

to communities and persons involved in tobacco growing and tobacco product 
manufacture who are adversely afiFected by the tax increase. 

Last status: referred to Senate Finance Committee. 

Copy attached. 

2. H.R. 2962; Sponsored by Rep. Paul McHale (D-PA). Bill to amend the IRS Code to 
disallow deductions for advertising expenses for tobacco products. 

Last status: referred to House Ways and Means Committee. 

105th Congress 

1. H.R. 1323; Sponsored by Rep. McHale; 34 co-sponsors. A bill that amends the IRS 
Code to disallow deductions for advertising expenses for tobacco products. 

Last status: referred to committee. 

2. H.R. 1438, S. 643 (Senator Durbin). A bill to prohibit the Federal Government from 
providing insurance, reinsurance, or noninsured crop disaster assistance for tobacco. 

Last status: referred to committee. 



3. H.R. 1826. A bill to increase deficit-reduction assessments for participants in the Federal 
price support program for tobacco and to extend the period during which such 
assessments will be collected. 

Last status: referred to committee. 

4. S.826; Sponsored by Senators Lautenberg, Durbin, and Kerry. A bill to amend the 
Public Health Service Act to protect the public from health hazards caused by exposure to 
environmental tobacco smoke. This bill basically create standards for smoke-free public 
places (which is also covered in the proposed resolution reached by the state attorney 
generals). Copy attached. 

Last status: referred to committee. 
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C o p y r i g h t ( c ) 1996 LEXIS-NEXIS, 
a d i v i s i o n o f Reed E l s e v i e r I n c . A l l r i g h t s r e s e r v e d . 

B i l l T r a c k i n g Report 

1 0 4 t h Congress 
1 s t S e s s i o n 

U. S. Senate 

S 598 

1995 B i l l T r a c k i n g S. 598; 104 B i l l T r a c k i n g S. 598 

TOBACCO CONSUMPTION REDUCTION AND HEALTH IMPROVEMENT ACT OF 1995 

<=1> R e t r i e v e f u l l t e x t v e r s i o n 

DATE-INTRO: March 22, 1995 

LAST-ACTION-DATE: March 22, 1995 

STATUS: R e f e r r e d t o c o m m i t t e e 

SPONSOR: S e n a t o r B i l l B r a d l e y D-NJ 

TOTAL-COSPONSORS: 1 Cosponsors: 1 Democrats / 0 Re p u b l i c a n s 

SYNOPSIS: A b i l l t o amend t h e I n t e r n a l Revenue Code of 1986 t o i n c r e a s e the 
e x c i s e t a x e s on t o b a c c o p r o d u c t s , and t o use a p o r t i o n o f the r e s u l t i n g revenues 
t o f u n d a t r u s t f u n d f o r t o b a c c o d i v e r s i f i c a t i o n , and f o r o t h e r purposes. 

ACTIONS: Committee R e f e r r a l s : 
03/22/95 Senate F i n a n c e Committee 

L e g i s l a t i v e C h r o n o l o g y : 

1st S e s s i o n A c t i v i t y : 

03/22/95 141 Cong Rec S 4365 R e f e r r e d t o t h e Senate Finance Committee 
03/22/95 141 Cong Rec S 4381 Remarks by Sen. B r a d l e y NJ 

BILL-DIGEST: ( f r o m t h e CONGRESSIONAL RESEARCH SERVICE) 

Short t i t l e as i n t r o d u c e d : 

Tobacco Consumption R e d u c t i o n and H e a l t h Improvement Act o f 

1995 

D i g e s t : 

Tobacco Consumption R e d u c t i o n and H e a l t h Improvement Act o f 
1995 - Amends t h e I n t e r n a l Revenue Code t o i n c r e a s e t h e e x c i s e t a x 
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on: (1) c i g a r s : ( 2 ) c i g a r e t t e s ; ( 3 ) c i g a r e t t e papers and t u b e s ; 
(4) s n u f f ; and (5) chewing and p i p e t o b a c c o . Imposes a t a x on t h e 
f l o o r s t o c k s o f such t o b a c c o p r o d u c t s w h i c h a r e retnoved b e f o r e January 
1, 1996. Makes an e x c e p t i o n t o t h e i m p o s i t i o n o f such t a x f o r f l o o r 
s t o c k s o f such p r o d u c t s h e l d on such d a t e a t t h e p l a c e i n t e n d e d 
t o be s o l d a t r e t a i l . Imposes such t a x on such p r o d u c t s e n t e r e d 
i n t o t h e U n i t e d S t a t e s f r o m f o r e i g n t r a d e zones b e f o r e such d a t e . 
Imposes a t a x on r o l 1 - y o u r - o w n t o b a c c o m a n u f a c t u r e d i n o r I m p o r t e d 
i n t o t h e U n i t e d S t a t e s . 

E s t a b l i s h e s i n t h e T r e a s u r y t h e Tobacco C o n v e r s i o n T r u s t Fund, 
t o w h i c h t h e S e c r e t a r y o f t h e T r e a s u r y s h a l l t r a n s f e r an amount 
e q u i v a l e n t t o t h r e e p e r c e n t o f t h e n e t i n c r e a s e i n revenues a t t r i b u t a b l e 
t o t h e t a x I n c r e a s e s Imposed by t h i s A c t . Makes Fund amounts a v a l l a b l e 
f o r e x p e n d I t u r e s f o r p r o v i d i n g : ( 1 ) a s s i s t a n c e t o f a r m e r s f o r c o n v e r s i o n 
from t o b a c c o g r o w l n g ( i n c l u d i n g Government purchase o f tobacco 

a11otmen t s) 

and i m p r o v i n g t h e i r access t o m a r k e t s f o r o t h e r c r o p s ; and (2) g r a n t s 
and l o a n s t o c o m m u n i t i e s and p e r s o n s I n v o l v e d i n tobacco g r o w i n g 
and t o b a c c o p r o d u c t m a n u f a c t u r e t o s u p p o r t economic d i v e r s i f i c a t i o n 
p i a n s . 

CRS Index Terms: 

Taxat i o n 
A g r i c u l t u r a l economics 
A g r 1 c u l t u r a 1 

s u b s i d i e s 
A g r l e u 1 t u r e 
Budge t s 
BusIness 
C i g a r e t t e s 
D i v e r s i f i c a t i o n I n i n d u s t r y 
Drug abuse 
E x p o r t s 

Farm produce 
F e d e r a l a i d t o community development 
F o r e i g n t r a d e 
Free p o r t s and zones 
Government l e n d i n g 
Government t r u s t f u n d s 
G r a n t s - i n - a i d 
H e a l t h p o l i c y 
I m p o r t s 
M a r k e t i n g o f f a r m produce 
Med i c a l c a r e 
Smokeless t o b a c c o 
Tax c r e d i t s 
Tax r a t e s 
Tobacco i n d u s t r y 
Tobacco t a x 
Trade 
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SYNOPSIS: 

A BILL To amend t h e I n t e r n a l Revenue Code o f 1986 t o i n c r e a s e t h e e x c i s e t a x e s 
on t o b a c c o p r o d u c t s , and t o use a p o r t i o n o f t h e r e s u l t i n g revenues t o f u n d a 
t r u s t f u n d f o r t o b a c c o d i v e r s i f i c a t i o n , and f o r o t h e r p urposes. 

DATE OF INTRODUCTION: MARCH 22, 1995 

DATE OF VERSION: MARCH 24, 1995 VERSION: 

3P0NS0R(S): 
Mr. BRADLEY ( f o r h i m s e l f and Mr. LAUTENBERG) i n t r o d u c e d t h e f o l l o w i n g 

b i l l ; w h i c h was r e a d t w i c e and r e f e r r e d t o t h e Committee on Finance 

TEXT: 

* Be i t e n a c t e d by t h e Senate and House o f R e p r e s e n t a t i v e s o f t h e U n i t e d * 
* S t a t e s o f America i n Congress assembled, * 
SECTION 1. SHORT TITLE. 

T h i s A c t may be c i t e d as t h e "Tobacco Consumption R e d u c t i o n and H e a l t h 
Improvement A c t o f 1995". 
3EC. 2. INCREASE IN TAXES ON TOBACCO PRODUCTS, 

(a) IN GENERAL.-

(1) CIGARS.-Subsection ( a ) o f s e c t i o n 5701 of the I n t e r n a l Revenue 
Code o f 1986 ( r e l a t i n g t o r a t e o f t a x on c i g a r s ) i s amended-

(A) by s t r i k i n g "S1.125 c e n t s per thousand (93.75 c e n t s per 
th o u s a n d on c i g a r s removed d u r i n g 1991 and 1992)" i n p a r a g r a p h 
(1) and i n s e r t i n g "35.8125 p e r thousand": and 

(B) by s t r i k i n g p a r a g r a p h (2) and i n s e r t i n g the f o l l o w i n g new 
p a r a g r a p h : 

" ( 2 ) LARGE CIGARS.-ON CIGARS WEIGHING MORE THAN 3 POUNDS PER 
THOUSAND, A TAX EQUAL TO 65.875 PERCENT OF THE PRICE FOR WHICH SOLD 
BUT NOT MORE THAN $155 PER THOUSAND." 

(2) CIGARETTES.-Subsection ( b ) o f s e c t i o n 5701 o f such Code 
( r e l a t i n g t o r a t e o f t a x on c i g a r e t t e s ) i s amended-

(A) by s t r i k i n g "S12 p e r thousand ($10 per thousand on 
c i g a r e t t e s removed d u r i n g 1991 and 1992)" i n p a r a g r a p h (1) and 
I n s e r t i n g "$62 p e r t h o u s a n d " : and 

(B) by s t r i k i n g "S25.20 p e r thousand (S21 per thousand on 
c i g a r e t t e s removed d u r i n g 1991 and 1992)" i n p a r a g r a p h (2) and 
i n s e r t i n g "$130.20 p e r t h o u s a n d " . 

(3) CIGARETTE PAPERS .-SUBSECTION (C) OF SECTION 5701 OF SUCH CODE 
(RELATING TO RATE OF TAX ON CIGARETTE PAPERS) IS AMENDED BY STRIKING 
"0.75 CENT (0.625 CENT ON CIGARETTE PAPERS REMOVED DURING 1991 OR 
1992)" AND INSERTING "3.875 CENTS". 

(4) CIGARETTE TUBES.-SUBSECTION (D) OF SECTION 5701 OF SUCH CODE 
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(RELATING TO RATE OF TAX ON CIGARETTE TUBES) IS AMENDED BY STRIKING 
"1.5 CENTS (1.25 CENTS ON CIGARETTE TUBES REMOVED DURING 1991 OR 
1992)" AND INSERTING "7.75 CENTS". 

(5) SNUFF.-Paragraph (1) o f s e c t i o n 5701(e) o f such Code ( r e l a t i n g 
t o r a t e o f t a x on smokeless t o b a c c o ) i s amended by s t r i k i n g "36 c e n t s 
(30 c e n t s on s n u f f removed d u r i n g 1991 o r 1992)" and i n s e r t i n g 
" S l . 8 6 " . 

(6) CHEWING TOBACCO.-Paragraph (2) o f s e c t i o n 5701(e) o f such Code 
i s amended by s t r i k i n g "12 c e n t s (10 c e n t s on chewing tobac c o removed 
d u r i n g 1991 o r 199 2 ) " and i n s e r t i n g "62 c e n t s " . 

(7) PIPE TOBACCO.-Subsection ( f ) o f s e c t i o n 5701 o f such Code 
( r e l a t i n g t o r a t e o f t a x on p i p e t o b a c c o ) i s amended by s t r i k i n g 
"67.5 c e n t s (56.25 c e n t s on chewing t o b a c c o removed d u r i n g 1991 o r 
1992)" and I n s e r t i n g "$3.4875". 

(8) EFFECTIVE DATE.-The amendments made by t h i s s u b s e c t i o n s h a l l 
a p p l y w i t h r e s p e c t t o c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e 
t u b e s , s n u f f , chewing t o b a c c o , and p i p e tob a c c o removed a f t e r 
December 3 1 , 1995. 

(b) IMPOSITION OF EXCISE TAX ON MANUFACTURE OR IMPORTATION OF 
ROLL-YOUR-OWN TOBACCO.-

(1) IN GENERAL.-SECTION 5701 OF THE INTERNAL REVENUE CODE OF 1986 
(RELATING TO RATE OF TAX) IS AMENDED BY REDESIGNATING SUBSECTION (G) 
AS SUBSECTION (H) AND BY INSERTING AFTER SUBSECTION (F) THE FOLLOWING 
NEW SUBSECTION: 

"(C) ROLL-YOUR-OWN TOBACCO.-ON ROLL-YOUR-OWN TOBACCO, MANUFACTURED IN 
OR IMPORTED INTO THE UNITED STATES, THERE SHALL BE IMPOSED A TAX OF $1.86 
PER POUND (AND A PROPORTIONATE TAX AT THE LIKE RATE ON ALL FRACTIONAL 
PARTS OF A POUND)." 

(2) ROLL-YOUR-OWN TOBACCO.-SECTION 5702 OF SUCH CODE (RELATING TO 
DEFINITIONS) IS AMENDED BY ADDING AT THE END THE FOLLOWING NEW 
SUBSECTION: 

"(P) ROLL-YOUR-OWN TOBACCO.-THE TERM 'ROLL-YOUR-OWN TOBACCO' MEANS ANY 
TOBACCO WHICH, BECAUSE OF ITS APPEARANCE, TYPE. PACKAGING, OR LABELING, 
IS SUITABLE FOR USE AND LIKELY TO BE OFFERED TO, OR PURCHASED BY, 
CONSUMERS AS TOBACCO FOR MAKING CIGARETTES." 

(3) TECHNICAL AMENDMENTS.-
(A) SUBSECTION (C) OF SECTION 5702 OF SUCH CODE IS AMENDED BY 

STRIKING "AND PIPE TOBACCO" AND INSERTING "PIPE TOBACCO. AND 
ROLL-YOUR-OWN TOBACCO". 

(B) SUBSECTION (D) OF SECTION 5702 OF SUCH CODE IS AMENDED-
( I ) IN THE MATERIAL PRECEDING PARAGRAPH ( 1 ) , BY STRIKING 

"OR PIPE TOBACCO" AND INSERTING "PIPE TOBACCO, OR 
ROLL-YOUR-OWN TOBACCO", AND 

( I I ) BY STRIKING PARAGRAPH (1) AND INSERTING THE FOLLOWING 
NEW PARAGRAPH: 

" ( 1 ) A PERSON WHO PRODUCES CIGARS, CIGARETTES, SMOKELESS TOBACCO, 
PIPE TOBACCO, OR ROLL-YOUR-OWN TOBACCO SOLELY FOR THE PERSON'S OWN 
PERSONAL CONSUMPTION OR USE, AND". 

(C) THE CHAPTER HEADING FOR CHAPTER 52 OF SUCH CODE IS AMENDED 
TO READ AS FOLLOWS: 

"CHAPTER 52-TOBACCO PRODUCTS AND CIGARETTE PAPERS AND TUBES". 
(D) The t a b l e o f c h a p t e r s f o r s u b t i t l e E o f such Code I s 

amended by s t r i k i n g t h e I t e m r e l a t i n g t o c h a p t e r 52 and I n s e r t i n g 
the f o l l o w i n g new i t e m : 

"CHAPTER 52. Tobacco p r o d u c t s and c i g a r e t t e papers and t u b e s . " 
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(4) EFFECTIVE DATE.-

(A) IN GENERAL.-THE AMENDMENTS MADE BY THIS SUBSECTION SHALL 
APPLY TO ROLL-YOUR-OWN TOBACCO REMOVED (AS DEFINED IN SECTION 
5702(P) OF THE INTERNAL REVENUE CODE OF 1986, AS ADDED BY THIS 
SUBSECTION) AFTER DECEMBER 3 1 , 1995. 

(B) TRANSITIONAL RULE.-ANY PERSON WHO-
( I ) ON THE DATE OF THE ENACTMENT OF THIS ACT IS ENGAGED IN 

BUSINESS AS A MANUFACTURER OF ROLL-YOUR-OWN TOBACCO OR AS AN 
IMPORTER OF TOBACCO PRODUCTS OR CIGARETTE PAPERS AND TUBES, 
AND 

( I I ) BEFORE JANUARY 1, 1996. SUBMITS AN APPLICATION UNDER 
SUBCHAPTER B OF CHAPTER 52 OF SUCH CODE TO ENGAGE IN SUCH 
BUSINESS, 

MAY, NOTWITHSTANDING SUCH SUBCHAPTER B, CONTINUE TO ENGAGE IN 
SUCH BUSINESS PENDING FINAL ACTION ON SUCH APPLICATION. PENDING 
SUCH FINAL ACTION, ALL PROVISIONS OF SUCH CHAPTER 52 SHALL APPLY 
TO SUCH APPLICANT IN THE SAME MANNER AND TO THE SAME EXTENT AS I F 
SUCH APPLICANT WERE A HOLDER OF A PERMIT UNDER SUCH CHAPTER 52 TO 
ENGAGE IN SUCH BUSINESS. 

(C) FLOOR STOCKS.-

(1) IMPOSITION OF TAX.-On c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, 
c i g a r e t t e t u b e s , s n u f f , chewing t o b a c c o , and p i p e to b a c c o 
m a n u f a c t u r e d i n o r I m p o r t e d i n t o t h e U n i t e d S t a t e s w h i c h i s removed 
b e f o r e January 1, 1996, and h e l d on such d a t e f o r s a l e by any p e r s o n , 
t h e r e s h a l l be Imposed t h e f o l l o w i n g t a x e s : 

(A) SMALL CIGARS.-On c i g a r s , w e i g h i n g n o t more th a n 3 pounds 
per t h o u s a n d , 34.6875 p e r thousan d . 

(B) LARGE CIGARS.-On c i g a r s , w e i g h i n g more th a n 3 pounds per 
thousand, a t a x e q u a l t o 53.125 p e r c e n t o f t h e p r i c e f o r wh i c h 
s o l d , b u t n o t more t h a n $125 per thousand. 

(C) SMALL CIGARETTES.-On c i g a r e t t e s , w e i g h i n g n o t more th a n 3 
pounds per tho u s a n d , $50 p e r thousand. 

(D) LARGE CIGARETTES.-On c i g a r e t t e s , w e i g h i n g more th a n 3 
pounds per th o u s a n d , 3105 p e r thousan d : e x c e p t t h a t , i f more th a n 
6 1/2 i n c h e s i n l e n g t h , t h e y s h a l l be t a x a b l e a t t h e r a t e 
p r e s c r i b e d f o r c i g a r e t t e s w e i g h i n g n o t more t h a n 3 pounds per 
thou s a n d , c o u n t i n g each 2 3/4 I n c h e s , o r f r a c t i o n t h e r e o f , o f 
the l e n g t h o f each as one c i g a r e t t e . . 

(E) CIGARETTE PAPERS.-ON CIGARETTE PAPERS, 3.125 CENTS FOR EACH 
50 PAPERS OR FRACTIONAL PART THEREOF; EXCEPT THAT, IF CIGARETTE 
PAPERS MEASURE MORE THAN 6 1/2 INCHES IN LENGTH, THEY SHALL BE 
TAXABLE AT THE RATE PRESCRIBED, COUNTING EACH 2 3/4 INCHES, OR 
FRACTION THEREOF, OF THE LENGTH OF EACH AS ONE CIGARETTE PAPER. 

(F) CIGARETTE TUBES.-ON CIGARETTE TUBES, 6.25 CENTS FOR EACH 50 
TUBES OR FRACTIONAL PART THEREOF; EXCEPT THAT, I F CIGARETTE TUBES 
MEASURE MORE THAN 6 1/2 INCHES IN LENGTH, THEY SHALL BE TAXABLE 
AT THE RATE PRESCRIBED, COUNTING EACH 2 3/4 INCHES, OR FRACTION 
THEREOF, OF THE LENGTH OF EACH AS ONE CIGARETTE TUBE. 

(G) SNUFF.-On s n u f f . $1.50 p e r pound and a p r o p o r t i o n a t e t a x a t 
the l i k e r a t e on a l l f r a c t i o n a l p a r t s o f a pound. 

(H) CHEWING TOBACCO.-On chewing t o b a c c o , 50 c e n t s p e r pound and 
a p r o p o r t i o n a t e t a x a t t h e l i k e r a t e on a l l f r a c t i o n a l p a r t s o f a 
pound. 

( I ) PIPE TOBACCO.-On p i p e t o b a c c o . S2.8125 p e r pound and a 
p r o p o r t i o n a t e t a x a t t h e l i k e r a t e on a l l f r a c t i o n a l p a r t s o f a 
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pound. 

(2) L I A B I L I T Y FOR TAX AND METHOD OF PAYMENT.-

(A) L I A B I L I T Y FOR TAX.-A p e r s o n h o l d i n g c i g a r s , c i g a r e t t e s , 
c i g a r e t t e p a p e r , c i g a r e t t e t u b e s , s n u f f , chewing t o b a c c o , and 
p i p e t o b a c c o on J a n u a r y 1, 1996, t o whi c h any t a x imposed by 
p a r a g r a p h ( 1 ) a p p l i e s s h a l l be l i a b l e f o r such t a x . 

(B) METHOD OF PAYMENT.-The t a x imposed by p a r a g r a p h (1) s h a l l 
be t r e a t e d as a t a x imposed under s e c t i o n 5701 o f t h e I n t e r n a l 
Revenue Code o f 1986 and s h a l l be due and p a y a b l e on F e b r u a r y 15. 
1996. i n t h e same manner as t h e t a x imposed under such s e c t i o n i s 
p a y a b l e w i t h r e s p e c t t o c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, 
c i g a r e t t e t u b e s , s n u f f , chewing t o b a c c o , and p i p e to b a c c o removed 
on J a n u a r y 1, 1995. 

(3) CIGARS, CIGARETTES, CIGARETTE PAPER, CIGARETTE TUBES, SNUFF, 
CHEWING TOBACCO, AND P I P E TOBACCO.-For p u r p o s e s o f t h i s s u b s e c t i o n , 

t h e terms " c i g a r " , " c i g a r e t t e " , " c i g a r e t t e paper", " c i g a r e t t e t u b e s " , 
" s n u f f " , "chewing t o b a c c o " , and " p i p e t o b a c c o " s h a l l have t h e meaning 
g i v e n t o such terms by s u b s e c t i o n s ( a ) , ( b ) , ( e ) , and ( g ) , p a r a g r a p h s 
(2) and ( 3 ) o f s u b s e c t i o n ( n ) , and s u b s e c t i o n (o) o f s e c t i o n 5702 o f 
the I n t e r n a l Revenue Code o f 1986, r e s p e c t i v e l y . 

( 4 ) EXCEPTION FOR RETAIL STOCKS.-The t a x e s Imposed by p a r a g r a p h ( 1 ) 
s h a l l n o t a p p l y t o c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e 
t u b e s , s n u f f , c h e w i n g t o b a c c o , and p i p e tobacco i n r e t a i l s t o c k s h e l d 
on J a n u a r y 1, 1996, a t t h e p l a c e where i n t e n d e d t o be s o l d a t r e t a i l . 

( 5 ) FOREIGN TRADE ZONES.-Notwithstandlng t h e A c t o f June 18. 1934 
(19 U.S.C. 81a e t seq.) o r any o t h e r p r o v i s i o n o f law-

(A) c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e t u b e s , 
s n u f f , chewing t o b a c c o , and p i p e t o b a c c o -

( i ) on w h i c h t a x e s Imposed by F e d e r a l law are d e t e r m i n e d , 
o r customs d u t i e s a r e l i q u i d a t e d , by a customs o f f i c e r 
p u r s u a n t t o a r e q u e s t made under the f i r s t p r o v i s o o f s e c t i o n 
3 ( a ) o f t h e A c t o f June 18, 1934 (19 U.S.C. 8 1 c { a ) ) b e f o r e 
J a n u a r y 1. 1996, and 

(11) w h i c h a r e e n t e r e d i n t o the customs t e r r i t o r y o f t h e 
U n i t e d S t a t e s on o r a f t e r January 1, 1996, from a f o r e i g n 
t r a d e zone, and 

(B) c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e t u b e s , 
s n u f f , chewing t o b a c c o , and p i p e tobacco w h i c h -

(1) a r e p l a c e d under t h e s u p e r v i s i o n o f a customs o f f i c e r 
p u r s u a n t t o t h e p r o v i s i o n s o f t h e second p r o v i s o o f s e c t i o n 
3 ( a ) o f t h e A c t o f June 18, 1934 (19 U.S.C. 8 1 c ( a ) ) b e f o r e 
J a n u a r y 1, 1996, and 

( i i ) a r e e n t e r e d i n t o t h e customs t e r r i t o r y o f t h e U n i t e d 
S t a t e s on o r a f t e r January 1. 1996. from a f o r e i g n t r a d e 
z one . 

s h a l l be s u b j e c t t o t h e t a x imposed by p a r a g r a p h (1) and such c i g a r s , 
c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e t u b e s , s n u f f , chewing t o b a c c o , 
and p i p e t o b a c c o s h a l l , f o r purposes o f p a r a g r a p h ( 1 ) , be t r e a t e d as 
b e i n g h e l d on J a n u a r y 1, 1996, f o r s a l e , 

(d) ESTABLISHMENT OF TRUST FUND.-

(1) IN GENERAL.-SUBCHAPTER A OF CHAPTER 98 OF THE INTERNAL REVENUE 
CODE OF 1986 (RELATING TO TRUST FUND CODE) IS AMENDED BY ADDING AT 
THE END THE FOLLOWING NEW SECTION: 

SEC. 9512. TOBACCO CONVERSION TRUST FUND. 
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" ( a ) CREATION OF TRUST FUND.-THERE IS ESTABLISHED IN THE TREASURY OF 
THE UNITED STATES A TRUST FUND TO BE KNOWN AS THE 'TOBACCO CONVERSION 
TRUST FUND' (HEREAFTER REFERRED TO IN THIS SECTION AS THE 'TRUST FUND'), 
CONSISTING OF SUCH AMOUNTS AS MAY BE APPROPRIATED OR CREDITED TO THE 
TRUST FUND AS PROVIDED IN THIS SECTION OR SECTION 96 0 2 ( B ) . 

"(B) TRANSFERS TO TRUST FUND.-THE SECRETARY SHALL TRANSFER TO THE TRUST 
FUND AN AMOUNT EQUIVALENT TO 3 PERCENT OF THE NET INCREASE IN REVENUES 
RECEIVED IN THE TREASURY ATTRIBUTABLE TO THE AMENDMENTS MADE TO SECTION 
5701 BY SUBSECTIONS (A) AND (B) OF SECTION 2 AND THE PROVISIONS CONTAINED 
IN SECTION 2(C) OF THE TOBACCO CONSUMPTION REDUCTION AND HEALTH 
IMPROVEMENT ACT OF 1995. AS ESTIMATED BY THE SECRETARY. 

"(C) DISTRIBUTION OF AMOUNTS IN TRUST FUND.-AMOUNTS IN THE TRUST FUND 
SHALL BE AVAILABLE TO THE SECRETARY OF AGRICULTURE. AS PROVIDED BY 
APPROPRIATION ACTS, FOR MAKING EXPENDITURES FOR PURPOSES OF-

" ( 1 ) PROVIDING ASSISTANCE TO FARMERS IN CONVERTING FROM TOBACCO TO 
OTHER CROPS AND IMPROVING THE ACCESS OF SUCH FARMERS TO MARKETS FOR 
OTHER CROPS, AND 

" ( 2 ) PROVIDING GRANTS OR LOANS TO COMMUNITIES, AND PERSONS INVOLVED 
IN THE PRODUCTION OR MANUFACTURE OF TOBACCO OR TOBACCO PRODUCTS, TO 
SUPPORT ECONOMIC DIVERSIFICATION PLANS THAT PROVIDE ECONOMIC 
ALTERNATIVES TO TOBACCO TO SUCH COMMUNITIES AND PERSONS. 

THE ASSISTANCE REFERRED TO IN PARAGRAPH (1) MAY INCLUDE GOVERNMENT 
PURCHASE OF TOBACCO ALLOTMENTS FOR PURPOSES OF RETIRING SUCH ALLOTMENTS 
FROM ALLOTMENT HOLDERS AND FARMERS WHO CHOOSE TO TERMINATE THEIR 
INVOLVEMENT IN TOBACCO PRODUCTION." 

(2) CLERICAL AMENDMENT.-The t a b l e o f s e c t i o n s f o r such s u b c h a p t e r A 
i s amended by a d d i n g a t t h e end t h e f o l l o w i n g new I t e m : 

'Sec. 9512. Tobacco C o n v e r s i o n T r u s t Fund." 

-OAD-DATE: March 27, 1995 
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FULL TEXT OF BILLS 

105TH CONGRESS; 1ST SESSION 
IN THE SENATE OF THE UNITED STATES 

AS INTRODUCED IN THE SENATE 

S. 826 

1997 S. 826; 105 S. 826 

<•=!> R e t r i e v e B i l l T r a c k i n g Report 

SYNOPSIS: 

A BILL To amend t h e P u b l i c H e a l t h S e r v i c e A c t t o p r o t e c t t h e p u b l i c from h e a l t h 
hazards caused by ex p o s u r e t o e n v i r o n m e n t a l t o b a c c o smoke, and f o r o t h e r 
purposes. 

DATE OF INTRODUCTION: JUNE 3, 1997 

DATE OF VERSION: JUNE 5, 1997 -- VERSION: 1 

SPONSOR(S) : 

Mr. LAUTENBERG (FOR HIMSELF, MR. DURBIN, and Mr. KERRY o f Ma s s a c h u s e t t s ) 
i n t r o d u c e d t h e f o l l o w i n g b i l l ; w h i c h was read t w i c e and r e f e r r e d t o t h e 

Committee on E n v i r o n m e n t and P u b l i c Works 

TEXT: 

* Be i t e n a c t e d by t h e Senate and House o f R e p r e s e n t a t i v e s o f t h e U n i t e d * 
* S t a t e s o f America i n Congress assembled, * 
SECTION 1. SHORT TITLE. 

T h i s Act may be c i t e d as t h e "Smoke-Free Environment Act o f 1997". 
SEC. 2. SMOKE-FREE ENVIRONMENT POLICY. 

The P u b l i c H e a l t h S e r v i c e A c t (42 U.S.C. 201 e t seq.) i s amended by 
adding a t t h e end t h e f o l l o w i n g : 

"TITLE XXVIII-SMOKE-FREE ENVIRONMENTS 
"SEC. 2801. SMOKE-FREE ENVIRONMENT POLICY. 

" ( a ) POLICY REQUIRED.-IN ORDER TO PROTECT CHILDREN AND ADULTS FROM 
CANCER, RESPIRATORY DISEASE, HEART DISEASE, AND OTHER ADVERSE HEALTH 
EFFECTS FROM BREATHING ENVIRONMENTAL TOBACCO SMOKE, THE RESPONSIBLE 
ENTITY FOR EACH PUBLIC FACILITY SHALL ADOPT AND IMPLEMENT AT SUCH 
FACILITY A SMOKE-FREE ENVIRONMENT POLICY WHICH MEETS THE REQUIREMENTS OF 
SUBSECTION ( B ) . 

"(B) ELEMENTS OF POLICY.-EACH SMOKE-FREE ENVIRONMENT POLICY FOR A 
PUBLIC FACILITY SHALL-

" ( 1 ) PROHIBIT THE SMOKING OF CIGARETTES, CIGARS. AND PIPES, AND ANY 
OTHER COMBUSTION OF TOBACCO, WITHIN THE FACILITY AND ON FACILITY 
PROPERTY WITHIN THE IMMEDIATE VICINITY OF THE ENTRANCE TO THE 
FACILITY: AND 

" ( 2 ) POST A CLEAR AND PROMINENT NOTICE OF THE SMOKING PROHIBITION 
IN APPROPRIATE AND VISIBLE LOCATIONS AT THE PUBLIC FACILITY. 

THE POLICY MAY PROVIDE AN EXCEPTION TO THE PROHIBITION SPECIFIED IN 
PARAGRAPH (1) FOR ONE OR MORE SPECIALLY DESIGNATED SMOKING AREAS WITHIN A 
PUBLIC FACILITY I F SUCH AREA OR AREAS MEET THE REQUIREMENTS OF SUBSECTION 
(C) . 
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"(C) SPECIALLY DESIGNATED SMOKING AREAS.-A SPECIALLY DESIGNATED SMOKING 
AREA MEETS THE REQUIREMENTS OF THIS SUBSECTION I F I T SATISFIES EACH OF 
THE FOLLOWING CONDITIONS: 

" ( 1 ) THE AREA IS VENTILATED IN ACCORDANCE WITH SPECIFICATIONS 
PROMULGATED BY THE ADMINISTRATOR THAT ENSURE THAT AIR FROM THE AREA 
IS DIRECTLY EXHAUSTED TO THE OUTSIDE AND DOES NOT RECIRCULATE OR 
DRIFT TO OTHER AREAS WITHIN THE PUBLIC FACILITY. 

" ( 2 ) NONSMOKING INDIVIDUALS DO NOT HAVE TO ENTER THE AREA FOR ANY 
PURPOSE. 

" ( 3 ) CHILDREN UNDER THE AGE OF 15 ARE PROHIBITED FROM ENTERING THE 
AREA. 

"SEC. 2802. CITIZEN ACTIONS. 
" ( a ) IN GENERAL.-AN ACTION MAY BE BROUGHT TO ENFORCE THE REQUIREMENTS 

OF THIS TITLE BY ANY AGGRIEVED PERSON, ANY STATE OR LOCAL GOVERNMENT 
AGENCY, OR THE ADMINISTRATOR. 

"(B) VENUE.-ANY ACTION TO ENFORCE THIS TITLE MAY BE BROUGHT IN ANY 
UNITED STATES DISTRICT COURT FOR THE DISTRICT IN WHICH THE DEFENDANT 
RESIDES OR IS DOING BUSINESS TO ENJOIN ANY VIOLATION OF THIS TITLE OR TO 
IMPOSE A CIVIL PENALTY FOR ANY SUCH VIOLATION IN THE AMOUNT OF NOT MORE 
THAN 35.000 PER DAY OF VIOLATION. THE DISTRICT COURTS SHALL HAVE 
JURISDICTION. WITHOUT REGARD TO THE AMOUNT IN CONTROVERSY OR THE 
CITIZENSHIP OF THE PARTIES, TO ENFORCE THIS TITLE AND TO IMPOSE CIVIL 
PENALTIES UNDER THIS TITLE. 

"(C) NOTICE.-AN AGGRIEVED PERSON SHALL GIVE ANY ALLEGED VIOLATOR NOTICE 
OF AT LEAST 60 DAYS PRIOR TO COMMENCING AN ACTION UNDER THIS SECTION. NO 
ACTION MAY BE COMMENCED BY AN AGGRIEVED PERSON UNDER THIS SECTION I F SUCH 
ALLEGED VIOLATOR COMPLIES WITH THE REQUIREMENTS OF THIS TITLE WITHIN SUCH 
60-DAY PERIOD AND THEREAFTER. 

"(D) COSTS.-THE COURT. IN ISSUING ANY FINAL ORDER IN ANY ACTION BROUGHT 
PURSUANT TO THIS SECTION. MAY AWARD COSTS OF LITIGATION (INCLUDING 
REASONABLE ATTORNEY AND EXPERT WITNESS FEES) TO ANY PREVAILING PARTY, 
WHENEVER THE COURT DETERMINES SUCH AWARD IS APPROPRIATE. 

"(E) PENALTIES.-THE COURT IN ANY ACTION UNDER THIS SECTION TO APPLY 
CIVIL PENALTIES SHALL HAVE DISCRETION TO ORDER THAT SUCH CIVIL PENALTIES 
BE USED FOR PROJECTS THAT FURTHER THE POLICIES OF THIS TITLE. THE COURT 
SHALL OBTAIN THE VIEW OF THE ADMINISTRATOR IN EXERCISING SUCH DISCRETION 
AND SELECTING ANY SUCH PROJECTS. 

"(F) DAMAGES.-NO DAMAGES OF ANY KIND, WHETHER COMPENSATORY OR PUNITIVE, 
SHALL BE AWARDED IN ACTIONS BROUGHT PURSUANT TO THIS TITLE, 

"(G) ISOLATED INCI DENTS.-VIOLATIONS OF THE PROHIBITION SPECIFIED IN 
SECTION 2 8 0 1 ( B ) ( 1 ) BY AN INDIVIDUAL WITHIN A PUBLIC FACILITY OR ON 
FACILITY PROPERTY SHALL NOT BE CONSIDERED VIOLATIONS OF THIS TITLE ON THE 
PART OF THE RESPONSIBLE ENTITY I F SUCH VIOLATIONS-

" ( 1 ) ARE ISOLATED INCIDENTS THAT ARE NOT PART OF A PATTERN OF 
VIOLATIONS OF SUCH PROHIBITION; AND 

" ( 2 ) ARE NOT AUTHORIZED BY THE RESPONSIBLE ENTITY. 
"SEC. 2803. PREEMPTION. 

"No t h i n g i n t h i s t i t l e s h a l l preempt o r o t h e r w i s e a f f e c t any o t h e r 
F e d e r a l . S t a t e o r l o c a l law w h i c h p r o v i d e s p r o t e c t i o n from h e a l t h h a zards 
from e n v i r o n m e n t a l t o b a c c o smoke. 
"SEC. 2804. REGULATIONS. 

"The A d m i n i s t r a t o r i s a u t h o r i z e d t o p r o m u l g a t e such r e g u l a t i o n s as t h e 
A d m i n i s t r a t o r deems n e c e s s a r y t o c a r r y o u t t h i s t i t l e . 
"SEC. 2805. EFFECTIVE DATE. 

"The r e q u i r e m e n t s o f t h i s t i t l e s h a l l t a k e e f f e c t on t h e date t h a t i s 1 
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year a f t e r t h e d a t e o f t h e enactment o f the Smoke-Free Environment A c t o f 
1997. 

"SEC. 2806. DEFINITIONS. 
" I n t h i s t i t l e : 

" ( 1 ) ADMINISTRATOR.-THE TERM 'ADMINISTRATOR' MEANS THE 
ADMINISTRATOR OF THE ENVIRONMENTAL PROTECTION AGENCY. 

" ( 2 ) PUBLIC FACILITY.-THE TERM 'PUBLIC FACILITY' MEANS ANY BUILDING 
REGULARLY ENTERED BY 10 OR MORE INDIVIDUALS AT LEAST ONE DAY PER 
WEEK, INCLUDING ANY SUCH BUILDING OWNED BY OR LEASED TO A FEDERAL, 
STATE, OR LOCAL GOVERNMENT ENTITY. SUCH TERM SHALL NOT INCLUDE ANY 
BUILDING OR PORTION THEREOF REGULARLY USED FOR RESIDENTIAL PURPOSES. 

" ( 3 ) RESPONSIBLE ENTITY.-THE TERM 'RESPONSIBLE ENTITY' MEANS, WITH 
RESPECT TO ANY PUBLIC FACILITY, THE OWNER OF SUCH FACILITY, EXCEPT 
THAT IN THE CASE OF ANY SUCH FACILITY OR PORTION THEREOF WHICH IS 
LEASED, SUCH TERM MEANS THE LESSEE.". 

SEC. 3. PROHIBITIONS AGAINST SMOKING ON SCHEDULED FLIGHTS. 

(a) IN GENERAL.-Section 41706 o f t i t l e 49, U n i t e d S t a t e s Code, i s 
amended t o r e a d as f o l l o w s : 
"41706. P r o h i b i t i o n s a g a i n s t smoking on sc h e d u l e d f l i g h t s 

" ( a ) SMOKING PROHIBITION IN INTRASTATE AND INTERSTATE AIR 
TRANSPORTATION.-An i n d i v i d u a l may n o t smoke i n an a i r c r a f t on a s c h e d u l e d 
a i r l i n e f l i g h t segment i n i n t e r s t a t e a i r t r a n s p o r t a t i o n o r i n t r a s t a t e a i r 
t r a n s p o r t a t i o n . 

" ( b ) SMOKING P R O H I B I T I O N I N FOREIGN A I R TRANSPORTATION.-The S e c r e t a r y 

o f T r a n s p o r t a t i o n s h a l l r e q u i r e a l l a i r c a r r i e r s and f o r e i g n a i r c a r r i e r s 
t o p r o h i b i t , on and a f t e r t h e 120 t h day f o l l o w i n g the d a t e o f t h e 
enactment o f t h e Smoke-Free Environment Act of 1997, smoking i n any 
a i r c r a f t on a s c h e d u l e d a i r l i n e f l i g h t segment w i t h i n t h e U n i t e d S t a t e s 
or between a p l a c e i n t h e U n i t e d S t a t e s and a p l a c e o u t s i d e t h e U n i t e d 
S t a t e s . 

" ( c ) LIMITATION ON APPLI CABILITY.-Wlth r e s p e c t t o an a i r c r a f t o p e r a t e d 
by a f o r e i g n a i r c a r r i e r , t h e smoking p r o h i b i t i o n s c o n t a i n e d I n 
s u b s e c t i o n s ( a ) and (b) s h a l l a p p l y o n l y t o t h e passenger c a b i n and 
l a v a t o r y o f t h e a i r c r a f t . 

" ( d ) REGULATIONS.-The S e c r e t a r y s h a l l p r e s c r i b e r e g u l a t i o n s n e c e s s a r y 
t o c a r r y o u t t h i s s e c t i o n . " . 

(b) EFFECTIVE DATE.-The amendment made by s u b s e c t i o n (a) s h a l l t a k e 
e f f e c t on t h e 6 0 t h day f o l l o w i n g t h e date o f t h e enactment o f t h i s A c t . 
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M E M O R A N D U M 

TO: BRUCE REED, ELENA KAGAN 

FROM: TOM FREEDMAN, MARY L. SMITH 

RE: POSSIBLE TOBACCO BILLS 

DATE: JUNE 30, 1997 

I. SUMMARY 

The following provides a summary of government programs that provide assistance to 
tobacco farmers and that provide tax deductions for the tobacco industry. A list of bills from the 
104th Congress and 105th Congress that could be used to supplement or amend the tobacco 
proposal is also included. These bills either aflfect the tobacco industry in economic terms or 
apply to tobacco farmers. 

H. BACKGROUND ON TOBACCO FARMERS 

• Today the subsidies for tobacco farmers are relatively small. Direct subsidies ended in the 
1980s. Currently, the subsidies amount to a quota system in which the government 
licenses the right to grow tobacco and has a federal program to insure farmers against 
crop losses. The Department of Agriculture has budgeted $145 million for the insurance 
in the coming fiscal year. In years with no significant losses, the Department of 
Agriculture contributes little or nothing to the insurance pool. 

• North Carolina produces 52% of all domestically grown tobacco. There are 17,625 
tobacco farmers in North Carolina. However, tobacco accounts for only 6.5% of North 
Carolina's economy, or about $12 billion annually. 

• Federal, state, and local excise taxes collected on cigarettes totaled $13.1 billion. 

III. SOME GOVERNMENT PROGRAMS INVOLVING TOBACCO 

I . Tobacco Price-Support Program. This is a program that controls both how much 
tobacco farmers can sell and what price they get for it. In 1995, then Rep. Dick Durbin, in 
proposing a failed amendment to the Agriculture Department funding bill to eliminate this 
program, calculated that farmers who own tobacco quotas are allowed to gross $4,000 to 
$5,000 per acre, compared with corn farmers who gross one-tenth of that amount. In 
1995, under the program, the Agriculture Department paid $41.5 million a year for 
administrative costs for such things as setting the quota, for losses associated with federal 
crop insurance for tobacco, and for extension services. Opponents argued that if the 



tobacco-price support program were eliminated, the government could end up losing $1 
billion on the existing surplus. 

Tobacco insurance. The Federal government provides insurance, reinsurance, and 
noninsured crop disaster assistance for tobacco. 

Favorable tax deductions for tobacco advertising. The Internal Revenue Code of 1986 
allows the tobacco industry to take deductions for its advertising costs. 

IV. BILLS 

104th Congress 

1. S. 598; Sponsored by Senator Bill Bradley: Establishes in the Treasury a Tobacco 
Conversion Tmst Fund. Funds from increased taxes on tobacco will be made available to: 
(1) assist farmers in converting from tobacco to other crops and improve their access 

to markets for other crops; and 
(2) provide grants and loans, including assistance to convert from tobacco production, 

to communities and persons involved in tobacco growing and tobacco product 
manufacture who are adversely affected by the tax increase. 

Last status: referred to Senate Finance Committee. 

Copy attached. 

2 H.R. 2962; Sponsored by Rep. Paul McHale (D-PA). Bill to amend the IRS Code to 
disallow deductions for advertising expenses for tobacco products. 

Last status: referred to House Ways and Means Committee. 

105th Congress 

1. H.R. 1323; Sponsored by Rep. McHale (D-PA); 34 co-sponsors. A bill that amends 
the IRS Code to disallow deductions for advertising expenses for tobacco products. 

Last status: referred to committee. 

2 H.R. 1438 -Rep. Diana DeGette (D-CO), S. 643 - Senator Durbin (D-IL). A bill to 
prohibit the Federal Government from providing insurance, reinsurance, or noninsured 
crop disaster assistance for tobacco. 



Last status: referred to committee. 

H.R. 1826 - Sponsored by Rep. Elizaebeth Furse (D-OR). A bill to increase deficit-
reduction assessments for participants in the Federal price support program for tobacco 
and to extend the period during which such assessments will be collected. 

Last status: referred to committee. 

S.826; Sponsored by Senators Lautenberg (D-NJ), Durbin (D-IL), and Kerry (D-
MA). A bill to amend the Public Health Service Act to protect the public from health 
hazards caused by exposure to environmental tobacco smoke. This bill basically creates 
standards for smoke-free public places (which is also covered in the proposed resolution 
reached by the state attorney generals). Copy attached. 

Last status: referred to committee. 
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C o p y r i g h t ( c ) 1996 LEXIS-NEXIS, 
a d l v l s l on o f Reed E l s e v i e r I n c . A l l r i g h t s r e s e r v e d . 

B i l l T r a c k i n g Report 

1 0 4 t h Congress 
1 s t S e s s i o n 

U. S. Senate 

S 598 

1995 B i l l T r a c k i n g S. 598; 104 B i l l T r a c k i n g S. 598 

TOBACCO CONSUMPTION REDUCTION AND HEALTH IMPROVEMENT ACT OF 1995 

<=1> R e t r i e v e f u l l t e x t v e r s i o n 

DATE-INTRO: March 22. 1995 

LAST-ACTION-DATE: March 22, 1995 

STATUS: R e f e r r e d t o c o m m i t t e e 

SPONSOR: S e n a t o r B i l l B r a d l e y D-NJ 

TOTAL-COSPONSORS: 1 Cosponsors: 1 Democrats / 0 Repub l i c a n s 

SYNOPSIS: A b i l l t o amend t h e I n t e r n a l Revenue Code of 1986 t o I n c r e a s e the 
e x c i s e t a x e s on t o b a c c o p r o d u c t s , and t o use a p o r t i o n o f the r e s u l t i n g revenues 
t o fund a t r u s t f u n d f o r t o b a c c o d i v e r s i f i c a t i o n , and f o r a t h e r purposes. 

ACTIONS: Committee R e f e r r a l s : 
03/22/95 Senate F i n a n c e Committee 

L e g i s l a t i v e C h r o n o l o g y : 

1st S e s s i o n A c t i v i t y : 

03/22/95 141 Cong Rec S 4365 R e f e r r e d t o the Senate Finance Committee 
03/22/95 141 Cong Rec S 4381 Remarks by Sen. B r a d l e y NJ 

BILL-DIGEST: ( f r o m t h e CONGRESSIONAL RESEARCH SERVICE) 

Short t i t l e as i n t r o d u c e d : 

Tobacco Consumption R e d u c t i o n and H e a l t h Improvement Act o f 

1995 

Dig e s t : 

Tobacco Consumption R e d u c t i o n and H e a l t h Improvement Act o f 
1995 - Amends t h e I n t e r n a l Revenue Code t o i n c r e a s e t h e e x c i s e t a x 
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on: (1) c i g a r s ; (2) c i g a r e t t e s ; ( 3 ) c i g a r e t t e p a pers and t u b e s ; 
(4) s n u f f : and (5) chewing and p i p e t o b a c c o . Imposes a t a x on t h e 
f l o o r s t o c k s o f such t o b a c c o p r o d u c t s w h i c h a r e removed b e f o r e January 
1, 1996. Makes an e x c e p t i o n t o t h e i m p o s i t i o n o f such t a x f o r f l o o r 
s t o c k s o f such p r o d u c t s h e l d on such d a t e a t t h e p l a c e i n t e n d e d 
t o be s o l d a t r e t a i l . Imposes such t a x on such p r o d u c t s e n t e r e d 
i n t o t h e U n i t e d S t a t e s f r o m f o r e i g n t r a d e zones b e f o r e such d a t e . 
Imposes a t a x on r o l l - y o u r - o w n t o b a c c o m a n u f a c t u r e d i n o r i m p o r t e d 
i n t o t h e U n i t e d S t a t e s . 

E s t a b l i s h e s i n t h e T r e a s u r y t h e Tobacco C o n v e r s i o n T r u s t Fund, 
t o w h i c h t h e S e c r e t a r y o f t h e T r e a s u r y s h a l l t r a n s f e r an amount 
e q u i v a l e n t t o t h r e e p e r c e n t o f t h e n e t i n c r e a s e i n revenues a t t r i b u t a b l e 
t o t h e t a x i n c r e a s e s imposed by t h i s A c t . Makes Fund amounts a v a i l a b l e 
f o r e x p e n d i t u r e s f o r p r o v i d i n g : ( 1 ) a s s i s t a n c e t o f a r m e r s f o r c o n v e r s i o n 
from t o b a c c o g r o w i n g ( i n c l u d i n g Government purchase o f tobacco 

a l l o t m e n t s ) 

and I m p r o v i n g t h e i r access t o m a r k e t s f o r o t h e r c r o p s ; and ( 2 ) g r a n t s 
and l o a n s t o c o m m u n i t i e s and p e r s o n s i n v o l v e d i n tobacco g r o w i n g 
and t o b a c c o p r o d u c t m a n u f a c t u r e t o s u p p o r t economic d i v e r s i f i c a t i o n 
p l a n s . 

CRS Index Terms: 

T a x a t i o n 
A g r i c u l t u r a l economics 
A g r 1 c u 1 t u r a 1 
s u b s i d i e s 
A g r i c u l t u r e 
Budgets 
Business 
Ci g a r e t t e s 
D i v e r s i f i c a t i o n i n I n d u s t r y 
Drug abuse 
E x p o r t s 
Farm produce 

F e d e r a l a i d t o community development 
F o r e i g n t r a d e 
Free p o r t s and zones 
Government l e n d i n g 
Government t r u s t f u n d s 
G r a n t s - i n - a i d 
H e a l t h p o l i c y 
I m p o r t s 
M a r k e t i n g o f f a r m produce 
M e d i c a l c a r e 
Smokeless tobacc o 
Tax c r e d i t s 
Tax r a t e s 
Tobacco i n d u s t r y 
Tobacco t a x 
Trade 
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CO-SPONSORS: O r i g i n a l Cosponsors: 

L a u t e n b e r g D-NJ 
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FULL TEXT OF BILLS 

104TH CONGRESS; 1ST SESSION 
IN THE SENATE OF THE UNITED STATES 

AS INTRODUCED IN THE SENATE 

S. 598 

1995 S. 598: 104 S. 598 

SYNOPSIS: 

A BILL To amend t h e I n t e r n a l Revenue Code o f 1986 t o i n c r e a s e t h e e x c i s e t a x e s 
on tobacco p r o d u c t s , and t o use a p o r t i o n o f t h e r e s u l t i n g revenues t o f u n d a 
t r u s t f u n d f o r t o b a c c o d i v e r s i f i c a t i o n , and f o r o t h e r p urposes. 

DATE OF INTRODUCTION: MARCH 22, 1995 

DATE OF VERSION; MARCH 24, 1995 VERSION: 1 

SPONSOR(S): 

Mr. BRADLEY ( f o r h i m s e l f and Mr. LAUTENBERG) I n t r o d u c e d t h e f o l l o w i n g 
b i l l ; w h i c h was r e a d t w i c e and r e f e r r e d t o t h e Committee on Finance 

TEXT: 
* Be i t e n a c t e d by t h e Senate and House o f R e p r e s e n t a t i v e s o f t h e U n i t e d * 
• s t a t e s o f America i n Congress assembled. * 
SECTION 1. SHORT TITLE. 

T h i s A c t may be c i t e d as t h e "Tobacco Consumption R e d u c t i o n and H e a l t h 
Improvement A c t o f 1995". 
SEC. 2. INCREASE IN TAXES ON TOBACCO PRODUCTS, 

(a) IN GENERAL.-

(1) CIGARS.-Subsection (a) o f s e c t i o n 5701 o f the I n t e r n a l Revenue 
Code o f 1986 ( r e l a t i n g t o r a t e o f t a x on c i g a r s ) i s amended-

(A) by s t r i k i n g "$1,125 c e n t s per thousand (93.75 c e n t s p e r 
thou s a n d on c i g a r s removed d u r i n g 1991 and 1992)" i n p a r a g r a p h 
(1) and i n s e r t i n g "$5.8125 p e r thousand"; and 

(B) by s t r i k i n g p a r a g r a p h (2) and i n s e r t i n g t h e f o l l o w i n g new 
p a r a g r a p h : 

" ( 2 ) LARGE CIGARS.-ON CIGARS WEIGHING MORE THAN 3 POUNDS PER 
THOUSAND, A TAX EQUAL TO 65.875 PERCENT OF THE PRICE FOR WHICH SOLD 
BUT NOT MORE THAN 3155 PER THOUSAND." 

(2) CIGARETTES.-Subsection ( b ) o f s e c t i o n 5701 of such Code 
( r e l a t i n g t o r a t e o f t a x on c i g a r e t t e s ) i s amended-

(A) by s t r i k i n g "312 p e r thousand (310 per thousand on 
c i g a r e t t e s removed d u r i n g 1991 and 1992)" i n p a r a g r a p h (1) and 
i n s e r t i n g "$62 p e r t h o u s a n d " ; and 

(B) by s t r i k i n g "$25.20 p e r thousand ($21 per thousand on 
c i g a r e t t e s removed d u r i n g 1991 and 1992)" i n p a r a g r a p h (2) and 
i n s e r t i n g "$130.20 p e r t h o u s a n d " . 

(3) CIGARETTE PAPERS.-SUBSECTION (C) OF SECTION 5701 OF SUCH CODE 
(RELATING TO RATE OF TAX ON CIGARETTE PAPERS) IS AMENDED BY STRIKING 
"0.75 CENT (0.625 CENT ON CIGARETTE PAPERS REMOVED DURING 1991 OR 
1992)" AND INSERTING "3.875 CENTS". 

(4) CIGARETTE TUBES .-SUBSECTION (D) OF SECTION 5701 OF SUCH CODE 



PAGE 
S. 598 MARCH 24. 1995 -- VERSION: 1 

(RELATING TO RATE OF TAX ON CIGARETTE TUBES) IS AMENDED BY STRIKING 
"1.5 CENTS (1.25 CENTS ON CIGARETTE TUBES REMOVED DURING 1991 OR 
1992)" AND INSERTING "7.75 CENTS". 

(5) SNUFF.-Paragraph ( 1 ) o f s e c t i o n 5701(e) o f such Code ( r e l a t i n g 
t o r a t e o f t a x on smokeless t o b a c c o ) i s amended by s t r i k i n g "36 c e n t s 
(30 c e n t s on s n u f f removed d u r i n g 1991 o r 1992)" and I n s e r t i n g 
•'S1.86" . 

(6) CHEWING TOBACCO.-Paragraph (2) o f s e c t i o n 5701(e) o f such Code 
i s amended by s t r i k i n g "12 c e n t s (10 c e n t s on chewing tobac c o removed 
d u r i n g 1991 o r 199 2 ) " and I n s e r t i n g "62 c e n t s " . 

(7) PIPE TOBACCO.-Subsection ( f ) o f s e c t i o n 5701 o f such Code 
( r e l a t i n g t o r a t e o f t a x on p i p e t o b a c c o ) i s amended by s t r i k i n g 
"67.5 c e n t s (56.25 c e n t s on chewi n g t o b a c c o removed d u r i n g 1991 o r 
1992)" and I n s e r t i n g "$3.4875". 

(8) EFFECTIVE DATE.-The amendments made by t h i s s u b s e c t i o n s h a l l 
a p p l y w i t h r e s p e c t t o c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e 
t u b e s , s n u f f , chewing t o b a c c o , and p i p e tobacco removed a f t e r 
December 3 1 , 1995. 

(b) IMPOSITION OF EXCISE TAX ON MANUFACTURE OR IMPORTATION OF 
ROLL-YOUR-OWN TOBACCO.-

(1) IN GENERAL .-SECTION 5701 OF THE INTERNAL REVENUE CODE OF 1986 
(RELATING TO RATE OF TAX) IS AMENDED BY REDESIGNATING SUBSECTION (G) 
AS SUBSECTION (H) AND BY INSERTING AFTER SUBSECTION (F) THE FOLLOWING 
NEW SUBSECTION: 

"( 0 ) ROLL-YOUR-OWN TOBACCO.-ON ROLL-YOUR-OWN TOBACCO, MANUFACTURED IN 
OR IMPORTED INTO THE UNITED STATES, THERE SHALL BE IMPOSED A TAX OF $1.86 
PER POUND (AND A PROPORTIONATE TAX AT THE LIKE RATE ON ALL FRACTIONAL 
PARTS OF A POUND)." 

(2) ROLL-YOUR-OWN TOBACCO.-SECTION 5702 OF SUCH CODE (RELATING TO 
DEFINITIONS) IS AMENDED BY ADDING AT THE END THE FOLLOWING NEW 
SUBSECTION: 

"(P) ROLL-YOUR-OWN TOBACCO.-THE TERM 'ROLL-YOUR-OWN TOBACCO' MEANS ANY 
TOBACCO WHICH, BECAUSE OF ITS APPEARANCE. TYPE, PACKAGING, OR LABELING, 
IS SUITABLE FOR USE AND LIKELY TO BE OFFERED TO, OR PURCHASED BY, 
CONSUMERS AS TOBACCO FOR MAKING CIGARETTES." 

(3) TECHNICAL AMENDMENTS.-
(A) SUBSECTION (C) OF SECTION 5702 OF SUCH CODE IS AMENDED BY 

STRIKING "AND PIPE TOBACCO" AND INSERTING "PIPE TOBACCO. AND 
ROLL-YOUR-OWN TOBACCO". 

(B) SUBSECTION (D) OF SECTION 5702 OF SUCH CODE IS AMENDED-
( I ) IN THE MATERIAL PRECEDING PARAGRAPH ( 1 ) , BY STRIKING 

"OR PIPE TOBACCO" AND INSERTING "PIPE TOBACCO, OR 
ROLL-YOUR-OWN TOBACCO", AND 

( I I ) BY STRIKING PARAGRAPH (1) AND INSERTING THE FOLLOWING 
NEW PARAGRAPH: 

" ( 1 ) A PERSON WHO PRODUCES CIGARS, CIGARETTES. SMOKELESS TOBACCO, 
PIPE TOBACCO, OR ROLL-YOUR-OWN TOBACCO SOLELY FOR THE PERSON'S OWN 
PERSONAL CONSUMPTION OR USE, AND". 

(C) THE CHAPTER HEADING FOR CHAPTER 52 OF SUCH CODE IS AMENDED 
TO READ AS FOLLOWS: 

"CHAPTER 52-TOBACCO PRODUCTS AND CIGARETTE PAPERS AND TUBES". 
(D) The t a b l e o f c h a p t e r s f o r s u b t i t l e E o f such Code i s 

amended by s t r i k i n g t h e i t e m r e l a t i n g t o c h a p t e r 52 and I n s e r t i n g 
t h e f o l l o w i n g new i t e m : 

"CHAPTER 52. Tobacco p r o d u c t s and c i g a r e t t e papers and t u b e s . " 
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(4) EFFECTIVE DATE.-
(A) IN GENERAL.-THE AMENDMENTS MADE BY THIS SUBSECTION SHALL 

APPLY TO ROLL-YOUR-OWN TOBACCO REMOVED (AS DEFINED IN SECTION 
5702 (P) OF THE INTERNAL REVENUE CODE OF 1986, AS ADDED BY THIS 
SUBSECTION) AFTER DECEMBER 3 1 , 1995. 

(B) TRANSITIONAL RULE.-ANY PERSON WHO-

( I ) ON THE DATE OF THE ENACTMENT OF THIS ACT IS ENGAGED IN 
BUSINESS AS A MANUFACTURER OF ROLL-YOUR-OWN TOBACCO OR AS AN 
IMPORTER OF TOBACCO PRODUCTS OR CIGARETTE PAPERS AND TUBES, 
AND 

( I I ) BEFORE JANUARY 1, 1996, SUBMITS AN APPLICATION UNDER 
SUBCHAPTER B OF CHAPTER 52 OF SUCH CODE TO ENGAGE IN SUCH 
BUSINESS, 

MAY, NOTWITHSTANDING SUCH SUBCHAPTER B, CONTINUE TO ENGAGE IN 
SUCH BUSINESS PENDING FINAL ACTION ON SUCH APPLICATION, PENDING 
SUCH FINAL ACTION, ALL PROVISIONS OF SUCH CHAPTER 52 SHALL APPLY 
TO SUCH APPLICANT IN THE SAME MANNER AND TO THE SAME EXTENT AS I F 
SUCH APPLICANT WERE A HOLDER OF A PERMIT UNDER SUCH CHAPTER 52 TO 
ENGAGE IN SUCH BUSINESS. 

(C) FLOOR STOCKS.-

(1) IMPOSITION OF TAX.-On c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, 
c i g a r e t t e t u b e s , s n u f f , chewing t o b a c c o , and p i p e to b a c c o 
m a n u f a c t u r e d i n o r I m p o r t e d i n t o t h e U n i t e d S t a t e s w h i c h i s removed 
b e f o r e January 1, 1996, and h e l d on such d a t e f o r s a l e by any p e r s o n , 
t h e r e s h a l l be imposed t h e f o l l o w i n g t a x e s : 

(A) SMALL CIGARS.-On c i g a r s , w e i g h i n g n o t more t h a n 3 pounds 
pe r t h o u s a n d , $4.6875 p e r thousan d . 

(B) LARGE CIGARS.-On c i g a r s , w e i g h i n g more t h a n 3 pounds per 
thousand, a t a x e q u a l t o 53.125 p e r c e n t o f t h e p r i c e f o r wh i c h 
s o l d , b u t n o t more t h a n $125 per thousand. 

(C) SMALL CIGARETTES.-On c i g a r e t t e s , w e i g h i n g n o t more th a n 3 
pounds per th o u s a n d . $50 p e r thousand. 

(D) LARGE CIGARETTES.-On c i g a r e t t e s , w e i g h i n g more t h a n 3 
pounds per th o u s a n d , $105 p e r thousa n d ; e x c e p t t h a t , i f more t h a n 
6 1/2 i n c h e s i n l e n g t h , t h e y s h a l l be t a x a b l e a t t h e r a t e 
p r e s c r i b e d f o r c i g a r e t t e s w e i g h i n g n o t more t h a n 3 pounds p e r 
thou s a n d , c o u n t i n g each 2 3/4 I n c h e s , o r f r a c t i o n t h e r e o f , o f 

th e l e n g t h o f each as one c i g a r e t t e . 
(E) CIGARETTE PAPERS.-ON CIGARETTE PAPERS, 3.125 CENTS FOR EACH 

50 PAPERS OR FRACTIONAL PART THEREOF: EXCEPT THAT, I F CIGARETTE 
PAPERS MEASURE MORE THAN 6 1/2 INCHES IN LENGTH, THEY SHALL BE 
TAXABLE AT THE RATE PRESCRIBED, COUNTING EACH 2 3/4 INCHES, OR 
FRACTION THEREOF, OF THE LENGTH OF EACH AS ONE CIGARETTE PAPER. 

(F) CIGARETTE TUBES.-ON CIGARETTE TUBES, 6.25 CENTS FOR EACH 50 
TUBES OR FRACTIONAL PART THEREOF; EXCEPT THAT, I F CIGARETTE TUBES 
MEASURE MORE THAN 6 1/2 INCHES IN LENGTH, THEY SHALL BE TAXABLE 
AT THE RATE PRESCRIBED, COUNTING EACH 2 3/4 INCHES, OR FRACTION 
THEREOF, OF THE LENGTH OF EACH AS ONE CIGARETTE TUBE. 

(G) SNUFF.-On s n u f f . $1.50 per pound and a p r o p o r t i o n a t e t a x a t 
the l i k e r a t e on a l l f r a c t i o n a l p a r t s o f a pound. 

(H) CHEWING TOBACCO.-On chewing t o b a c c o . 50 c e n t s per pound and 
a p r o p o r t i o n a t e t a x a t t h e l i k e r a t e on a l l f r a c t i o n a l p a r t s o f a 
pound. 

( I ) PIPE TOBACCO.-On p i p e t o b a c c o . 32.8125 p e r pound and a 
p r o p o r t i o n a t e t a x a t t h e l i k e r a t e on a l l f r a c t i o n a l p a r t s o f a 
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pound. 

(2) L I A B I L I T Y FOR TAX AND METHOD OF PAYMENT.-
(A) L I A B I L I T Y FOR TAX.-A p e r s o n h o l d i n g c i g a r s , c i g a r e t t e s , 

c i g a r e t t e paper, c i g a r e t t e t u b e s , s n u f f , chewing t o b a c c o , and 
p i p e t o b a c c o on Janu a r y 1, 1996, t o w h i c h any t a x Imposed by 
p a r a g r a p h (1) a p p l i e s s h a l l be l i a b l e f o r such t a x . 

(B) METHOD OF PAYMENT.-The t a x Imposed by p a r a g r a p h (1) s h a l l 
be t r e a t e d as a t a x Imposed under s e c t i o n 5701 o f t h e I n t e r n a l 
Revenue Code o f 1986 and s h a l l be due and p a y a b l e on F e b r u a r y 15, 
1996, i n t h e same manner as t h e t a x Imposed under such s e c t i o n i s 
p a y a b l e w i t h r e s p e c t t o c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, 
c i g a r e t t e t u b e s , s n u f f , chewing t o b a c c o , and p i p e t o b a c c o removed 
on J a n u a r y 1, 1996. 

(3) CIGARS, CIGARETTES, CIGARETTE PAPER, CIGARETTE TUBES, SNUFF, 
CHEWING TOBACCO. AND PIPE TOBACCO.-For purposes o f t h i s s u b s e c t i o n , 
t h e t e r ms " c i g a r " , " c i g a r e t t e " , " c i g a r e t t e paper", " c i g a r e t t e t u b e s " , 
" s n u f f " , "chewing t o b a c c o " , and " p i p e t o b a c c o " s h a l l have t h e meaning 
g i v e n t o such terms by s u b s e c t i o n s ( a ) , ( b ) , ( e ) , and ( g ) , p a r a g r a p h s 
(2) and (3) o f s u b s e c t i o n ( n ) , and s u b s e c t i o n (o) o f s e c t i o n 5702 o f 
th e I n t e r n a l Revenue Code o f 1986, r e s p e c t i v e l y . 

( 4 ) EXCEPTION FOR RETAIL STOCKS.-The t a x e s Imposed by p a r a g r a p h (1) 
s h a l l n o t a p p l y t o c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e 
t u b e s , s n u f f , chewing t o b a c c o , and p i p e to b a c c o i n r e t a i l s t o c k s h e l d 
on J a n u a r y 1, 1996, a t t h e p l a c e where i n t e n d e d t o be s o l d a t r e t a i l . 

(5) FOREIGN TRADE ZONES.-Notwithstandlng t h e A c t o f June 18, 1934 
(19 U.S.C. 81a e t seq.) o r any o t h e r p r o v i s i o n o f law-

(A) c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e t u b e s , 
s n u f f , chewing t o b a c c o , and p i p e t o b a c c o -

( i ) on w h i c h t a x e s imposed by F e d e r a l law are d e t e r m i n e d , 
o r customs d u t i e s a r e l i q u i d a t e d , by a customs o f f i c e r 
p u r s u a n t t o a r e q u e s t made under t h e f i r s t p r o v i s o o f s e c t i o n 
3 ( a ) o f t h e A c t o f June 18, 1934 (19 U.S.C. 8 1 c ( a ) ) b e f o r e 
J a n u a r y 1. 1996. and 

( i i ) w h i c h are e n t e r e d i n t o t h e customs t e r r i t o r y o f t h e 
U n i t e d S t a t e s on o r a f t e r January 1, 1996, fr o m a f o r e i g n 
t r a d e zone, and 

(B) c i g a r s , c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e t u b e s , 
s n u f f , chewing t o b a c c o , and p i p e to b a c c o w h i c h -

( i ) a r e p l a c e d under t h e s u p e r v i s i o n o f a customs o f f i c e r 
p u r s u a n t t o t h e p r o v i s i o n s o f t h e second p r o v i s o o f s e c t i o n 
3 ( a ) o f t h e A c t o f June 18, 1934 (19 U,S.C. 8 1 c ( a ) ) b e f o r e 
J a n u a r y 1, 1996. and 

( i l ) a r e e n t e r e d i n t o t h e customs t e r r i t o r y o f t h e U n i t e d 
S t a t e s on o r a f t e r J a n u a r y 1, 1996, from a f o r e i g n t r a d e 
z one , 

s h a l l be s u b j e c t t o t h e t a x imposed by p a r a g r a p h (1) and such c i g a r s , 
c i g a r e t t e s , c i g a r e t t e paper, c i g a r e t t e t u b e s , s n u f f , chewing t o b a c c o , 
and p i p e t o b a c c o s h a l l , f o r purposes o f p a r a g r a p h ( 1 ) . be t r e a t e d as 
b e i n g h e l d on Janu a r y 1. 1996, f o r s a l e , 

(d) ESTABLISHMENT OF TRUST FUND.-
(1) IN GENERAL.-SUBCHAPTER A OF CHAPTER 98 OF THE INTERNAL REVENUE 

CODE OF 1986 (RELATING TO TRUST FUND CODE) IS AMENDED BY ADDING AT 
THE END THE FOLLOWING NEW SECTION: 

'SEC. 9512. TOBACCO CONVERSION TRUST FUND. 
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" ( a ) CREATION OF TRUST FUND.-THERE IS ESTABLISHED IN THE TREASURY OF 
THE UNITED STATES A TRUST FUND TO BE KNOWN AS THE 'TOBACCO CONVERSION 
TRUST FUND' (HEREAFTER REFERRED TO IN THIS SECTION AS THE 'TRUST FUND'), 
CONSISTING OF SUCH AMOUNTS AS MAY BE APPROPRIATED OR CREDITED TO THE 
TRUST FUND AS PROVIDED IN THIS SECTION OR SECTION 96 0 2 ( B ) . 

"(B) TRANSFERS TO TRUST FUND.-THE SECRETARY SHALL TRANSFER TO THE TRUST 
FUND AN AMOUNT EQUIVALENT TO 3 PERCENT OF THE NET INCREASE IN REVENUES 
RECEIVED IN THE TREASURY ATTRIBUTABLE TO THE AMENDMENTS MADE TO SECTION 
5701 BY SUBSECTIONS (A) AND (B) OF SECTION 2 AND THE PROVISIONS CONTAINED 
IN SECTION 2(C) OF THE TOBACCO CONSUMPTION REDUCTION AND HEALTH 
IMPROVEMENT ACT OF 1995, AS ESTIMATED BY THE SECRETARY. 

"(C) DISTRIBUTION OF AMOUNTS IN TRUST FUND.-AMOUNTS IN THE TRUST FUND 
SHALL BE AVAILABLE TO THE SECRETARY OF AGRICULTURE. AS PROVIDED BY 
APPROPRIATION ACTS, FOR MAKING EXPENDITURES FOR PURPOSES OF-

" ( 1 ) PROVIDING ASSISTANCE TO FARMERS IN CONVERTING FROM TOBACCO TO 
OTHER CROPS AND IMPROVING THE ACCESS OF SUCH FARMERS TO MARKETS FOR 
OTHER CROPS, AND 

" ( 2 ) PROVIDING GRANTS OR LOANS TO COMMUNITIES, AND PERSONS INVOLVED 
IN THE PRODUCTION OR MANUFACTURE OF TOBACCO OR TOBACCO PRODUCTS, TO 
SUPPORT ECONOMIC DIVERSIFICATION PLANS THAT PROVIDE ECONOMIC 
ALTERNATIVES TO TOBACCO TO SUCH COMMUNITIES AND PERSONS. 

THE ASSISTANCE REFERRED TO IN PARAGRAPH (1) MAY INCLUDE GOVERNMENT 
PURCHASE OF TOBACCO ALLOTMENTS FOR PURPOSES OF RETIRING SUCH ALLOTMENTS 
FROM ALLOTMENT HOLDERS AND FARMERS WHO CHOOSE TO TERMINATE THEIR 
INVOLVEMENT IN TOBACCO PRODUCTION." 

(2) CLERICAL AMENDMENT.-The t a b l e o f s e c t i o n s f o r such s u b c h a p t e r A 
i s amended by a d d i n g a t t h e end t h e f o l l o w i n g new i t e m : 

"Sec. 9512. Tobacco C o n v e r s i o n T r u s t Fund." 

LOAD-DATE: March 27, 1995 
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SYNOPSIS: 

A BILL To amend t h e P u b l i c H e a l t h S e r v i c e Act t o p r o t e c t t h e p u b l i c from h e a l t h 
hazards caused by ex p o s u r e t o e n v i r o n m e n t a l tobacco smoke, and f o r o t h e r 
purposes . 

DATE OF INTRODUCTION: JUNE 3, 1997 

DATE OF VERSION: JUNE 5, 1997 -- VERSION: 1 

3PONSOR(S): 

Mr, LAUTENBERG (FOR HIMSELF, MR. DURBIN, and Mr. KERRY o f Ma s s a c h u s e t t s ) 
i n t r o d u c e d t h e f o l l o w i n g b i l l ; w h i c h was read t w i c e and r e f e r r e d t o t h e 

Committee on E n v i r o n m e n t and P u b l i c Works 

TEXT: 

* Be i t e n a c t e d by t h e Senate and House o f R e p r e s e n t a t i v e s o f the U n i t e d ' 
• S t a t e s o f America i n Congress assembled. * 
SECTION 1. SHORT TITLE. 

T h i s A c t may be c i t e d as t h e "Smoke-Free Environment Act of 1997". 
SEC. 2. SMOKE-FREE ENVIRONMENT POLICY. 

The P u b l i c H e a l t h S e r v i c e A c t (42 U.S.C. 201 e t seq.) I s amended by 
adding a t t h e end t h e f o l l o w i n g : 

"TITLE XXVIII-SMOKE-FREE ENVIRONMENTS 
"SEC. 2801. SMOKE-FREE ENVIRONMENT POLICY. 

" ( a ) POLICY REQUIRED.-IN ORDER TO PROTECT CHILDREN AND ADULTS FROM 
;ANCER, RESPIRATORY DISEASE, HEART DISEASE, AND OTHER ADVERSE HEALTH 
EFFECTS FROM BREATHING ENVIRONMENTAL TOBACCO SMOKE, THE RESPONSIBLE 
ENTITY FOR EACH PUBLIC FACILITY SHALL ADOPT AND IMPLEMENT AT SUCH 
FACILITY A SMOKE-FREE ENVIRONMENT POLICY WHICH MEETS THE REQUIREMENTS OF 
SUBSECTION ( B ) . 

"(B) ELEMENTS OF POLICY.-EACH SMOKE-FREE ENVIRONMENT POLICY FOR A 
PUBLIC FACILITY SHALL-

" ( 1 ) PROHIBIT THE SMOKING OF CIGARETTES, CIGARS, AND PIPES, AND ANY 
OTHER COMBUSTION OF TOBACCO, WITHIN THE FACILITY AND ON FACILITY 
PROPERTY WITHIN THE IMMEDIATE VICINITY OF THE ENTRANCE TO THE 
FACILITY; AND 

" ( 2 ) POST A CLEAR AND PROMINENT NOTICE OF THE SMOKING PROHIBITION 
IN APPROPRIATE AND VISIBLE LOCATIONS AT THE PUBLIC FACILITY. 

rHE POLICY MAY PROVIDE AN EXCEPTION TO THE PROHIBITION SPECIFIED IN 
PARAGRAPH (1) FOR ONE OR MORE SPECIALLY DESIGNATED SMOKING AREAS WITHIN A 
'UBLIC FACILITY I F SUCH AREA OR AREAS MEET THE REQUIREMENTS OF SUBSECTION 
;c ). 
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"(C) SPECIALLY DESIGNATED SMOKING AREAS.-A SPECIALLY DESIGNATED SMOKING 
AREA MEETS THE REQUIREMENTS OF THIS SUBSECTION I F I T SATISFIES EACH OF 
THE FOLLOWING CONDITIONS: 

" ( 1 ) THE AREA IS VENTILATED IN ACCORDANCE WITH SPECIFICATIONS 
PROMULGATED BY THE ADMINISTRATOR THAT ENSURE THAT AIR FROM THE AREA 
IS DIRECTLY EXHAUSTED TO THE OUTSIDE AND DOES NOT RECIRCULATE OR 
DRIFT TO OTHER AREAS WITHIN THE PUBLIC FACILITY. 

" ( 2 ) NONSMOKING INDIVIDUALS DO NOT HAVE TO ENTER THE AREA FOR ANY 
PURPOSE. 

" ( 3 ) CHILDREN UNDER THE AGE OF 15 ARE PROHIBITED FROM ENTERING THE 
AREA. 

"SEC. 2802. CITIZEN ACTIONS. 

" ( a ) IN GENERAL.-AN ACTION MAY BE BROUGHT TO ENFORCE THE REQUIREMENTS 
OF THIS TITLE BY ANY AGGRIEVED PERSON, ANY STATE OR LOCAL GOVERNMENT 
AGENCY, OR THE ADMINISTRATOR. 

"(B) VENUE.-ANY ACTION TO ENFORCE THIS TITLE MAY BE BROUGHT IN ANY 
UNITED STATES DISTRICT COURT FOR THE DISTRICT IN WHICH THE DEFENDANT 
RESIDES OR IS DOING BUSINESS TO ENJOIN ANY VIOLATION OF THIS TITLE OR TO 
IMPOSE A C I V I L PENALTY FOR ANY SUCH VIOLATION IN THE AMOUNT OF NOT MORE 
THAN 35,000 PER DAY OF VIOLATION. THE DISTRICT COURTS SHALL HAVE 
JURISDICTION. WITHOUT REGARD TO THE AMOUNT IN CONTROVERSY OR THE 
CITIZENSHIP OF THE PARTIES, TO ENFORCE THIS TITLE AND TO IMPOSE CIVIL 
PENALTIES UNDER THIS TITLE. 

"(C) NOTICE.-AN AGGRIEVED PERSON SHALL GIVE ANY ALLEGED VIOLATOR NOTICE 
OF AT LEAST 60 DAYS PRIOR TO COMMENCING AN ACTION UNDER THIS SECTION. NO 
ACTION MAY BE COMMENCED BY AN AGGRIEVED PERSON UNDER THIS SECTION I F SUCH 
ALLEGED VIOLATOR COMPLIES WITH THE REQUIREMENTS OF THIS TITLE WITHIN SUCH 
60-DAY PERIOD AND THEREAFTER. 

"(D) COSTS.-THE COURT, IN ISSUING ANY FINAL ORDER IN ANY ACTION BROUGHT 
PURSUANT TO THIS SECTION. MAY AWARD COSTS OF LITIGATION (INCLUDING 
REASONABLE ATTORNEY AND EXPERT WITNESS FEES) TO ANY PREVAILING PARTY, 
WHENEVER THE COURT DETERMINES SUCH AWARD IS APPROPRIATE. 

"(E) PENALTIES.-THE COURT IN ANY ACTION UNDER THIS SECTION TO APPLY 
CIVIL PENALTIES SHALL HAVE DISCRETION TO ORDER THAT SUCH CI V I L PENALTIES 
BE USED FOR PROJECTS THAT FURTHER THE POLICIES OF THIS TITLE. THE COURT 
SHALL OBTAIN THE VIEW OF THE ADMINISTRATOR IN EXERCISING SUCH DISCRETION 
AND SELECTING ANY SUCH PROJECTS. 

"(F) DAMAGES.-NO DAMAGES OF ANY KIND, WHETHER COMPENSATORY OR PUNITIVE, 
SHALL BE AWARDED IN ACTIONS BROUGHT PURSUANT TO THIS TITLE, 

"(G) ISOLATED INCI DENTS.-VIOLATIONS OF THE PROHIBITION SPECIFIED IN 
SECTION 2 8 0 1 ( B ) ( 1 ) BY AN INDIVIDUAL WITHIN A PUBLIC FACILITY OR ON 
FACILITY PROPERTY SHALL NOT BE CONSIDERED VIOLATIONS OF THIS TITLE ON THE 
PART OF THE RESPONSIBLE ENTITY I F SUCH VIOLATIONS-

" ( 1 ) ARE ISOLATED INCIDENTS THAT ARE NOT PART OF A PATTERN OF 
VIOLATIONS OF SUCH PROHIBITION; AND 

" ( 2 ) ARE NOT AUTHORIZED BY THE RESPONSIBLE ENTITY. 
"SEC. 2803. PREEMPTION. 

" N o t h i n g i n t h i s t i t l e s h a l l preempt o r o t h e r w i s e a f f e c t any o t h e r 
F e d e r a l . S t a t e o r l o c a l law w h i c h p r o v i d e s p r o t e c t i o n f r o m h e a l t h hazards 
from e n v i r o n m e n t a l t o b a c c o smoke. 
"SEC. 2804. REGULATIONS. 

"The A d m i n i s t r a t o r i s a u t h o r i z e d t o p r o m u l g a t e such r e g u l a t i o n s as the 
A d m i n i s t r a t o r deems n e c e s s a r y t o c a r r y o u t t h i s t i t l e . 
"SEC. 2805. EFFECTIVE DATE. 

"The r e q u i r e m e n t s o f t h i s t i t l e s h a l l t a k e e f f e c t on t h e d a t e t h a t i s 1 
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year a f t e r t h e d a t e o f t h e enactment o f the Smoke-Free Environment A c t o f 
1997. 
"SEC. 2806. DEFINITIONS. 

" I n t h i s t i t l e : 
" ( 1 ) ADMINISTRATOR.-THE TERM 'ADMINISTRATOR' MEANS THE 

ADMINISTRATOR OF THE ENVIRONMENTAL PROTECTION AGENCY. 

" ( 2 ) PUBLIC FACILITY.-THE TERM 'PUBLIC FACILITY' MEANS ANY BUILDING 
REGULARLY ENTERED BY 10 OR MORE INDIVIDUALS AT LEAST ONE DAY PER 
WEEK, INCLUDING ANY SUCH BUILDING OWNED BY OR LEASED TO A FEDERAL, 
STATE, OR LOCAL GOVERNMENT ENTITY. SUCH TERM SHALL NOT INCLUDE ANY 
BUILDING OR PORTION THEREOF REGULARLY USED FOR RESIDENTIAL PURPOSES. 

" ( 3 ) RESPONSIBLE ENTITY.-THE TERM 'RESPONSIBLE ENTITY' MEANS. WITH 
RESPECT TO ANY PUBLIC FACILITY, THE OWNER OF SUCH FACILITY, EXCEPT 
THAT IN THE CASE OF ANY SUCH FACILITY OR PORTION THEREOF WHICH IS 
LEASED, SUCH TERM MEANS THE LESSEE.". 

SEC. 3. PROHIBITIONS AGAINST SMOKING ON SCHEDULED FLIGHTS. 

(a) IN GENERAL.-Section 41706 o f t i t l e 49. U n i t e d s t a t e s Code, i s 
amended t o re a d as f o l l o w s : 
"41706. P r o h i b i t i o n s a g a i n s t smoking on sc h e d u l e d f l i g h t s 

" ( a ) SMOKING PROHIBITION IN INTRASTATE AND INTERSTATE AIR 
TRANSPORTATION.-An i n d i v i d u a l may n o t smoke i n an a i r c r a f t on a sc h e d u l e d 
a i r l i n e f l i g h t segment I n i n t e r s t a t e a i r t r a n s p o r t a t i o n o r I n t r a s t a t e a i r 
t r a n s p o r t a t i o n . 

" ( b ) SMOKING PROHIBITION IN FOREIGN AIR TRANSPORTATION.-The S e c r e t a r y 
o f T r a n s p o r t a t i o n s h a l l r e q u i r e a l l a i r c a r r i e r s and f o r e i g n a i r c a r r i e r s 
t o p r o h i b i t , on and a f t e r t h e 120 t h day f o l l o w i n g t h e d a t e o f t h e 
enactment o f t h e Smoke-Free Environment Act o f 1997, smoking i n any 
a i r c r a f t on a s c h e d u l e d a i r l i n e f l i g h t segment w i t h i n t h e U n i t e d S t a t e s 
or between a p l a c e i n t h e U n i t e d S t a t e s and a p l a c e o u t s i d e t h e U n i t e d 
S t a t e s . 

" ( c ) LIMITATION ON APPLICABILITY.-With r e s p e c t t o an a i r c r a f t o p e r a t e d 
by a f o r e i g n a i r c a r r i e r , t h e smoking p r o h i b i t i o n s c o n t a i n e d i n 
s u b s e c t i o n s (a) and (b) s h a l l a p p l y o n l y t o the passenger c a b i n and 
l a v a t o r y o f t h e a i r c r a f t . 

" ( d ) REGULATIONS.-The S e c r e t a r y s h a l l p r e s c r i b e r e g u l a t i o n s n e c e s s a r y 
t o c a r r y o u t t h i s s e c t i o n . " . 

(b) EFFECTIVE DATE.-The amendment made by s u b s e c t i o n (a) s h a l l t a k e 
e f f e c t on t h e 6 0 t h day f o l l o w i n g t h e date o f t h e enactment o f t h i s A c t . 
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OUTLINE FOR TOBACCO BRIEFING 

I. Should the $1.50 increase be only from the settlement or other factors? 

President said "up to $1.50." 

Should be real settlement costs. 

Industry estimates show non-settlement costs could easily eat up all but .62 of the 1.50 
increase. Inflation is particularly important. 

II. What are the effects of different levels of price increase on consumption? How does it 
effect industry profitability? 

Starting at about $1 where teen smoking has diminished by 30%, rates drop by 5-6%) 
every 25 cents up to $2.00. At $3 there is a 66% decrease. 

Legislatively reduced prices lead (minus decrease ads and legal costs) to 10-17% lower 
profits. 

FTC analysis shows that industry would increase prices above settlement costs. A 200% 
pass through of settlement costs to prices leads to a present value of after tax profits 
increases by about 78%. 

Liability protection would lead to rising stock prices alone. 

Tobacco farmers would suffer lower value quotas as cigarette prices rise. 

Wholesalers/retailers suffer from reduced demand, possible penalties, loss of point of sale 
advertising. 

Local/state excise taxes will diminish depending on the size of the excise tax. 

III. Does the rate that prices increase make a difference? 

This analysis didn't assume a sudden increase would have a different effect from an 
incremental one. 

Arguably a sudden increase could have a shock effect, altematively people may be better 
at adjusting their behavior over time. 

Also sharp increases may lead to smuggling problems. 
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IV. Three possible approaches: (a) companies pay per pack into fund; (b) an excise tax, (c) 
public health user fee per pack, please discuss. 

A. Antitmst exemption so that the tobacco companies can pay per pack increases into 
settlement fund is not warranted. 

—even without an antitmst exemption, the cigarette manufacturers will raise prices to the 
amount of the settlement or greater than the settlement. 

—FTC report concluded that there was insufficient justification for an antitmst exemption 
even unrelated to price such as achieving the goal of reducing youth smoking or as an 
exchange with the tobacco companies for the possibility that the settlements restrictions 
may be mled unconstitutional. 

B. A volume-adjusted penalty, excise tax, or per pack charge are effectively identical from a 
consumer point of view. 

C. The current net stream of govemment revenue as envisioned by the settlement is 
substantially smaller than the face value contained in the settlement, and will decline over 
time. 

—If objective is to fund public health programs, the payment should rise over time in line 
with the needs of the programs. By analogy, other entitlement programs have 
experienced rates of growth far in excess of inflation rates. 

How big a price increase is necessary to achieve the youth smoking targets? 

Price increases due to inflation alone will not help meet youth targets. 

About $1.45 in fifth year to achieve 30% reduction; about $2.40 in seventh year to 
achieve 50% reduction; and about $3.00 per pack in tenth year to achieve 60% reduction 
(These estimates do not include any effect from non-price aspects such as access and 
advertising restrictions). 

Comprehensive and stronglv enforced restrictions on youth access to cigarettes could 
have significant effects on reducing underage use of cigarettes; might need incentives for 
communities to make compliance efforts; perhaps 20 to 40% reductions if strong 
enforcement of access restrictions. 

Advertising restrictions are less clear on reducing youth smoking —the conclusions of 
several studies on advertising restrictions varies. 
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VI. How big a price increase to offset costs of smoking-related illnesses to the Federal 
government? 

A. Medicare: costs of smoking-related illnesses are unclear because lower costs of 
healthier population are offset by increased life expectancies associated with 
reduced rates of smoking. 

B. Medicaid. Veterans benefits, and FEHBP: costs unclear for the same reasons as 
for Medicare. 

C. TRICARE for active-duty military (formerly known as CHAMPUS): more direct 
cost savings because this program serves a population under the age of 65. 

VII. What are implications of $1.50 price increase for cigarette consumption, smoking 
rates, industry profitability, farmers, retailers, and wholesalers for different 
combinations of penalties and price increases? 

President called for increase of up to $1.50 per pack. 

Penalties will lead the industry to deter youth smoking (if it is able to do so) through 
non-price mechanisms if penalties are larger than the profits eamed from youth smoking. 

Tension between fighting smoking and having stable fijnding stream. 

Administrative problems with relying solely on penalties as a means of raising settlement 
revenues. Issues re: reliability of youth smoking rates contained in surveys. 

VIII. Ways to structure look-back penalties for missing youth smoking targets. 

A mix of industry-wide and company-specific penalties would provide the best 
incentives; industry-wide penalties would promote efforts by all companies to reduce 
underage smoking; company-specific penalties would eliminate incentive for company to 
keep selling to youth and only pay part of penalty. 

Substantial economic justification for de minimus exception assuming there is a 
"hard-core" group of youths that companies have no control over, regardless of the 
companies' actions. 

One-time payment in year after target missed based on number of packs sold in previous 
year provides a known revenue vs. Per-pack taxes in year after target missed provides 
unknown revenue because level of sales is unknown when tax rate is instituted. 
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Difficulty in assessing different taxes on different brands. 

Non-linear penalties provide the greatest incentives -i.e., penalties should increase as 
non-compliance rises. 
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TO: 
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RE: 

TOM FREEDMAN, MARY SMITH 

JULIE MIKUTA 

TOBACCO MONEY 

DATE: JUNE 26,1997 

SUMMARY 

This memo summarizes the bills that have been introduced recently in Congress, two studies of 
political contributions made by the tobacco industry, and a study of corporate tax breaks. 

CONGRESSIONAL ACTIVITY 

These are some of the tobacco-related bills that have been introduced recently. All the these bills 
are in the accompanying folder, and can be accessed on the Web at: http://thonias.loc.gov 

Bill 
Number 

Sponsor Date Description 

S.804; 
similar to 
H.R.1455, 
4/6/95, 
Rep Stark 

Sen Bradley 5/15/95 to amend the Tax Code of 1986 to increase the 
excise taxes on tobacco products, and to use a 
portion of the resulting revenues to fund a Tobacco 
Conversion Tmst Fund; H.R.1455 also includes an 
additional tax on packs of cigarettes containing 
fewer than 20 cigarettes. 

H.R.3954 
similar to 
S1123, 
8/4/95, Sen 
Bingaman 

Rep Fox 8/2/96 to restrict the access of youth to tobacco products 
by: prohibiting the use of vending machines to sell 
tobacco products; declaring tobacco an unmailable 
product; prohibiting the distribution of tobacco 
products to areas where youth have access; requiring 
retailers and their employees to sign an amiual 
certification of a knowledge of the minimum age and 
to conduct all tobacco sales face-to-face; and other 
similar strategies 

H.R.636 Rep Kildee 1/23/95 to amend the Fair Labor Standards Act of 1938 to 
eliminate the partial overtime exemption for 
employees that produce green and cigar leaf tobacco 



S.828 Sen Durbin 6/23/97 to provide for the reduction in the number of 
children who use tobacco products; includes an 
annual survey by the Sec of HHS to detemiine the 
number of children who used each manufacturer's 
product. 

S.643 Sen Durbin 4/24/97 to prohibit the Federal Govemment from providing 
insurance, reinsurance or noninsured crop disaster 
assistance for tobacco 

H.R.1323; 
similar to 
S.596-
3/22/95-
Sen Harkin 

Rep McHale 4/15/97 to amend the Tax Code to disallow deductions for 
advertising expenses for tobacco products 

S.992 Sen 
Bingaman 

5/19/93 to amend the U.S. Code to end taxpayer subsidy of 
tobacco products sold in military stores 

H.R.4698 Rep English 6/30/94 to terminate price support and marketing quotas for 
tobacco, and to establish a tmst fund to support anti-
dmgs and anti-tobacco use activities 

H.R.3026 Rep 
Schroeder 

9/8/93 to amend the Tax Code to increase the excise taxes 
on smokeless tobacco to an amount equivalent to the 
tax on cigarettes, and to use the revenues to ftind a 
tmst fund for programs that reduce the use of 
smokeless tobacco 

H.J.R367 Rep Stark 5/18/94 to provide a Congressional Medal to the citizen who 
made public certain documents conceming tobacco 
company knowledge that tobacco products are 
addictive and health-threatening 

H.R. 1482 Rep Inglis 3/25/93 to amend the Agricultural Act of 1949 to eliminate 
the tobacco price support program 

POLITICAL CONTRIBUTIONS 

Two studies released in 1996- by the Common Cause and the U.S. Public Interest Research 
Group (PIRG)— track tobacco industry contributions to Members of Congress and to the political 
parties in 1995 and over a 10-year period. A report on the studies is published on the Web at: 
www.execpc.com/~jlohman/timoney.html, which is under the Wisconsin Campaign Reform 
home page. These are some ofthe findings. 
1. Tobacco interests gave a record, off-election year total of $4.1 million in soft and PAC 

contributions in 1995, which is 20% more than they gave during election year 1994. 



2. Tobacco contributions to the 156 Member of Congress who signed a letter objecting to an 
FDA proposal to reduce tobacco use among children totaled $3.4 million during the past 
decade. 

3. The U.S. PIRG study found that Members of the House of Representatives who voted against 
an amendment to eliminate tobacco subsidies received large contributions from the tobacco 
industry. 

4. The studies list the top takers of tobacco money, from both tobacco and non-tobacco states, 
and in the House and Senate. 

"HIDDEN ENTITLEMENTS" 

The Citizens for Tax Justice [(202) 626-3780] published a study titled, "The Hidden 
Entitlements" in 1996, which explored the "largest current and proposed corporate tax breaks". 
Although there is no specific mention of tobacco companies in the study, they may enjoy these 
tax breaks. Data for the study came from corporate annual reports. These are the tax breaks 
mentioned: 
1. accelerated depreciation of equipment; 
2. capital gains tax breaks; 
3. industry-specific tax subsidies; and 
4. transfer pricing schemes of multinational corporations that shift profits (on paper) out of US. 
Attached is the "tax breaks for multinational corporations" section ofthe study. Along with it is 
another report by the CTJ, "Tax Subsidies Reward Corporate Downsizers", which again does not 
specifically use tobacco companies as an example. 


