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April 7, 1998 (Draft) 

MEMORANDUM FOR THE PRESIDENT 

FROM: BRUCE REED 
ELENA KAGAN 
TOM FREEDMAN 

SUB.TECT: KENTUCKY TRIP AND MEETINGS WITH TOBACCO FARMERS 

On Thursday, April 9, you will travel to Carrollton, Kentucky to meet with tobacco 
farmers, community leaders, and children. During this trip, you will reaffirm your commitment 
to protect tobacco farmers and their communities, while also emphasizing the need to reduce 
youth smoking. The trip will also allow you to express support for a plan to protect tobacco 
farmers authored by Senator Ford that is included in Senator McCain's legislation. 

Structure of the Trip 

You will first travel to a tobacco warehouse where you will hold a round table discussion 
on how to protect farmers and their communities. The participants in the discussion are expected 
to be a local farmer, a farmer who represents growers statewide and has worked well with the 
Campaign for Tobacco Free Kids, a minority farmer who has raised many foster children using 
her revenue from tobacco, the owner of the warehouse you are visiting, a student who wants to be 
a farmer, the head of the state farm bureau, a local religious leader, and a community activist who 
has helped bring farmers and health advocates together. Secretary Glickman will also participate 
on the panel, and Governor Patton and Senator Ford will be present but speak at the second 
event. 

After the roundtable, you will travel to a school where you will address students and 
reinforce the message of reducing youth smoking. 

Background on Kentucky Tobacco Farmers 

There are two main types of tobacco, flue-cured and burley. Burley tobacco is the 
primary crop in Kentucky, with revenues of more than $1 billion in 1997 for the 696,485,163 
pounds grown. In 1997, approximately 70 percent of the burley tobacco produced in the United 
States came from Kentucky. The majority of burley tobacco producers in Kentucky favor 
continuation of the federal price support program. 

Many Kentucky tobacco farms are very small. The average Kentucky tobacco farm plants 
only 4.5 acres of tobacco, while Alabama averages 23.9 acres of tobacco per farm, and South 



Carolina averages 25.5 acres per farm. However, large farms dominate Kentucky's burley 
tobacco business. Last year, 70 percent of the total burley sold came from only 26 percent of the 
farms. 

Tobacco is a major part of the Kentucky economy. Tobacco sales account for nearly 30 
percent of the total crop revenue for Kentucky. Nearly $4 billion is generated annually from the 
production and sale of tobacco. 

Tobacco Program Background 

Since the 1930s, tobacco prices have been supported and stabilized by the federal 
government's commodity support program. The tobacco program operates through a 
combination of marketing quotas, which limit supply, and no-net-cost tobacco loans, which help 
to balance supply with demand. 

Most tobacco produced in the United States is under the federal price support-production 
control program. The tobacco program operates under permanent legislation, and does not have 
to be renewed by 5- or 7-year Farm Bills. In spite of the controversy surrounding the federal 
program and opponents who would like to abolish it, tobacco-state members of Congress have 
been able to obtain permanent legislation. However, numerous changes have been made to the 
program through amendments to Farm Bills or other legislation. The most notable is the No-Net-
Cost Tobacco Program Act of 1982, which requires the tobacco price support program to operate 
at no-net-cost to taxpayers. This program is currently under additional criticism as Congress acts 
on the tobacco settlement. 

The program basically keeps prices up by limiting supply through quotas. The 
government determines each year how much tobacco the companies expect to buy and how much 
will be sold overseas, and then divides up the right to grow that amount among the quota holders. 
A price-support system ensures that farmers get an acceptable price even when the companies 
buy less than they said that they would. 

The settlement agreement with the Attorneys General did not outline a plan to 
compensate farmers for the diminished domestic tobacco sales that might result from 
comprehensive legislation. You, however, made protecting tobacco farmers and their 
communities one of the five key elements of his plan for comprehensive tobacco legislation. 

• Producers of different kinds of tobacco vote in triennial referenda to determine if they 
wish to continue the federal tobacco program for their kind of tobacco. 

• In a referendum in late February, 97.5 percent of burley producers voted to continue the 
price support-production control program. 



Legislative Background 

Last week, the Senate Commerce Committee voted 19-1 in favor of the comprehensive 
tobacco legislation. Senators Lott and McCain indicated that the bill probably will go to the floor 
during the week of May 18. 

Previously, three types of legislative approaches have been discussed. First, Senator 
Lugar proposed legislation that would quickly "buy-ouf quota owners from the governmental 
system at approximately $8 a pound. In Senator Lugar's plan, tobacco prices would then be 
subject to the free market. Second, Senator Ford proposed legislation that would maintain the 
current quota system, while also compensating farmers (up to $8 per pound) for the difference 
between the prices they would have enjoyed without legislation and the diminished prices they 
may experience. Senator Ford's bill also includes a $500 million a year transition fund for 
communities. Finally, Senator Robb had proposed legislation that would combine elements of 
both of the above approaches. He sought to buy-out farmers, but replace the quota system with a 
production control system based on licenses. Unlike quotas, licenses would be given only to 
those who actually grew tobacco and could not be bought or rented. 

Senator Ford's proposal, the LEAF Act, appealed mostly to burley growers like those in 
Kentucky who have small farms and want to continue the quota program. Senator Robb's 
approach gained some support from flue-cured farmers (based mainly in North Carolina, South 
Carolina and Virginia) who believe the buy-out and license system better fits more 
capital-intensive flue-cured production. Senator Lugar's approach has not attracted widespread 
support; even tobacco-state senators like McComiell who philosophically favor this approach 
probably will not come out for it publicly. 

Farmers^ Legislation Included in McCain Tobacco Bill 

Senators Ford, Frist, and Hollings, the three members of the Senate Commerce 
Committee from tobacco-growing states, joined together to include a broad-based farmer 
package in the McCain comprehensive tobacco legislation. While maintaining a production 
control system for all tobacco farmers, this package sets up somewhat different systems for 
burley and flue-cured tobacco. For burley tobacco (grown mostly in Kentucky), the package 
includes an optional buy-out for quota holders at $8 per pound, and retains the quota system for 
those who do not take the buyout, but provides payments to both remaining quota holders, 
lessees, and tenants to the extent that quota prices decline. For flue-cured tobacco, the plan 
provides for a mandatory buyout of existing quota holders, and replaces the quota system with a 
permit system that gives the new no-cost permits to active producers, regardless of whether they 
previously held a quota. This transferring of quotas from inactive quota holders to actual 
producers was part of the Senator Robb's proposal and is intended to make it possible for active 
farmers to sell tobacco without the cost of buying or renting quota. The McCain package also 
provides apprximately $500 million for assistance to tobacco-producing communities. The 
package costs $2.1 billion per year for the first ten years and $500 million for years 11-25 for a 
total of $28.5 billion. For the most part, tobacco farmers are very pleased with the proposal 



included in the McCain legislation. 

Below is a table with the major provisions for tobacco farmers in the McCain legislation. 

Payments to Tobacco Farmers Under Proposed Legislation 

Burley, fire-cured, and 
dark air-cured tobaccos 

Flue-cured tobacco 

Buy-out Optional one-time buv-out at 
$8/lb over 10 yrs or less 

Mandatory buv-out of all 
quota holders at $8/lb over 10 
yrs or less 

Those who remain in 
program —quota or permit 

Those who do not take the 
optional buy-out retain their 
existing quota 

Active producers will be 
issued a permit at no cost ~ 
changing the old quota 
system to a new permit 
system for flue-cured, and 
allowing only active 
producers stay in program 

Payments to remaining 
quota holders who remain 
in system 

Remaining quota holders get 
payments to the extent quota 
falls equal to $4/lb for every 
pound quota drops, with a 
lifetime limit of $8/lb times 
the entire quota 

No remaining quota holders 

Lessees (Burley), Renters 
(Flu-cured), and tenants 
(essentially sublessees) 

Lessees and tenants get (1) 
option to acquire relinquished 
quota (if any), and (2) 
payments to the extent quota 
falls equal to $2/lb for every 
pound quota drops, with a 
lifetime limit of $4/lb times 
the entire quota 

Renters and tenants get (1) 
permits limiting right to 
produce fiiture crops, and (2) 
payments to the extent 
national quota falls equal to 
$2/lb for every pound quota 
drops, with a lifetime limit of 
$4/lb times the entire quota 

Other Provisions: 

Tobacco Community Economic Development Grants: Block grants to tobacco states will be 
made annually for rural business enterprise grants, farm ownership loans, initiatives which create 
farm and off-farms employment, expanding infrastructure, long-term business technical 
assistance, supplemental agricultural activhies, value-added agricultural initiatives, and 



compensation to warehouse owners. The program is wuthorized for $375 million. At least 20 
percent of the funds must be spent on agricultural activities, 4 percent on long-term technical 
assistance, and 6 percent on warehouse owners. 

Benefits for Dislocated Workers: Up to $25 million annually for 10 years will be made 
available to provide benefits based on the NAFTA displaced workers program. This program 
will be administered by the Secretary of Labor. 

Farmer Opportunity Grants: Quota holders and active tobacco producers and their families are 
eligible for higher education grants of up to $1,700 per academic year, adjusted upward every 
five years by $300. Academic eligibility is modeled after Pell grants, and the program is 
administered by the Secretary of Education. 

Costs Incidental to the Program: All USDA costs associated with tobacco are paid out of a 
tobacco growers trust fund, including administrative costs, crop insurance, cooperative extension 
service costs, and any other costs. 

Total Costs: $2.1 billion per year for the first ten years, $500 million for years 11-25, for a total 
of $28.5 billion. 

• Annual payments to tobacco farmers set at $1.65 billion. 
• Economic development grants set at $375 million less administrative costs for first 

ten years. 
• Assistance for dislocated workers set at $25 million annually for ten years. 

Secretary Glickman's Trip to Kentucky 

Last Friday, on April 3, Secretary Glickman and Tom Freedman traveled to Lexington, 
Kentucky to attend a Farm Forum at Gentry Tobacco Warehouse with 600 to 700 farmers, 
government officials, and agribusiness leaders. The farmers were generally supportive of the 
Administration. Their main concerns were that the tobacco program be kept in place and that 
small farmers not be adversely affected. 

Attachments 

Local press clips from Secretary Glickman's visit to Kentucky on April 3 
Maps showing the distribution of tobacco production in Kentucky 
Background on the Tobacco Program (prepared by USDA) 
Background on General State of the Tobacco Industry (prepared by USDA) 
Background on Risk Management Agency (prepared by USDA) 
Background on Farmer Portion of the McCain Legislation (prepared by USDA) 
Questions and Answers (Prepared by USDA) 
Highlights of Kentucky Tobacco Farmer Survey from February 10-19, 1998 (Campaign 
for Tobacco-Free Kids and the Kentucky Health and Agriculture Forum) 



April 7, 1998 (Draft) 

MEMORANDUM FOR THE PRESIDENT 

FROM: BRUCE REED 
ELENA KAGAN 
TOM FREEDMAN 

SUBJECT: KENTUCKY TRIP AND MEETINGS WITH TOBACCO FARMERS 

On Thursday, April 9, you will travel to Carrollton, Kentucky to meet with tobacco 
farmers, community leaders, and children. During this trip, you will reaffirm your commitment 
to protect tobacco farmers and their communities, while also emphasizing the need to reduce 
youth smoking. The trip will also allow you to express support for a plan to protect tobacco 
farmers authored by Senator Ford that is included in Senator McCain's legislation. 

Structure of the Trip 

You will first travel to a tobacco warehouse where you will hold a round table discussion 
on how to protect farmers and their communities. The participants in the discussion are expected 
to be a local farmer, a farmer who represents growers statewide and has worked well with the 
Campaign for Tobacco Free Kids, a minority farmer who has raised many foster children using 
her revenue from tobacco, the owner of the warehouse you are visiting, a student who wants to be 
a farmer, the head of the state farm bureau, a local religious leader, and a community activist who 
has helped bring farmers and health advocates together. Secretary Glickman will also participate 
on the panel, and Governor Patton and Senator Ford will be present but speak at the second 
event. 

After the roundtable, you will travel to a school where you will address students and 
reinforce the message of reducing youth smoking. 

Background on Kentucky Tobacco Farmers 

There are two main types of tobacco, flue-cured and burley. Burley tobacco is the 
primary crop in Kentucky, with revenues of more than $1 billion in 1997 for the 696,485,163 
pounds grown. In 1997, approximately 70 percent of the burley tobacco produced in the United 
States came from Kentucky. The majority of burley tobacco producers in Kentucky favor 
continuation of the federal price support program. 

Many Kentucky tobacco farms are very small. The average Kentucky tobacco farm plants 
only 4.5 acres of tobacco, while Alabama averages 23.9 acres of tobacco per farm, and South 



Carolina averages 25.5 acres per farm. However, large farms dominate Kentucky's burley 
tobacco business. Last year, 70 percent of the total burley sold came from only 26 percent of the 
farms. 

Tobacco is a major part of the Kentucky economy. Tobacco sales account for nearly 30 
percent of the total crop revenue for Kentucky. Nearly $4 billion is generated annually from the 
production and sale of tobacco. 

Tobacco Program Background 

Since the 1930s, tobacco prices have been supported and stabilized by the federal 
government's commodity support program. The tobacco program operates through a 
combination of marketing quotas, which limit supply, and no-net-cost tobacco loans, which help 
to balance supply with demand. 

Most tobacco produced in the United States is under the federal price support-production 
control program. The tobacco program operates under permanent legislation, and does not have 
to be renewed by 5- or 7-year Farm Bills. In spite of the controversy surrounding the federal 
program and opponents who would like to abolish it, tobacco-state members of Congress have 
been able to obtain permanent legislation. However, numerous changes have been made to the 
program through amendments to Farm Bills or other legislation. The most notable is the No-Net-
Cost Tobacco Program Act of 1982, which requires the tobacco price support program to operate 
at no-net-cost to taxpayers. This program is currently under additional criticism as Congress acts 
on the tobacco settlement. 

The program basically keeps prices up by limiting supply through quotas. The 
government determines each year how much tobacco the companies expect to buy and how much 
will be sold overseas, and then divides up the right to grow that amount among the quota holders. 
A price-support system ensures that farmers get an acceptable price even when the companies 
buy less than they said that they would. 

The settlement agreement with the Attorneys General did not outline a plan to 
compensate farmers for the diminished domestic tobacco sales that might result from 
comprehensive legislation. You, however, made protecting tobacco farmers and their 
communifies one of the five key elements of his plan for comprehensive tobacco legislation. 

• Producers of different kinds of tobacco vote in triennial referenda to determine if they 
wish to continue the federal tobacco program for their kind of tobacco. 

• In a referendum in late February, 97.5 percent of burley producers voted to continue the 
price support-production control program. 



Legislative Background 

Last week, the Senate Commerce Committee voted 19-1 in favor of the comprehensive 
tobacco legislation. Senators Lott and McCain indicated that the bill probably will go to the floor 
during the week of May 18. 

Previously, three types of legislafive approaches have been discussed. First, Senator 
Lugar proposed legislation that would quickly "buy-out" quota owners from the governmental 
system at approximately $8 a pound. In Senator Lugar's plan, tobacco prices would then be 
subject to the free market. Second, Senator Ford proposed legislation that would maintain the 
current quota system, while also compensating farmers (up to $8 per pound) for the difference 
between the prices they would have enjoyed without legislation and the diminished prices they 
may experience. Senator Ford's bill also includes a $500 million a year transition fund for 
communities. Finally, Senator Robb had proposed legislation that would combine elements of 
both of the above approaches. He sought to buy-out farmers, but replace the quota system with a 
production control system based on licenses. Unlike quotas, licenses would be given only to 
those who actually grew tobacco and could not be bought or rented. 

Senator Ford's proposal, the LEAF Act, appealed mostly to burley growers like those in 
Kentucky who have small farms and want to continue the quota program. Senator Robb's 
approach gained some support from flue-cured farmers (based mainly in North Carolina, South 
Carolina and Virginia) who believe the buy-out and license system better fits more 
capital-intensive flue-cured production. Senator Lugar's approach has not attracted widespread 
support; even tobacco-state senators like McConnell who philosophically favor this approach 
probably will not come out for it publicly. 

Farmers' Legislation Included in McCain Tobacco Bill 

Senators Ford, Frist, and Hollings, the three members of the Senate Commerce 
Committee from tobacco-growing states, joined together to include a broad-based farmer 
package in the McCain comprehensive tobacco legislation. While maintaining a production 
control system for all tobacco farmers, this package sets up somewhat different systems for 
burley and flue-cured tobacco. For burley tobacco (grown mostly in Kentucky), the package 
includes an optional buy-out for quota holders at $8 per pound, and retains the quota system for 
those who do not take the buyout, but provides payments to both remaining quota holders, 
lessees, and tenants to the extent that quota prices decline. For flue-cured tobacco, the plan 
provides for a mandatory buyout of existing quota holders, and replaces the quota system with a 
permit system that gives the new no-cost permits to active producers, regardless of whether they 
previously held a quota. This transferring of quotas from inactive quota holders to actual 
producers was part of the Senator Robb's proposal and is intended to make it possible for active 
farmers to sell tobacco without the cost of buying or renting quota. The McCain package also 
provides apprximately $500 million for assistance to tobacco-producing communities. The 
package costs $2.1 billion per year for the first ten years and $500 million for years 11 -25 for a 
total of $28.5 billion. For the most part, tobacco farmers are very pleased with the proposal 



included in the McCain legislation. 

Below is a table with the major provisions for tobacco farmers in the McCain legislation. 

Payments to Tobacco Farmers Under Proposed Legislation 

Burley, fire-cured, and 
dark air-cured tobaccos 

Flue-cured tobacco 

Buy-out Optional one-time buv-out at 
$8/lb over 10 yrs or less 

Mandator/ buv-out of all 
quota holders at $8/lb over 10 
yrs or less 

Those who remain in 
program —quota or permit 

Those who do not take the 
optional buy-out retain their 
existing quota 

Active producers will be 
issued a permit at no cost ~ 
changing the old quota 
system to a new permit 
system for flue-cured, and 
allowing only acfive 
producers stay in program 

Payments to remaining 
quota holders who remain 
in system 

Remaining quota holders get 
payments to the extent quota 
falls equal to $4/lb for every 
pound quota drops, with a 
lifetime limit of $8/lb times 
the entire quota 

No remaining quota holders 

Lessees (Burley), Renters 
(Flu-cured), and tenants 
(essentially sublessees) 

Lessees and tenants get (1) 
option to acquire relinquished 
quota (if any), and (2) 
payments to the extent quota 
falls equal to $2/lb for every 
pound quota drops, with a 
lifetime limit of $4/lb times 
the entire quota 

Renters and tenants get (1) 
permits limiting right to 
produce future crops, and (2) 
payments to the extent 
national quota falls equal to 
$2/lb for every pound quota 
drops, with a lifetime limit of 
$4/lb times the entire quota 

Other Provisions: 

Tobacco Community Economic Development Grants: Block grants to tobacco states will be 
made annually for rural business enterprise grants, farm ownership loans, initiatives which create 
farm and off-farms employment, expanding infrastructure, long-term business technical 
assistance, supplemental agricultural activities, value-added agricultural initiatives, and 



compensation to warehouse owners. The program is wuthorized for $375 million. At least 20 
percent of the fijnds must be spent on agricultural activities, 4 percent on long-term technical 
assistance, and 6 percent on warehouse owners. 

Beneflts for Dislocated Workers: Up to $25 million annually for 10 years will be made 
available to provide benefits based on the NAFTA displaced workers program. This program 
will be administered by the Secretary of Labor. 

Farmer Opportunity Grants: Quota holders and active tobacco producers and their families are 
eligible for higher educafion grants of up to $1,700 per academic year, adjusted upward every 
five years by $300. Academic eligibility is modeled after Pell grants, and the program is 
administered by the Secretary of Education. 

Costs Incidental to the Program: All USDA costs associated with tobacco are paid out of a 
tobacco growers trust fiind, including administrative costs, crop insurance, cooperative extension 
service costs, and any other costs. 

Total Costs: $2.1 billion per year for the first ten years, $500 million for years 11-25, for a total 
of $28.5 billion. 

• Annual payments to tobacco farmers set at $1.65 billion. 
• Economic development grants set at $375 million less administrative costs for first 

ten years. 
• Assistance for dislocated workers set at $25 million annually for ten years. 

Secretary Glickman's Trip to Kentucky 

Last Friday, on April 3, Secretary Glickman and Tom Freedman traveled to Lexington, 
Kentucky to attend a Farm Forum at Gentry Tobacco Warehouse with 600 to 700 farmers, 
government officials, and agribusiness leaders. The farmers were generally supportive of the 
Administration. Their main concerns were that the tobacco program be kept in place and that 
small farmers not be adversely affected. 

Attachments 

Local press clips from Secretary Glickman's visit to Kentucky on April 3 
Maps showing the distribution of tobacco production in Kentucky 
Background on the Tobacco Program (prepared by USDA) 
Background on General State of the Tobacco Industry (prepared by USDA) 
Background on Risk Management Agency (prepared by USDA) 
Background on Farmer Portion of the McCain Legislation (prepared by USDA) 
Questions and Answers (Prepared by USDA) 
Highlights of Kentucky Tobacco Farmer Survey from February 10-19, 1998 (Campaign 
for Tobacco-Free Kids and the Kentucky Health and Agriculture Forum) 



April 7, 1998 (Draft) 

MEMORANDUM FOR THE PRESIDENT 

FROM: BRUCE REED 
ELENA KAGAN 
TOM FREEDMAN 

SUBJECT: KENTUCKY TRIP AND ROUNDTABLE WITH TOBACCO FARMERS 

On Thursday, April 9, you will travel to Carrollton, Kentucky to meet with tobacco 
farmers, community leaders, and children. During this trip, you will reaffirm your commitment 
to protect tobacco farmers and their communities, while also emphasizing the need to reduce 
youth smoking. The trip will also allow you to express support for a plan to protect tobacco 
farmers authored by Senator Ford that is included in Senator McCain's legislation. 

Structure of the Trip 

You will first travel to a tobacco warehouse where you will hold a roundtable discussion 
on how to protect farmers and their communities. The participants in the discussion are expected 
to be a local farmer, a farmer who represents growers statewide and has worked well with the 
Campaign for Tobacco Free Kids, a minority farmer who has raised many foster children using 
her revenue fi-om tobacco, the owner of the warehouse you are visiting, a student who wants to be 
a farmer, the head of the state farm bureau, a local religious leader, and a community activist who 
has helped bring farmers and health advocates together. Secretary Glickman will also participate 
on the panel, and Governor Patton and Senator Ford will be present but speak at the second 
event. 

After the roundtable, you will travel to a school where you will address students and 
reinforce the message of reducing youth smoking. 

Background on Kentucky Tobacco Farmers 

There are two main types of tobacco, flue-cured and burley. Burley tobacco is the 
primary crop in Kentucky, with revenues of more than $800 million in 1997 for the nearly 450 
million pounds grovra. In 1997, approximately 70 percent of the burley tobacco produced in the 
United States came from Kentucky. The majority of burley tobacco producers in Kentucky favor 
continuation of the federal price support program. 

Many Kentucky tobacco farms are very small. The average Kentucky tobacco farm plants 
only 4.5 acres of burley tobacco. In contrast, flue-cured tobacco farms in North Carolina and 



South Carolina average 16.1 and 25.5 acres of tobacco per farm, respectively. However, large 
farms dominate Kentucky's burley tobacco business. Last year, 70 percent of the total burley 
sold came from only 26 percent of the farms. 

Tobacco is a major part of the Kentucky economy. Tobacco sales account for over 40 
percent of the total crop revenue for Kentucky, and over 20 percent of all agricultural sales in 
Kentucky. 

According to USDA, Kentucky experienced an abnormal year for their 1997 burley 
tobacco crop. Adverse weather conditions resulted in tobacco with high moisture content that 
was of a generally low quality and received a lower prices than expected. 

Tobacco Program Background 

Since the 1930s, tobacco prices have been supported and stabilized by the federal 
govermnent's commodity support program. One part of the program involves limiting supply 
through a quota program. A quota entitles the owner to grow a certain percentage of the national 
supply of tobacco for that year. Under the quota program, the government determines each year 
how much tobacco the companies expect to buy, how much will be sold overseas plus a modest 
reserve, and then divides up the right to grow that full amount among the quota holders. The 
burley quota can be sold, rented or leased. In addition, the tobacco program guarantees an 
acceptable price at which farmers can sell their tobacco. The price-support system ensures that 
farmers can sell tobacco at a statutory minimum price to their cooperatives if companies cease to 
buy on the open market. In this program, the government loans funds to the cooperatives to 
purchase tobacco, which are repaid fi-om the proceeds of fiiture sales. 

Producers of the different kinds of tobacco vote in triennial referenda to determine if they 
wish to continue the federal tobacco program for their kind of tobacco. In a referendum in late 
February, 97.5 percent of burley producers voted to continue the price support-production control 
program. 

The AG's Settlement Agreement 

The settlement agreement with the Attorneys General did not outiine a plan to 
compensate farmers for the diminished domestic tobacco sales that might result from 
comprehensive legislation. You, however, made protecting tobacco farmers and their 
communities one of the five key elements of your plan for comprehensive tobacco legislation. 

Legislative Background 

Three types of legislative approaches for farmers have been discussed. First, Senator 
Lugar proposed legislation that would quickly "buy-out" quota owners fi-om the goverrmiental 
system at approximately $8 a pound. In Senator Lugar's plan, tobacco prices would then be 
subject to the free market. Second, Senator Ford proposed legislation that would maintain the 



current quota system, while also compensating farmers (up to $8 per pound) for the difference 
between the prices they would have enjoyed without legislation and the diminished prices they 
may experience. Senator Ford's bill also includes transition fimd for communities. Finally, 
Senator Robb had proposed legislation that would combine elements ofboth of the above 
approaches. He sought to buy-out farmers, but replace the quota system with a production 
control system based on permits. Unlike quotas, permits would be given only to those who 
actually grew tobacco and could not be bought or rented. 

Senator Ford's proposal, the LEAF Act, appealed mostly to buriey growers like those in 
Kentucky who have small farms and want to continue the quota program. Senator Robb's 
approach gained some support fi-om flue-cured farmers (based mainly in North Carolina, South 
Carolina and Virginia) who believe the buy-out and license system better fits more 
capital-intensive flue-cured production. Senator Lugar's approach has not attracted widespread 
support; even tobacco-state senators like McConnell who philosophically favor this approach 
probably will not come out for it publicly. 

Farmers' Legislation Included in McCain Tobacco Bill 

Senators Ford, Frist, and Hollings, the three members of the Senate Commerce 
Committee from tobacco-growing states, joined together to include a generous farmer provision 
in the McCain tobacco legislation. While maintaining a production control system for all 
tobacco farmers, this package sets up somewhat different systems for buriey and flue-cured 
tobacco. For burley tobacco (grown mostly in Kentucky), the package includes an optional buy­
out for quota holders at $8 per pound, and retains the quota system for those who do not take the 
buyout, but provides payments to both remaining quota holders, lessees, and tenants to the extent 
that base quota declines. For flue-cured tobacco, the plan provides for a mandatory buyout of 
existing quota holders, and replaces the quota system with a permit system that gives the new no-
cost permits to active producers, regardless of whether they previously held a quota. This 
transferring of quotas fi-om inactive quota holders to actual producers was part of the Senator 
Robb's proposal and is intended to make it possible for active farmers to sell tobacco without 
incurring the cost of buying or renting quota. The McCain package also provides approximately 
$500 million for assistance to tobacco-producing communities. The package costs $2.1 billion 
per year for the first ten years and $500 million for years 11 -25 for a total of $28.5 billion. For 
the most part, tobacco farmers are very pleased with the piroposal included in the McCain 
legislation. 

Below is a table with the major provisions for tobacco farmers in the McCain legislation. 

Payments to Tobacco Farmers Under Proposed Legislation 



Burley, fire-cured, and 
dark air-cured tobaccos 

Flue-cured tobacco 

Buy-out Optional one-time buv-out at 
$8/lb over 10 yrs or less 

Mandator/ buv-out of all 
quota holders at $8/lb over 10 
yrs or less 

Those who remain in 
program —quota or permit 

Those who do not take the 
optional buy-out retain their 
existing quota 

Active producers will be 
issued a permit at no cost ~ 
changing the old quota 
system to a new permit 
system for flue-cured, and 
allowing only active 
producers stay in program. 
Permits may not be sole or 
leased, but may be transferred 
to descendants. 

Payments to remaining 
quota holders who remain 
in system 

Remaining quota holders get 
payments to the extent quota 
falls equal to $4/lb for every 
pound quota drops, with a 
lifetime limit of $8/lb times 
the entire quota 

No remaining quota holders 

Lessees (Burley), Renters 
(Flue-cured), and tenants 
(essentially sublessees) 

Lessees and tenants get (1) 
option to acquire relinquished 
quota (if any), and (2) 
payments to the extent quota 
falls equal to $2/lb for every 
pound quota drops, with a 
lifetime limit of $4/lb times 
the entire quota 

Renters and tenants get (1) 
permits limiting right to 
produce fiiture crops, and (2) 
payments to the extent 
national quota falls equal to 
$2/Ib for every pound quota 
drops, with a lifetime limit of 
$4/Ib times the entire quota 

Other Provisions: 

Tobacco Community Economic Development Grants: Block grants to tobacco states will be 
made armually for rural business enterprise grants, farm ownership loans, initiatives which create 
farm and off-farms employment, expanding infi-astructure, long-term business technical 
assistance, supplemental agricultural activities, value-added agricultural initiatives, and 
compensation to warehouse owners. The program is authorized for $375 million. At least 20 
percent of the fimds must be spent on agricultural activities, 4 percent on long-term technical 
assistance, and 6 percent on warehouse owners. 

Benefits for Dislocated Workers: Up to $25 million annually for 10 years will be made 



available to provide benefits based on the NAFTA displaced workers program. This program 
will be administered by the Secretary of Labor. 

Farmer Opportunity Grants: Quota holders and active tobacco producers and their families are 
eligible for higher education grants of up to $1,700 per academic year, adjusted upward every 
five years by $300. Academic eligibility is modeled after Pell grants, and the program is 
administered by the Secretary of Education. 

Costs Incidental to the Program: All USDA costs associated with tobacco are paid out of a 
tobacco growers trust fimd, including administrative costs, crop insurance, cooperative extension 
service costs, and any other costs. 

Total Costs: $2.1 billion per year for the first ten years, $500 million for years 11-25, for a total 
of $28.5 billion. 

• Annual payments to tobacco farmers set at $1.65 billion. 
• Economic development grants set at $375 million less administrative costs for first 

ten years. 
• Assistance for dislocated workers set at $25 million annually for ten years. 

Secretary Glickman's Trip to Kentucky 

Last Friday, on April 3, Secretary Glickman and Tom Freedman traveled to Lexington, 
Kentucky to attend a Farm Forum at Gentry Tobacco Warehouse with 600 to 700 farmers, 
government officials, and agribusiness leaders. The farmers were generally supportive of the 
Administration. Their main concerns were that the tobacco program be kept in place and that 
small farmers not be adversely affected. 

Attachments 

• Background on General State of the Tobacco Industry (prepared by USDA) 
• Backgrotmd on Farmer Portion of the McCain Legislation (prepared by USDA) 

Highlights of Kentucky Tobacco Farmer Survey fi-om February 10-19, 1998 (Campaign 
for Tobacco-Free Kids and the Kentucky Health and Agriculture Forum) 

• Maps showing the distribution of tobacco production in Kentucky 
• Regional Press Clips fi-om Secretary Glickman's Trip to Kentucky 



THE TOBACCO PROGRAM 

ISSUE; 

Most lobacco produced in the United States Is under the Federal price support-production 
control program. The tobacco program operates under permanent legislation, and does not 
have to be renewed by 5- or 7- year Fami Bills. 

IMPORTANCEt 

Tobacco provides $3 billion In Income annually to producers. The price support-production 
control program stabilizes production and income for small and large producers. 

TALKING POINTS: 

• Producers of different kinds of tobacco vote In triennial referenda to determine if 
they wish to continue die Federal tobacco program for their kind of tobacco. 

• In a referendum in late Febniaiy, 97.5 percent of burley producers voted to 
continue the price support-production control program, as they have for many 
years. 

• In 1997, over 600 million pounds of buriey tobacco was produced In the United 
States - 70 percent in Kentucky. 

• Including sales from fire-cured and dark air-cured tobacco, Kentucky tobacco 
producers received over $800 million from the 1997 crop. Tobacco sales represent 
over 40 percent of crop sales receipts and over 20 percent of all agricultural sales in 
Kentucky. 

BACKGROUND: 

In spite of the controversy surrounding the Federal program, tobacco-state congressmen were 
able to obtain permanent legislation. However, numerous changes have been made to the 
program via amendments to Farm Bills or other legislation. The most notable is the No-Net-
Cost Tobacco Program Act of 1982, which requites the tobacco price support program to 
operate at no-not-cost to taxpayer?. TMs program is currently under additional criticism as the 
Congress acts on the tobacco setdement. 

SUMMARY? 

The Federal tobacco program Is under permanent legislation, which has provided production 
and income stability for tobacco producers since the late 1930's. Tobacco is a key source of 
income for several states, especially Kentucky. 

CQNTACTi Vomer Grise, Tobacco and Peanuts Division, FSA 202-720-5291; home 
703-354-1887 



FARM AND FOREIGN AGRICULTURAL SERVICES 

ISSUE; 

Proposed provisions to help tobacco fanners in die Ford Bill ("Leaf Act") section of die 
McCain Bill in relation to die proposed National Tobacco Setdement. 

mscussiON; 

The tobacco setdement will have a wide reaching impact on all segments of tiie tobacco 
industry, but a disproportionate effect on small and minority tobacco quota owners and 
producers. Of tiie 338,000 individual tobaccos quotas nationwide, nearly 66 percent arc 
considered small farm operations. Five percent of all quotas are owned by minorities, die 
majority of which run small and family-sizfid operations. If a settiement Is reached, cigarette 
prices would increase sharply because of manufecturer payments or increased taxes, and 
tobacco production would decline witfi a concomitant reduction in income. Limited resource 
farms would be especially vulnerable because of tiieir already low levd of income and 
significant dependence on tobacco as a source of family income. 

HACKGROUND: 

Several biUs have been introduced to compensate tobacco quota holders and producers for die 
reduced income resulting from a tobacco settlement. The diree bills tiiat received tiie most 
attention were die Ford Bill (as known as die Leaf Act), die Lugar Bill, and die Robb Bill. 
The Leaf Act would continue die current program witii payments for lost production, die 
Lugar Bill would buy out quotas and eliminate die current program, and die Robb Bill would 
shift die program from a Federal to privatized program. The tobacco farm leadership has 
adopted die Ford Bill/Leaf Act as a model and incorporated some provisions of die Robb Bill, 
especially for flue-cured tobacco. 

The Ford BiU has been incoiponited in die McCain BiU (S. 1415) as die fanner p ^ ^ 
McCain BiU. On AptU 1, the Senate Commerce Committee approved die bUl, 19 to 1, and 
Senator McCain said he hoped die BUI would be before die fiiU Senate before Memorial Day. 
A few modifications were made during die markup, but the dirust of the fermer portion of die 
Ford BiU remained intact 

TATICTVR POINTS! 

As we understand die current compromise, tiie foUowing are die main points included in die 
farmer portion of die McCain BiU: 



Payments to Fanners for: 

» Burley, fire-cured, and dark air-cured tobaccos - (in Kentucky, more dian 95 
percent of the quotas are for burley tobacco). 

o AU quota holders given a one-time option to relinquish quota and get 
$8.00 per pound over 10 years or less. 

0 Remaining quota holders get payments to the extent quota falls below tiie 
base level equal to $4 per pound for every pound quota drops, witii a 
Ufetime limit of $8 per pound times tiie entire base quota. 

o Quota lessees and tenants get (1) option to acquire reUnquished quota 
and (2) payments to die extent quota fells below tiie base level equal to 
$2 per pound for every pound quota drops, with a lifetime limit of $4 
per pound times the base quota. 

» Flue-cured tobacco - (Not produced in KY, but produced in NC, SC, GA, FL, 
VA, and AL) 

o AU quota holders relinquish quota and get $8 per pound over 10 years or 
less. 

o Active quota holders will be issued permits limiting right to produce 
future crops. 

o Quota renters and tenants get (1) pennits limiting right to produce future 
crops and (2) payments to the extent national quota fsdls below die base 
level equal to $2 per pound for every pound quota drops, with a Ufetime 
limit of $4 per pound times the entire base quota. 

Base Quota Years - Years upon which payments wiU be based are die average of 1996 
through 1998 crop years. 

» Burley - base quota 657 million pounds. 

» Flue-cured - base quota 885 mUUon pounds. 

Costs bicidental to the Tobacco Program - AU USDA costs associated widi tobacco 
are paid out of a tobacco growers trust fund, hiduding administrative costs, crop 
insurance, cooperative extension service costs, and any odier costs, as calculated by the 
Secretary of Agriculture. 



Rumer Opportunity Grants - Quota holders and active tobacco producers and dieir 
famUies are eUgible for higher education grants of up to $1,700 per academic year, 
adjusted upward every five years by $300. Academic eUgibUity is modeled after PeU 
grants, and program is administered by tiie Secretary of Education. 

Benefits for Displaced Workers - Up to $25 miUion annually fbr 10 years wUl be 
made avaUable to provide benefits for displaced workers program. The program is 
administered by die Secretary of Labor. 

Tobacco Community Economic Development Grants - Block grants to tobacco States 
wUl be made annuaUy for rural business enterprise grants, farm own̂ ship loans, 
initiatives which create farm and off-farm employment, expanding infrastructure, long-
term business technical assistance, supplemental agricultural activities, value-added 
agricultural initiatives, and compensation to auction warehouse owners. 

Total Costs of the Farmer Portion of the McCain BUI - $28.5 bUHon total over 25 
years, $2.1 bUUon per year for tiie first ten years, $500 mUhon for years 11-25. 

* Annual payments to tobacco fanners set at $1.65 biUion for up to ten years. 

» Economic development grants set at $375 miUion minus administrative costs for 
first ten years. Six percent of economic development funding is earmarked for 
auction warehouse owners for ten years. 

Total Cost to Industry/Cigarette Price Increase -

» Total cost to tobacco manufacturers over the 25 year period are projected to be 
$506 bUUon. 

» An increase in cigarette prices of $1,10 per pack over five years was 
anticipated. However, in die markup of die BUI, more tiian half -65 cents per 
pack would become effective in 1999. 

* The 65 cent hiciease would result in a more abrupt drop in cigarette 
consumption and flius demand fbr U.S. grown leaf dian otiguiaUy anticipated. 

» Consumption would M nine to ten percent because of die 65 cent cigarette 
price increase. Demand for U.S. flue-cured and burley would decUne by a 
similar amount or even more as manufecturers attempted to trim costs by using 
greater quantities of cheaper imported leaf. 



Other Provisions of the McCain BUI -

CivU UabUities damages capped at $6,5 biUion per year. 

» Marketing and advertising would be curtaUed considerably. 

Goals of reducing youdi smoking of 15 percent in diree years and 45 percent in 
10 years were estabUshed. 

» The Food and Drug Administration would be given broad latitude in regulating 
tobacco products. 



HIGHLIGHTS OF KENTUCKY TOBACCO FARMER SURVEY 

A new survey of 400 Kentucky tobacco farmers shows strong support for provisions of a 
national tobacco plan to discourage tobacco use by yoiing people and to provide 
assistance to tobacco-dependent communifies. While most of the farmers would prefer to 
cpntinue growing tobacco as they have for years under the current tobacco program, they 
express some uncertainty about the future of tobacco farming and are therefore willing to 
explore alternatives. The farmers surveyed also question how concerned the tobacco 
companies are about the well-being of tobacco farmers. 

Support for National Tobacco Control Measures 

Almost three-fourths of Kentucky tobacco farmers support establishing a national 
minimum age of eighteen for buying tobacco products, with the requirement that retailers 
check identification of all young buyers. Just 15 percent oppose this provision as part of 
a national tobacco policy. Sixty-four percent support prohibiting tobacco companies from 
marketing or advertising to children, with just 22 percent opposed. 

The farmers are also want consumers to know what is in tobacco products. Eighty-three 
percent support a requirement that tobacco companies provide accurate information about 
the ingredients of their products. 

The tobacco farmers clearly believe they should be part of any national tobacco policy. 
Nearly three-fourths (73%) of those surveyed say a national tobacco policy should 
provide economic development assistance to tobacco-dependent communities. Sixty-
eight percent support allocating a portion of revenues from a federal excise tax on 
tobacco products to tobacco-dependent communities. 

This level of support for public health measures is somewhat surprising given that large 
majorities of the farmers surveyed agree that health groups (84%) and restrictions on 
smoking (76%) are a threat to tobacco farmers. 

Opinions on the Tobacco Program 

While most Kenmcky tobacco fanners (82%) agree Congress should leave the tobacco 
program alone, a majority (59%) believe the program will be eliminated witiiin the next 
five years. Thus, it is not surprising that just 41 percent of the farmers surveyed say it is 
very likely that they or someone in their family wiU be growing tobacco on their farm in 
ten years; another 19 percent say it is somewhat Ukely. Fifty-nine (59%) say that if they 
had children, they would encourage them to grow tobacco. 

This uncertainty about the tobacco program leads 57 percent of Kentucky tobacco farmers 
to favor a voluntary buyout, where they could either decide to keep their quota or sell it. 
Another 7 percent support a mandatory buyout that would end the current quota and price 



support system for everyone. About one-fourth (27%) oppose a burley buyout of any 
kind, saying the current program should be maintained. When asked what a fair buyout 
price would be, the median response was $12, although almost 20 percent offered no 
response. 

Forty-eight percent of the tobacco farmers said they are very (16%) or somewhat (31%) 
interested in trying additional non-tobacco activities on their farms. Forty-three percent 
said they are somewhat (8%) or very (35%) uninterested. Reflecting this split, 43 percent 
said they would use money from a buyout to expand or diversify their farming operation. 
The most popular uses of the funds were to invest in a savings or retirement plan (71%) 
and pay off debts (69%). 

Opinions of Tobacco Companies 

The uncertainty on the part of tobacco farmers about the future of the enterprise may 
reflect, in part, their apparent ambivalence toward the tobacco companies. One-half of 
those surveyed disagree strongly (32%) or somewhat (18%) that tobacco companies are 
concerned about the well-being of tobacco farmers, while 41 percent agree strongly 
(19%) or somewhat (23%) that the tobacco companies are concerned about them. 

Fifty-nine percent of the tobacco farmers agree that if tobacco companies do well, 
tobacco farmers do well. Thirty-seven percent disagree with this assertion. 

The Survey 

The telephone survey of 400 Kentucky tobacco farmers was a cooperative effort between 
the Campaign for Tobacco-Free Kids and the Kentucky Health and Agriculture Forum. It 
was conducted by Global Strategies, Inc. with a random sample of burley quota holders 
from a list provided by the United States Department of Agriculture. Qualified 
respondents live in the state of Kentucky and have an effective burley quota of 2200 
pounds (roughly one acre) or more. The sample of 400 has a margin of error of plus or 
minus 4.9 percentage points. 



Kentucky Tobacco Farmers 
Opinions on National Tobacco Policy Measures 

D Support 

• Undecided 

• Oppose 

Establish national minimum age of 18 Marketing/Advertising restrictions Ingredient disclosure Economic assistance to fanners 

Campaign for Tobacco-Free Kids survey of 400 Kentucky Tobacco Farmers, February 1998 



Kentucky Farmers' Opinions on a Burley buyout 

Against any buyout 
27% 

Favor voluntary buyout 
56% 

DK/Refused 
10% Support mandatory buyout 

7% 

Campaign for Tobacco-Free Kids survey of 400 Kentucky Tobacco Farmers, February 1998 



1997 Burley Quota - Kentucky 

KY Quota (Pounds) 
Upto5(Mra01Jb8 
50,001-lODjOOO Lbs 
100,001-SdOiOqO Lbs 
500,001-1^000 
1,500,001 -5,006,000 Lbs 
5,000,001 - 10i6QO,000 Lbs 
10,000,001 and dver 
No Burley Quota 

4^ Prepared by 
Farm Service Agency 

March 6,199B 

USDA 



1997 Rre-Cured (Types 22-24) Tobacco Pounds 
Kentucky 

Ky Fire Cured OVpos 22-2^ 
|Upto20,000lbs 
20,001 to 30(M}OOfbs 

J 300,0001 to 1,0l$D,P00 lbs 
n 1,000,001 to 5,OOOiOOO Ibs 
H Over 5,000,001 lbs 

No Flre-Cuied 

Source: USDA FSA 
County File Upload 370 
Other Kinds of Tobacco 
1897 Farm Crop RIe 
Summerfzed by County 

USDA 

Prepared by 
Farm Service Aopn̂ rv 



1997 Dark ASr-Cured (Types 35-36) Tobacco Pounds 
Kentucky 

Ky Dark-Air CwedlTypes 35<36} 
Upto5,000lbs 
5,001-50 )̂00 lbs 

150,001-150,9^ lbs 
• i 150,001 - 1,OlDqyOOO Ibs 

5Over 1,000,001 lbs 
No Dark Air Cured 

Source: USDA FSA 
CounW RIe Upload 370 
Other Kinds of Tobacco 
1997 Farm Crop File 
Summarfzed by County 

USDA 
Prepared/by 



Price^support program called crucial safety net 

£ 5-'81 

UJ F= a: 

WOraS Bf MCKMLHMfUMl 1«C OOlMtslQlAM. 
Rabail Ricturdeon of Vcrt•f lk^ righU biboduced OS. Secretary ol Agrlciilture Dan ODckaun to olher fannenL 

Agriculture chief 
says president 
won't abandon 
tobacco farmers 
By JOE WARD 
Tho CoufferJoumnl 

LEXINGTON. Ky. - U^. Secitttfy 
oTAcrtcalniK D M GRctovn told Itnn-
cn i^lionra In • Mbacca wtnhouc la 
Luaiielaa jfcUcnUy Ihtf UN tedenl to-
btom profincn h u Mfvtd M • ntay 
ad (or difi ramQy (trm — and thit (h« 
iUliiair h pivvldGi (tnitf be MtMived. 

Kc jpltdnid Ctm PiCfldinK Qlaioii 
will lUn NO UtfMcco hU Oi» decml 

K w»i irtitt lb* tamen tnatcd lo 

Cnunty lobaoco ram. tha aaun ihnin 
of himtr enwmeaury woi Ihe nme: 
Kentudv (wmcn Mcd the (einceo 
prioc^ubUiy praeiam. 

'^ t ' ta nol hofv lo uva lobioco." 
Davieic County larmer and Burlty Co­
op picslileiu Rod Kuegei M U at tbe To-
nlia. 

"We're htj t to f «ve the (ajiUly farai. 
What people n f t i (o realize <s tnit you 
cao'i 00 one wlihoui Iho olher h«re In 
Kentucky. ** 

Eartlei-. as Cllckm'n lalVed wlih 
larmers on a grauy itope on Robert 
and John Richardson's farm «n Steele 

Rood, Woodford 
County (traer Ibiay 
TlMtnpwa lold bUn 
the furor «ver tobac­
co In (h« Conptn 
and Ifae newt ncdk 
leMrvaiin̂  oci tobaeoo 
(amen. 

"AS tobacco tana-
Cit. {euliqt 
•hot an n pueei c«* 
^jMl^y," Ttwinpaoa 

ŵave Biiyed tar 
(ha nitcs SnVeiilr 

and Jo7<tiM̂  
neve Buidihaicat It 
taofdonienld. 

ffliekmaa told (be 
fannen (hat (he aim 
of tobaeee leslalaUoii 
penifln^ b Cuieran ie (0 ledoce imok-
(ac aaoBc the natioa'i youflf people, 
wfiich he k I worthy W 

But he uM it also b inipoflaiit thit 
the legldadoB pit>tea the 'ncni of thou-
f ends of rannert" who hive been Ihe 
bcncndaries or the rederti icbacce pro-

f;niin — which he tali hu work«d bc(-
ct over leversl deadee ihan most oth­

er Tedenl igrieulture preenmi. 
need • colulioa that provides 

Kctisrdfioti Mod 
datiiiQOil lavf 

QOoiciiHq cnifdiied iniifiicr' 
t u l yunr^ lobaeoa araiL 

•tabdlty and It fi lr (e (he lanneti 
(heinialleoaiiiiiink!ei,''be(aM. , 

Conerecc tt contlderine 1 nussWe lo­
bacco bill thet wotdd extract several 
hundred billion doltan from the tobic-
ce induitnr, and m exchange provide 
them with lorac Itmllcd proiectlon 
ogilnst lawfulu Irvm psrilet fUegiag 

SeeGUCJCMAN 
Page 7, col. I, ihlssettion 
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Glickman reassures growers 
Continued from Pi(e FI 

Ihcy were litjund ty ttnaMttg. 
-fhe teetmilon'hu been iq (he 

worki ilnce latt Juite, when tobacco 
cempanlec and attonteyi eenenl (or 
40 Kites worked out a tentativa 
agreeitient lavoMng payment of 
tSSS billion by the ladiutiy and 
curbs on adveiudî  

Tobacco [anqen hive lone be-
-Uevcd that any time COAJTBSS conxld-
en any tobacco legdlation, the (idcr-
l l lobacco Bronam thai kecpi Iheir 
pilcei suble ulnleopan^. The pro-
cnm lonff has been t Uiget of tatl-
raoldiifioretfc 

The pendiiif leelsUtfaiQ also holds 
the poteodei ef onsiicaUy rcdtidne 
the amount o( tobacco cotuumed, 
which could leiioasiy-cut (arm fa»-
conWa 

Faraietx have had dUOoiIty dedd-
Ins atnonC (bcmiahwi «rfiit ih^ 
should seek (ton Cooncss. Some fa­
vor a buyout that would elve (armen 
who haye depettded on the procimn 
enough Dooey (o neve ia other 
cnps. 

Others aay lobaeoo will be crowd 
as koe as K k \ t ^ , and ihty want 
to keep Btvwinc bat th^ need Iha 
piwiaintodoiL 

the 0(0(1110 baaieaQy keftis piieei 
up by Ummas lopply thiTwjh quotas. 
Tlie eovenunsnt nnos out each year 
how much tobaccs (be companies ex' 
pert to buy md bow much can be 
told ovaft&u, aad then diwiec up 

the right to {row it amon̂  the farm-
en. 

That wjy, the (irmen dont ovtr-
protluc* and drive prices down. A 
price-support mechmlrai that In­
volves loventment loaiu mikes sure 
the farinen ret an acceptable price 
even when ine cempinies buy ic» 
Ihan they said they weuM. 

Kucgel and others — indudlnc 
VS. Sen. Wendell Ford at Xeniuctq̂  
who lone has t>een tobacco's pre­
miere duBipiOQ fai Concresj — uy 
the praeiam enablai fimUles lo railie 
a Itvipc en much nnaUar (ams ihan 
would Otherwise ivppon Ihcm. 

Piekldc np thai theme at yester­
daŷ  (onm, Kentuciqr Gov. Paul Pal-

, loQ urted that Gllckmaa. when deal­
ing with (obaoco and ether ram Is-
niai. "take iMo aeeooni the cultural 
vihic of small fanBS." 

Tobacco is (he reason we have so 
oiBoy (anilly rsrms, and so 
Kefltueklatis ĉ Joy the value e( rural 
Bvtojr," the covenwr said. 

Cnekman (old repotten al a brief 
press eoafeseoee after the (arum that 
he assuiaes the Picsideiii and tedsia-
lon who dmmplen tobacco wlQ ac­
cept nothing leu than a candnulllon 
of llie pragtam for farmen who 
(4 keep erawtni; (obaceo, and a ru-
tooable piice Tor those who want 
OUL 

The pejMline leclslatbn ̂ yould do 
Jut that, buying quous fiDra those 
who want to opt out at S8 a pound 
over 10 yean. 



LfiJUnglon HeraJd-Leeder 
Saturday. April 4,1998 

finding facts firsthand about family faims 

PHOTOS BY nUMC i«0ERSaN/«Il>/T 

Agriculture Secretary Paul Gndonati. with iiand outsbetehed, ecidressed about 25 Woodfonl County tobatxo fanners veslertlav 
dyringavIsIttfltfiefwtnorRobertRichattison. Lftto, heheItlHUSi)Aforuiiii»iatobact»wa 

tJ.S. agriculture secretary 
visits farms, hosts forum 
ey KttWafiar 
HBUUHMa STWaeaiDI 

(IS. AgiicuiUireSeaclary Dan Glldkmaii 
come to totrri l^tnfaidqr^yyerfay in tdte 
the pulse cf Amcncn antiodtmi and Gartt>* 
cni let him bww that Kenbicky Kvcn itul 
ditai by (obnoeo pcioe mappettM. 

*We tie not hen to OOTC tobaaso.' wM 
(hMmsboro tobniii grower Rod KtWttL *We 
arc here to save (he fiunily fann. But you 
om't dn one without Ihe other in f̂ entudcy.* 

Kucgel'a commcnis set the tone for yea* 
ivrday's (arm fanim, (lie fim of aeveii cuch 
niceilttec GUckman is holding acnxs the 
iiiuniry to see firstluixl hm new federal 
fnrm pieiicies are woriclng. SUtlng iti a wore-
luMiie filled with the puneenl aroma of cut 
tiiliiiccn, orficiala could not hnve gotten away 
tnm Idbncco if ihey had tried 

KucRtl, who is president of the Burley 

Tobacco GrawctB Cooperative Assadatfcw, 
(otd GUdonaa and olher fedenl agrkulhse 
offlcbk (hat amiie fums fa Kentixky have 
onlyStblOliDafalaMres. 

tpfcaooo tot makes (bera vbhie;-
Kueceliaid. 

CndmuA aaid he tmdenlood die rale 
ttot tnbacoo price cupports bad played hi 
crcnUng a neqiy uni()ue culture of smatl 
fiinns in fCentudv-He promised that tobam 
famiera woukl net be left out of a national to-
baceo netdemenL 

The picsident has said lhat a fair and 
reasonable settiement fbr tobacco fanrMrs it 
a Gndipin of any tettlement'' Gliekimn said. 

But he dedined to endorse a specific plan 
lo protect larmetTf, saying only that the pro­
posal by Demoaatic Sen. Wendell Foitl of 

See GUCKMAN, B2 
Gov. Paul Patton, left, listened to Glickman 
speak at Uie USDA forum yesterday. 



GUCKIVIAN: Talk 
covers tobacco, 
hemp, ostriches 
From Paeo Bl 

Kentucky was a positive tlep. The 
adfflinbtntioa, be said, wants to a« 
a oonsensus ki Congress before toj* j 
docslng a spedfic plan. .- ' 

Ford has proposed a plan that; 
>n»)a allow famun to sen Hieir to-; 
bacco quota tii the government fbr I 

a pound raid over 10 year*. : 
Growers who (case quola could rc.; 
celve 54 a pgiitvL Farmen who; 
chose to continue giiowing tobaooo' 
would still partldpatc h a ptioe-eup- '• 
ptxtaystein. | 

Tiie brm focwn, whidi attracted' 
several hundftd giuweit frooi' 
across Keittudty, faioiiied <tucstkms. 
that ran die gamut Cram osbidi! 
farming to hemp growloc. 

GOdanan said he was trying to; 
end the Aeriailturt Depvtaoenfa -
traditional bias toward lai:^ opera- • 
(xxis by etnphasiring rtsesutii into • 
ways (hat'tnvll aiid medfaioKin!: 
fiums can be uuiiipetltive. 

He said be was oDoocmcd about I 
overcoqeentratiaa In the beef pro-'. 
csQlng industry, where fair firms -
have K) penmc of the nMtfcet̂  fai i 
ISO), that poctioa of the nmicet was f 
sfaiied by U finns. He said he is I 
seeking tougher enforceinent of aq. < 
titnist laws (o stop monopa&tic' 
practioes. 

Ke afiuied growers (hat (he oon-• 
troversial propoied standaids &r or-
gsnic foods woaU be changed. 
Wlien Ihe standards were Isaied iar I 
comment, he said, dicr gmetated' 
tome 15,000 responses, moce.tban j 
any odia issue in modttnMstotyjf . 

The proposed standards indud- • 
ed inaiiy nsdioes that Qtndc faoo-: 
m consideted Iwesy. Ac^ fallTona'. 
year, the ocrainic ioods Industry can' 
no kmger be oonaidofvd a (Hoge 
business, he sakL 

One Cuioer Bsknl why the goV' 
emmnw was mt moving-(o help ( K 
UJ& heaip mdusiiy. Hemp is legal fa 
Germaay aad Cnoda, m d i is ptt^ 
vidlnc ISO ealiiioa fa "̂ Hrtanfin Ip 
get the hemp faidiisiiy up Bitd nm< 
ning; '•V 

That issQo is to aoaie cxie^ 
above mjr par ff>de,~ OBckii^ 
^dRjmpilng^igMtfL He ^ 
knmintdgied dipt CiiiueiB fa olher 
MaCts also had Majinicd dbmic (lib 
pov>bi0ir d gnwtaf hemft 
coasfa ornarQutta d»t lidttTKL, 
•tTn-*-TrfriittiiTriiiaii-T-^->iit> 

' gctiiigiL 
He sakl Ihe future at bemp 'ia 

tM up fa and-mar̂ uana issues, 6o 
the Agriculture Department has 
oiade no dodsion on whether hempr 
pnmofiDa would be a good idea. 

"All! on ten you b Keep ttie (ti-
formatiaa Bom ooming,* he said 

l^netoo Henud-ijoader 
Saturday, April 4.1998 

Earlief in the day, CTidcman vis. 
ited die Woodford County tobacob 
farm of Robert Rkhardsoo. He told 
loal growen they need m malcc 
their voices heard All of tgrkiiltuit 
faces a tough polidcal aItuatkM, he 
sakl, because iaztnets make up only 
2 poceat of (he populatioa 7'. 

Under new farm polkdea. whlifc 
phased out most price tuppott̂  tt^ 
ultimate safety net Is export mar­
kets GCdcman said Ihe Agtioulhap' 
Department was (ryfag to cnsitte 
ttiat farm aedit teniataed plentiful 
and that berrien to VS. farm BC-
ports wera cUmiiiated Farm]nc he 
said is a growth Induady because 
the worhfa populatkm Is expkxline 
and people everywhere want 
tinn produd& | •« 

John Rlchatdsoa wiio tanscs câ '' 
lie and widi hia brofhcr grows 120. 
aaesof tobacâ wasonlmpressed:-

I t was about the aame thtoE 
they say aD the dm *̂ Rid»tdsoH 
said 

Ther cilk more aboul gi^ln 
fumen man tohaocD farmers. It getii 
(hemoff Ihesufaioaaftobarm' 
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STRIKING FORD 
FOR 9 9 9 AGAINST 

Dems Repubs Dems Repubs Dems Repubs 
Durbin Conrad Thompson 41 McCain 

Dorgan Thurmond Frist 
Kerrey ,Chafee Warner 

.Jeffords 
Collins 
Snowe ^ 
Coverdell 

* Haircloth's staff has said he is likely to abstain. 

STRIKING LUGAR 
FOR 999 AGAINST 

Dems Repubs Dems Repubs Dems Repubs 
44 McCain Durbin Thompson 38 

Frist Specter 
Warner Snowe 
D'Amato Collins 

Chaffee 
Jeffords 
Dewine 
Hatch 
Bennet 
Mack 
Stevens 
Thurmond 

X 
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April 7, 1998 (Draft) 

MEMORANDUM FOR THE PRESIDENT 

FROM: BRUCE REED 
ELENA KAGAN 
TOM FREEDMAN 

SUBJECT: KENTUCKY TRIP AND ROUNDTABLE WITH TOBACCO 
FARMERS 

On Thursday, April 9, you will travel to Carrollton, Kentucky to meet with tobacco 
farmers, community leaders, and children. During this trip, you will reaffirm your commitment 
to protect tobacco farmers and their communities, while also emphasizing the need to reduce 
youth smoking. The trip will also allow you to express support for a plan to protect tobacco 
farmers authored by Senator Ford that is included in Senator McCain's legislation. 

Structure of the Trip 

You will first travel to a tobacco warehouse where you will hold a roundtable discussion 
on how to protect farmers and their communities. The participants in the discussion are expected 
to be a local farmer, a farmer who represents growers statewide and has worked well with the 
Campaign for Tobacco Free Kids, a minority farmer who has raised many foster children using 
her revenue from tobacco, the owner of the warehouse you are visiting, a student who wants to 
be a farmer, the head of the state farm bureau, a local religious leader, and a community activist 
who has helped bring farmers and health advocates together. Secretary Glickman will also 
participate on the panel, and Governor Patton and Senator Ford will be present but speak at the 
second event. 

After the roundtable, you will travel to a school where you will address students and 
reinforce the message of reducing youth smoking. 

Background on Kentucky Tobacco Farmers 

There are two main types of tobacco, flue-cureid and burley. Burley tobacco 
is the primary crop in Kentucky, with revenues of more than $800 million in 1997 
for the nearly 450 million pounds grown. In 1 997, approximately 70 percent of the 
burley tobacco produced in the United States came from Kentucky. The majority of 
burley tobacco producers in Kentucky favor continuation of the federal price 
support program. 



Many Kentucky tobacco farms are very small. The average Kentucky 
tobacco farm plants only 4.5 acres of burely tobacco. In contrast, flue-cured 
tobacco farms in North Carolina and South Carolina average 16.1 and 25.5 acres of 
tobacco per farm, respectively. However, large farms dominate Kentucky's burley 
tobacco business. Last year, 70 percent of the total burley sold came from only 26 
percent of the farms. 

Tobacco is a major part of the Kentucky economy. Tobacco sales account 
for over 40 percent of the total crop revenue for Kentucky, and over 20 percent of 
all agricultural sales in Kentucky. 

According to USDA, Kentucky experienced an abnormal year for their 1997 
burley tobacco crop. Adverse weather conditions resulted in tobacco with high 
moisture content that was of a generally low quality and received a lower prices 
than expected. 

Tobacco Program Background 

Since the 1930s, tobacco prices have been supported and stabilized by the 
federal government's commodity support program. One part of the program 
involves limiting supply through a quota program. A quota entitles the owner to 
grow a certain percentage of the national supply of tobacco for that year. Under 
the quota program, the government determines each year how much tobacco the 
companies expect to buy, how much will be sold overseas plus a modest reserve, 
and then divides up the right to grow that full amount among the quota holders. 
The burley quota can be sold, rented or leased. In addition, the tobacco program 
guarantees an acceptable price at which farmers can sell their tobacco. The 
price-support system ensures that farmers can sell tobacco at a statutory minimum 
price to their cooperatives if companies cease to buy on the open market. In this 
program, the government loans funds to the cooperatives to purchase tobacco, 
which are repaid from the proceeds of future sales. 

Producers of the different kinds of tobacco vote in triennial referenda to 
determine if they wish to continue the federal tobacco program for their kind of 
tobacco. In a referendum in late February, 97.5 percent of burley producers voted 
to continue the price support-production control program. 

The AG's Settlement Agreement 

The settlement agreement with the Attorneys General did not outline a plan 
to compensate farmers for the diminished domestic tobacco sales that might result 
from comprehensive legislation. You, however, made protecting tobacco farmers 
and their communities one of the five key elements of your plan for comprehensive 
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tobacco legislation. 

Legislative Background 

Three types of legislative approaches for farmers have been discussed. First, 
Senator Lugar proposed legislation that would quickly "buy-out" quota owners from 
the governmental system at approximately $8 a pound. In Senator Lugar's plan, 
tobacco prices would then be subject to the free market. Second, Senator Ford 
proposed legislation that would maintain the current quota system, while also 
compensating farmers (up to $8 per pound) for the difference between the prices 
they would have enjoyed without legislation and the diminished prices they may 
experience. Senator Ford's bill also includes transition fund for communities. 
Finally, Senator Robb had proposed legislation that would combine elements of 
both of the above approaches. He sought to buy-out farmers, but replace the 
quota system with a production control system based on permits. Unlike quotas, 
permits would be given only to those who actually grew tobacco and could not be 
bought or rented. 

Senator Ford's proposal, the LEAF Act, appealed mostly to burley growers 
like those in Kentucky who have small farms and want to continue the quota 
program. Senator Robb's approach gained some support from flue-cured farmers 
(based mainly in North Carolina, South Carolina and Virginia) who believe the 
buy-out and license system better fits more capital-intensive flue-cured production. 
Senator Lugar's approach has not attracted widespread support; even tobacco-state 
senators like McConnell who philosophically favor this approach probably will not 
come out for it publicly. 

Farmers' Legislation Included in McCain Tobacco Bill 

Senators Ford, Frist, and FloUings, the three members of the Senate Commerce 
Committee from tobacco-growing states, joined together to include a generous farmer provision 
in the McCain tobacco legislation. While maintaining a production control system for all \rAr\ 
tobacco farmers, this package sets up somewhat different systems for burley and flue-cured ^ 
tobacco. For burley tobacco (grown mostly in Kentucky), the package includes an optional \ ,•̂  
buy-out for quota holders at $8 per pound, and retains the quota system for those who do not take 
the buyout, but provides payments to both remaining quota holders, lessees, and tenants to the 
extent that base quota declines. For flue-cured tobacco, the plan provides for a mandatory buyout 
of existing quota holders, and replaces the quota system with a permit system that gives the new 
no-cost permits to active producers, regardless of whether they previously held a quota. This 
transferring of quotas from inactive quota holders to actual producers was part of the Senator 
Robb's proposal and is intended to make it possible for active farmers to sell tobacco without 
incurring the cost of buying or renting quota. The McCain package also provides approximately 
$500 million for assistance to tobacco-producing communities. The package costs $2.1 billion 
per year for the first ten years and $500 million for years 11-25 for a total of $28.5 billion. For 
the most part, tobacco farmers are very pleased with the proposal included in the McCain 
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legislation. 

Below is a table with the major provisions for tobacco farmers in the McCain legislation. 

Payments to Tobacco Farniers Under Proposed Legislation 

Burley, fire-cured, and 
dark air-cured tobaccos 

Flue-cured tobacco 

Buy-out Optional one-time buy-out at 
$8/lb over 10 yrs or less 

Mandator/ buv-out of all 
quota holders at $8/lb over 10 
yrs or less 

Those who remain in 
program —quota or permit 

Those who do not take the 
optional buy-out retain their 
existing quota 

Active producers will be 
issued a permit at no cost ~ 
changing the old quota 
system to a new permit 
system for flue-cured, and 
allowing only active 
producers stay in program. 
Permits may not be sole or 
leased, but may be transferred 
to descendents. 

-Payments to remaining 
quota-holders who remain 

systemx 

Remaining quota holders get 
payments to the extent quota 
falls equal to $4/lb for every 
pound quota drops, with a 
lifetime limit of $8/lb times 

.>the entire quota 

No remaining quota holders 

Lessees (Burley), Renters ^;/^ 
^(Flue-cured), and tenants 
(essentially sublessees) i 

"" Lessees and tenants get (1) 
option to acquire relinquished 

'Ijuota^^ifa^), and (2) 
' payments to the extent quota 
falls equal to $2/lb for every 
pound quota drops, with a 
lifetime limit of $4/lb times 
the entire quota 

Renters andienants get (1) 
perniits^imiting rightje,---
produce future crops, and (2) 
payments to the extent 
national quota falls equal to 
$2/lb for every pound quota 
drops, with a lifetime limit o f / 
$4/lb times the entire qyota^ 

Other Provisions: X y ^ { v v I ^\ [ 

Tobacco Community Economic Development Grants: Block grants to tobacco states will be 
made annually for rural business enterprise grants, farm ownership loans, initiatives which create 
farm and off-farms employment, expanding infrastructure, long-term business technical 
assistance, supplemental agricultural activities, value-added agricultural initiatives, and 
compensation to warehouse owners. The program is authorized for $375 million. At least 20 
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percent of the funds must be spent on agricultural activities, 4 percent on long-term technical 
assistance, and 6 percent on warehouse owners. 

Benefits for Dislocated Workers: Up to $25 million annually for 10 years will be made 
available to provide benefits based on the NAFTA displaced workers program. This program 
will be administered by the Secretary of Labor. 

Farmer Opportunity Grants: Quota holders and active tobacco producers and their families are 
eligible for higher education grants of up to $1,700 per academic year, adjusted upward every 
five years by $300. Academic eligibility is modeled after Pell grants, and the program is 
administered by the Secretary of Education. 

Costs Incidental to the Program: All USDA costs associated with tobacco are paid out of a 
tobacco growers trust ftind, including administrative costs, crop insurance, cooperative extension 
service costs, and any other costs. 

Total Costs: $2.1 billion per year for the first ten years, $500 million for years 11-25, for a total 
of $28.5 billion. 

• Annual payments to tobacco farmers set at $1.65 billion. 
• Economic development grants set at $375 million less administrative costs for 

first ten years. 
• Assistance for dislocated workers set at $25 million annually for ten years. 

Secretary Glickman's Trip to Kentucky 

Last Friday, on April 3, Secretary Glickman and Tom Freedman traveled to Lexington, 
Kentucky to attend a Farm Forum at Gentry Tobacco Warehouse with 600 to 700 farmers, 
government officials, and agribusiness leaders. The farmers were generally supportive of the 
Administration. Their main concerns were that the tobacco program be kept in place and that 
small farmers not be adversely affected. 

Attachments 

• Background on General State of the Tobacco Industry (prepared by USDA) 
• Background on Farmer Portion of the McCain Legislation (prepared by USDA) 
• Highlights of Kentucky Tobacco Farmer Survey from February 10-19, 1998 (Campaign 

for Tobacco-Free Kids and the Kentucky Health and Agriculture Forum) 
• Maps showing the distribution of tobacco production in Kentucky 
• Regional Press Clips from Secretary Glickman's Trip to Kentucky 
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Commodity Growers Cooperative Association 
in affiliation with the Burley Tobacco Growers Cooperative Association 

Board of Directors 

nod Kutgei 

O*ersboro. KY 

D«rny McKinrey 
Vice-Pr««ieJBnt 
3rO(Jh8e(J. KY 

Haroia E Prathar 

•.ixington, KY 

Silly E Courts 
Dry Ridge, KY 

Tommy Robertson 
3eihel, KY 

^3iph Singleton 
>JaA Caitia. KY 

VliKe Slaughter 
•lorse Cave, KY 

^resident 
imemut 

John Berry, Jr, 
^ati C«5tle, <Y 

^cecial Advisor 

Ntnoei\ Berry 
=ort Royal, KY 

Attn: Thomas Freedman 
Special Assistant to the President 
Senior Director for Policy Planning 
Domestic Policy Council 
Fax: 202-456-7431 

July 28, 1998 

Dear Thomas Freedman, 

1 am writing on behalf of Kentucky's Commodity Growers Cooperative 
Association and the Center for Sustainable Systems, in order to ask for your 
support of two proposals which we recently submitted (6/30) to the United States 
Department of Agriculture. The proposals, one titled "Six Decades of Cooperation: 
A Living Legacy Nurturing New Cooperatives or a Culture Up in Smoke" and the 
other calling for an "Institute for Rural Community Entrepreneurship" outline clear 
strategies and goals on how to revitalize the state's rural economy and assist small, 
tobacco dependent growers in fmding viable alternatives to supplement their farm 
income. 

The two-year project proposal for an Institute for Rural Community 
Entrepreneurship, if implemented, would promote rural entrepreneurial initiatives 
and rural community-based sustainable development through regional 
collaboration, cooperation, and alliance building. It would establish three Centers, 
including a Center for Cooperative Development, a Center for Agricultural 
Enterprise and Incubation, and a Rural Reinvestment Grant and Loan Fund Center. 
This is an ambitious task and will involve numerous organizations, such as: 
MACED (Mountain Association for Community Economic Development), Berca. 
KY; University of Kentucky College of Agriculture; National Farmers Union, 
Aurora, Colorado; Kentucky Department of Agriculture, Frankfort, KY; 
Commonwealth of Kentucky's Office of the Governor; AG 2000 Project, 
Lexington, KY; Kentucky Council of Cooperatives, Lexington, KY; University of 
Kentucky College of Business' Center for Entrepreneurship; and University of 
Louisville's Institute for Environment and Sustainable Development. 

Karen Armstrong-Cummings Suite 206, 620 S, Broadway, Lexington, KY 40508 



Commodity Growers Cooperative Association 
in affiliation with the Burley Tobacco Growers Cooperative Association 

Board of Directors 

^od Kuegel 
°re»ident 
iwensooro. KY 

Danny McKinney 
vioa-President 
Sfodhead, KY 

Harold £. Prather 
:;hair 
.eiington, KY 

Billy E. Courts 
Dry Ridge, KY 

Tammy Roberson 
Jetnei. KY 

^alph Singleton 
Jew Castle, KY 

viike Slaughter 
-torse Cave, KY 

^resident 
=meritu8 

John Berry, Jr. 
Mew Castle, KY 

Soecial Advisor 

/Uandell Berry 
'Oft Royal, KY 

which would highlight the lessons learned from the Burley Tobacco Growers 
Cooperative Association and help defme a more certain future for the 148,000 
cooperative fanner members. It would do so by articulating their concerns, helping 
them actively determine their own future. This project would be a partnership 
project with the Burley Tobacco Growers Coop, University of Kentucky College 
of Agriculture, Kentucky State University, and Kentucky AG Project 2000. 

We appreciate the time and energy you have invested in ensuring a prosperous 
future for Kentucky's farm families. We would appreciate any assistance you 
could provide in contacting USDA about these proposals. If you have any 
additional questions concerning the two above mentioned proposals, please do nol 
hesitate to contact me at: 606-233-7845. 

Sincerely. / / /] 

Karen Armstrong-Cummings 

Karen Armstrong-Cumnnings Suite 206, 620 S, Broadway, Lexington, KY 40508 
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