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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
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-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 buy-out at
$8/1b over 10 yrs or less

Mandatory buy-out of all
quota holders at $8/1b 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 $4/1b for every
pound quota drops, with a
lifetime limit of $8/1b 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 $2/1b for every
pound quota drops, with a
lifetime limit of $4/1b 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
$2/1b 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 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 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)
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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 ot 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 ot 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-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 mililion 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 tarmers (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 buy-out at
$8/1b over 10 yrs or less

Mandatory buy-out of all
quota holders at $8/1b 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 $4/1b for every
pound quota drops, with a
lifetime limit of $8/1b 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/Ib for every
pound quota drops, with a
lifetime limit of $4/Ib 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
$2/1b for every pound quota
drops, with a lifetime limit of
$4/1b 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-tarms 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 funds must be spent on agricultural activities, 4 percent on long-term technical
assistance, and 6 percent on warchouse 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)
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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-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 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 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
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 tobacco legislation.

Legislative Background

N

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
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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 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 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
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 buy-out at
$8/1b over 10 yrs or less

Mandatory buy-out of all
quota holders at $8/1b 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 $4/1b for every
pound quota drops, with a
lifetime limit of $8/1b 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 $2/1b for every
pound quota drops, with a
lifetime limit of $4/1b 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
$2/1b for every pound quota
drops, with a lifetime limit of
$4/Ib times the entire quota

Qther 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 techriical
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 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
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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
fen years.

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

Secretary Glickman’s Trip to Kentuc

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



THE TOBACCO PROGRAM
ISSUE:

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 S- or 7- year Farm Bills.

IMPORTANCE:!

Tobacco provides $3 billion in income annually to producers. The price support-production
control program stabillzes 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 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, as they have for many
years. '

1In 1997, over 600 million pounds of burley tobacco was produced in the United
States - 70 percent in Kentucky.

Including sales from fire-cured and dark air-cured tobacco, Kentucky tobacco
producers received over $800 million from the 1997 crop. Tobacco sales represent

over 40 percent of crop sales receipts and over 20 percent of all agricultural sales in
Kentucky.

'BACKGROUND:;

In spite of the controversy surrounding the Federal program, tobacco-state congressmen were
able to obtain permanent legislation. However, numerous changes have been made to the

program via amendments to Farm Bills or other legislation. The most notable is the No-Net-

Cost Tobacco Program Act of 1982, which requires the tobacco price support program to

operate at no-nst-cost to taxpayers. This program is currently under additional criticism as the
Congress acts on the tobacco settlement.

SUMMARY:

The Federal tobacco program is under permanent legislation, which has provided production

and income stability for tobacco producers since the late 1930's. Tobacco is a key source of
income for several states, especially Kentucky.

CONTACT: Verner Grise, Tobacco and Peanuts Division, RSA 202-720-5291; home
703-354-1887



FARM AND FOREIGN AGRICULTURAL SERVICES
ISSUE:;

Proposed provisions to help tobacco farmers in the Ford Bill ("Leaf Act") section of the
‘McCain Bill in relation to the proposed National Tobacco Settlement.

DISCUSSION:

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

BACKGROUND;

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

The Ford Bill has been incorporated in the McCain Bill (S.1415) as the farmer portion of the
McCain Bill. On April 1, the Senate Commerce Committee approved the bill, 19 to 1, and
‘Senator McCain sald he hoped the Bill would be before the full Senate before Memorizgl Day.
A few modifications were made during the markup, but the thrust of the farmer portion of the
Ford Bill remained intact. '

TALKING POINTS;

As we understand the current compromise, the following are the main points included in the |
farmer portion of the McCain Bill:



Payments to Farmers for:

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

o

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

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

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

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

o

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

- Active quota holders will be issued permits limiting right to produce

future crops.

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

Base Quota Years - Years upon which payments will be based are the average of 1996

through 1998 crop years,

»

Burley - base quota 657 million pounds.

Flue-cured - base quota 885 million pounds.

Caosts Incidental to the Tobacco Program - All USDA costs associated with tobacco
are paid out of a tobacco growers trust fund, including administrative costs, crop
insurance, cooperative extension service costs, and any other costs, as calculated by the
Secretary of Agriculture.



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

Benefits for Displaced Workers - Up to $25 million annually for 10 years will be
made available to provide benefits for displaced workers program. The program is
administered by the Secretary of Labor.

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

" Total Costs of the Farmer Portion of the McCain Bill - $28.5 billion total over 25
years, $2.1 billion per year for the first ten years, $500 million for years 11-25,

» Annual payments to tobacco farmers set at $1.65 billion for up to ten years.

» Economic development grants set at $375 million minus administrative costs for

first ten years. Six percent of economic development funding is earmarked for
auction warehouse owners for ten years.

Total Cost to Industry/Cigarette Price Increase -

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

» An increase in cigarette prices of $1.10 per pack over five years was
anticipated. However, in the markup of the Bill, more than half —65 cents per
pack would become effective in 1999.

» The 65 cent increase would result in a more abrupt drop in cigarette
consumption and thus demand for U.S. grown leaf than originally anticipated.

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



 Other Provisions of the McCain Bill -
» Civil liabilities damages capped at $6.5 billion per year.
» - Marketing and advertising would be curtailed considerably.

» Goals of reducing youth smoking of 15 percent in three years and 45 percent in
10 years were established.

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



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 yolng people and to provide
assistance to tobacco-dependent communities. While most of the farmers would prefer to
continue growing tobacco as they have for years under the current tobacco program, they
express some uncertainty about the future of tobacco farming and are therefore willing to
explore alternatives. The farmers surveyed also question how concerned the tobacco
companies are about the well-being of tobacco farmers.

Support for National Tobacco Control Measures

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

The farmers are also want consumers to know what is in tobacco products. Eighty-three

percent support a requirement that tobacco companies provide accurate information about
the ingredients of their products.

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

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

Opinions on the Tobacco Program

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

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



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

¢
Forty-eight percent of the tobacco farmers said they are very (16%) or somewhat (31%)
interested in trying additional non-tobacco activities on their farms. Forty-three percent
said they are somewhat (8%) or very (35%) uninterested. Reflecting this split, 43 percent
said they would use money from a buyout to expand or diversify their farming operation.

The most popular uses of the funds were to invest in a savings or retirement plan (71%)
and pay off debts (69%).

Opinions of Tobacco Companies

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

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

The Survey

The telephone survey of 400 Kentucky tobacco farmers was a cooperative effort between
the Campaign for Tobacco-Free Kids and the Kentucky Health and Agriculture Forum. It
was conducted by Global Strategies, Inc. with a random sample of burley quota holders
from a list provided by the United States Department of Agriculture. Qualified
respondents live in the state of Kentucky and have an effective burley quota of 2200
pounds (roughly one acre) or more. The sample of 400 has a margin of error of plus or
minus 4.9 percentage points.
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Campaign for Tobacco-Free Kids survey of 400 Kentucky Tobacco Farmers, February 1998



Kentucky Farmers' Opinions on a Burley buyout

Favor voluntary buyout

” 56%
Against any buyout <S8
27% '

DK/Refused
10% Support mandatory buyout

7%

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



KY Quota (Pounds)
Up to 50,000 Lbs
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a March 6, 1998
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1997 Fire-Cured (Types 22-24) Tobacco Pounds
Kentucky
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Dems | Repubs Dems Repubs Dems Repubs
Durbin \4‘8\ Conrad Thompson 41 McCain
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Kerrey Chafee Warner
_Jeffords
Collins
Snowe
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* Faircloth’s staff has said he is likely to abstain.
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44 McCain Durbin Thompson 38
Frist Specter
Warner Snowe
D’ Amato Collins
Chaffee
Jeffords
Dewine
Hatch
Bennet
Mack
Stevens
Thurmond
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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 reaftirm 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.

Strﬁcture 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-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 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.
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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 areferendum 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 M¢Cain 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 AW\
tobacco farmers, this package sets up somewhat different systems for burley and flue-cured \, A
tobacco. For burley tobacco (grown mostly in Kentucky), the package includes an optional 4
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.

l Payments to Tobacco Farmers Under Proposed Legislation

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

Flue-cured tobacco

Buy-out

Optional one-time buy-out at
$8/1b over 10 yrs or less

Mandatory buy-out of all
quota holders at $8/1b 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
> ~

Remaining quota holders get

payments to the extent quota

falls equal to $4/1Ib for every

pound quota drops, with a

lifetime limit of $8/Ib times
»the entire quota

No remaining quota holders

Lgsé’e’es (Burley), Renters o
~(Flue-cured), and tenants

“Lessees and tenants get (1)

option to acquire relinquished

“quota \(if{\gy ), and (2)

» payments to the extent quota
falls equal to $2/1b for every

Renters and gépan&s get (1)
permits-limiting right to——
produce future crops, and (2)
payments to the extent
national quota falls equal to

{ /‘j pound quota drops, with a $2/1b for every pound quota
QN lifetime limit of $4/Ib times | drops, with a lifetime limit of /|
S /| the entire quota $4/1b times the entire quota
P W \/\)V
N
A WM “’ln‘ip7 / U“\
Other Provisions: L)\I\ < i / | / C A ( e <
™ [DU\.N\W’ py ey AN _

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

5\/
C
U
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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 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

. 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
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In affiliation with the Burley Tobacco Growers Cooperative Association

L ——

Board of Directors

Rod Kuegel
Oregident
Jwensgboro, KY

Danny McKinney
Vice-Presigant
3roghead. KY

Haroid E Prather
>mair
-2ungton, KY

Silly E. Courta
Jry Ridge, KY

Tommy Robenson
Jethel, KY

Raigh Singleton
vaw Castig. KY

Vike Slaughter
“orse Cave, KY

Sragident
Zmeritug

John Berry Jf.
New Castle, XY

Scecial Adviger

Mengell Berry
Jon 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 Frccdman,

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 finding viable alternatives to supplement their farm
income.

The two-year project proposal for an Institute for Rural Community
Entreprencurship, if implemented, would promote rural entreprencurial initiatives
and rural community-based sustainable development through regional
collaboration, cooperation, and alliance building. It would establish three Centers.
including a Center for Coopcrative Development, a Center for Agricuitural
Enterprise and Incubation, and a Rural Reinvestment Grant and Loan FFund Center.
This is an ambitious task and will involve numerous organizations, such as:
MACED (Mountain Association for Community Economic Development), Berea,
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 Busincss’ Center for Entrepreneurship; and University of
Louisville’s Institute for Environment and Sustainable Development.

R ——

Karen Armstrong-Cummings

Suite 206, 620 S. Broadway, Lexington. KY 40508
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Commodlty Growers Cooperatlve Association

Board of Directors

Rod Kuegel
Oregident
Jwensbora. KY

Danny McKinney
Jice-President
3rodhead, KY

-arold E. Prather
Zhair
<exingtan, KY

3illy E. Counts
Jry Ridge. KY

T>mmy Roberson
letnel. KY

aiph Singleton
8w Castle, KY

ke Slaughter
Horse Cave, KY

Qragident
Smerntus

John Berry, Jr.
New Castle. KY

Special Advisor

Nenda!l Berry
2ot Royal, KY

“}

Karen Armstrong-Cummings

in affiliation with the Burley Tobacco Growers Cooperative Association

which would highlight the lessons learned from the Burlcy Tobacco Growers
Cooperative Association and help definc a more certain future for the 148,000
cooperative farmer members. It would do so by articulating their concerns, helping
them actively determine thcir 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 havc any
additional questions concerning the two above mentioned proposals, plcase do not
hesitate to contact me at: 606-233-7845.

i Aomitiny Comisgs

Karen Armstrong-Cummings

SRR

Suite 208, 6208 Broadway Lexington. KY 40508

cammimng mAA .
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