
Memorandum 

To: Tom Freedman 
From: Kevin Brown 
Date: SeptemberJA4997 
Subject: TobaGc6settlement 
Cc: Sarah Bianchi 

Jeannetamterew-

Senate Agriculture, Nutrition and Forestry Committee, Senator Lugar (R-IN) Chairman 
Topic: tobacco settlement re: tobacco growers and the tobacco program 
9:00 a.m. Dirksen Senate Office Building 106 
(note: I had to leave at 11:30, and only half of the scheduled witnesses had appeared) 

Senators in attendance: Lugar, Helms, McConnell, Grassely, Coverdell 

Witnesses: Rep. Etheridge (NC) and Rep. Eva Clayton (NC) 
Indiana's AG and Ga. Comm. of Agriculture, Irwin 
several tobacco/agriculture economists including Will Snell (Univ. of Ky.) 
(several farmers and other agricultural leaders were to testify later) 

The hearing centered mainly around the issue of why farmers should be included in the 
settlement with other comments addressing how farmers should be included and the various 
advantages of the tobacco program. 1 will list each Senator who spoke and briefly summarize 
their remarks since that seems to be the information you were interested in. 1 will end with 
various remarks made to the press by Senators after POTUS's announcement yesterday. 

Lugar: Indicated that he was in favor of a buy out and suggested an $8 pound figure which 
could be included in a one-time or series of payments to growers. Remarked that there were 
many factors which affected tobacco farmers, not just the settlement (weather, etc). Asserted 
that the settlement was the right thing to do, but that farmers should also be included. 

Helms: Stressed that tobacco farmers AND the tobacco companies have been "good" citizens in 
that they have contributed billions to govemments in taxes and have been involved in the 
community, endowed universities etc. Said that he is tired of the attacks on the industry and that 
it is an individual's choice to smoke. Mentioned the "coincidence" that Mr. Rodham was "the 
brother-in-law to someone in this town" and that he was involved in the settlement. Stressed 
that farmers be included. 

McConnell: Mainly outlined the importance of tobacco to Kentucky: 88,000 small farms with 
50% of farm receipts coming from tobacco. Asked whether farmers were mentioned in the 
settlement negotiations. Indiana's AG said that farmers where mentioned, however, the parties 
(companies) considered their inclusion in the settlement a "deal breaker." 



Coverdell: Stressed that rural tobacco communities should not be left out of the debate and that 
they must be considered in the settlement. He mentioned the problem Canada had with 
regulating cigarettes (first mentioned by Helms) and how that contributed to black market 
trading. He stressed that we must not pass a settlement that would lead to this kind of situation. 

Grassely: Very concerned that the POTUS was not specific on proposals for farmers. Indicated 
that since the POTUS had strong views on this issue since he came into office, he should also 
have ideas and specific proposals on how to solve the farmer issue. Said this represented a 
"vacuum of political leadership" and wondered if there was "something wrong." 

Summary: Several Senators seemed concerned that the POTUS did not have anything specific 
in mind on this issue. It should be noted, however, that no Senator who spoke/asked questions 
had anything negative to say about helping farmers/communities. It should also be noted that 
Democratic representation on the committee was noticeably absent. Specific ways to help 
farmers were not discussed, only outlined, and several "what if" scenarios were discussed. It is 
interesting to note that if the tobacco program (system of quotas, etc) were eliminated as some 
suggest, the price for tobacco would actually drop, therefore giving the tobacco companies more 
profit per pack and leaving remaining farmers with less money. A voluntary buy out was 
discussed and would mean that farmers voluntarily take payment to retire their quotas and those 
that don't remain in the tobacco program 

Congressional comments in the press: 

Rep. Thomas J. Bliley, Jr.: Said he would hold hearings on tobacco after Congress recessed in 
October or early November. Indicated that the POTUS's refusal to submit a detailed legislative 
proposal has eliminated the possibility of being able to enact the settlement this year. 

Sen. Wendell Ford: In an AP report. Sen. Ford indicated that the numerous new provisions to 
the settlement would weigh it down and it would be defeated under its own weight. 

I will pass along other comments as 1 come across them. 



Option 1 - Immediate End of tihe Program and Replacement with 
State Program 

(a) TERMINATION OF FEDERAL PROGRAM FOR TOBACCO 
Notwithstanding any other provision of law, beginning, as soon as 
determined by the Secretary to be practicable taking i n t o 
consideration the desire to avoid undue disruption of tobacco 
marketings, federal price support for tobacco, and r e s t r i c t i o n s 
on the production of tobacco as conducted or provided for under 
the provisions of the A g r i c u l t u r a l Act of 1949 and the 
A g r i c u l t u r a l Adjustment Act of 1938, s h a l l terminate. 

(b) ALLOWANCE OF STATE PROGRAMS - - Upon such termination 
as i s provided for i n (a), i n d i v i d u a l States may provide for 
t h e i r own price support program for tobacco and may regulate the 
production and sale of tobacco i n t h e i r respective states i n such 
manner as they determine appropriate i n order to insure the well 
being of tobacco producers. Further, Congress hereby consents to 
the forming of i n t e r s t a t e compacts between States to provide for 
income and other support of tobacco producers and regulation of 
tobacco to replace the current system of federal support and 
regulation. A l l such i n t r a s t a t e or i n t e r s t a t e programs^shall be 
subject to review by the Secretary of Agriculture of the United 
States to determine the consistency of such programs with 
obligations of the federal government and to r e j e c t i o n m the 
case of any such inconsistency. 



option 2 - End of the Federal Program a f t e r 7 years and 
Replacement with State Program 

(a) TERMINATION OF FEDERAL PROGRAM FOR TOBACCO -
Notwithstanding any other provision of law, e f f e c t i v e beginning 
with the 2?05 ?rops of tobacco, a l l federal price ^^PP^^^ for 
tobacco or r e s t r i c t i o n s on the production of tobacco as would 
o?her5?se be conducted or provided for under ^he provisions of 
?he A g r i c u l t u r a l Act of 1949 and the A g r i c u l t u r a l AdDUStment Act 
of 1938, s h a l l terminate. 

(b) ALLOWANCE OF STATE PROGRAMS - - Upon such termination 
as i s provided for i n (a), i n d i v i d u a l States may provide f o r 
?heir own price support program for tobacco and may regulate the 
production and sale of tobacco i n t h e i r ^^^P^^^^^^^^^^^^^^h^^.e^f 
manner as they determine appropriate m order to insure the weii 
SSng o? tobacco producers':'^ Further, Congress hereby consents to 
the ?orming of i n t e r s t a t e compacts between States to provide for 
income and other support of tobacco producers and regulation of 
tSbacco to replace the current system of federal support ai^d 
regu^a?ion. A?1 such i n t r a s t a t e or in t e r s t a t e programs sh a l l be 
su^D-ct to review by the Secretary of Agriculture of the United 
States to determine the consistency of such programs with 
obUgations of the federal government and to r e j e c t i o n i n the 
case of any such inconsistency. 



Northeast Interstate Dairy Compact 

The United States Constitution provides that individual states may, with the consent of Congress, 
for^ compacts among themselves to solve common problems. An interstate compact rs the 
mgTest and most bJmg legal tool available for formal cooperation among ^ ^ ' ^ - ^ ^ ^ ^ ^ ^ ^ 
essentiaUy a treaty between two or more states and is authonzed by Article 1, Section 10 of the 
United States Constitution. 

The Constitution requires compacts to be approved by Congress they will effect eiUier the 
political balances within the federal system or a specific govenunent power. Once -^^^^^^ 
deceives approval from two or more participatir,g states' legislatures and is approved by Congress. 
Congress ?hen has the power to amend or rescind the interstate compact at any time. Since the 
late 1700's, nearly 200 compacts have been formed m the United States. 

In 1988 legislators in several northeastern states begin developing language for the Northeast 
Interstaie Dairy Compact (the compact). The compact grew out of previous 
concems that dairy farmers throughout the Northeast were receiving a low pnce for their milk. 
There were also Sncems expressed over the lack of uniformity in milk marketing regulations, 
which inhibited the efficient marketing of milk in the Northeast. 

After approval of the compact by six northea3tem states, Comiecticut, Maine Massachusetts. 
New limpshire. Rhode Island andVermont, legislation granting congressional consent was 
introduced in the Senate on May 2, 1994. This bill. S. 2069, provided that s« additional 
nrheastem states. Delaware. Maryland. New Jersey, New York. Pemisjdvama and Virgina could 
also enter the compact along with states contiguous to compact states foUowmg 
approval provided each state passed authorizing legislation. That bill failed to reach the Senate 

floor. 

There were various attempts to include language in the 1996 Farm BiU authorizing the compaÔ  
Both the House and Senate versions of the Farm Bill failed to include Congressional approval, but 
the final Conference bill contained a provision that provided Congressional consent for the 
compact under certain conditions. The 1996 Farm Bill provided that the Secretary could grant 
the States that had ratified the Compact the authority to implemem based upon a finding of a 
compelling public interest in the Compact 

The Northeast Interstate Dairy Compact would establish a commission to admiiuster the compact. 
The commission would be composed of delegations consisting of not less than three nor more 
than five persons from each state included in the compact. Delegation members must be residents 
and voters in the appointing state and at least one member of each delegation must be a dairy 
producer and at least one must be a consumer representative. 

The commission would have authority limited to the area served by the compact to: (1) review 
existino laws and regulations and measure their impact on the production, marketmg and 
shipments of milk, (2) prepare model dairy laws and regulations dealing with mspection, samtary 



.Odes labelling. Standards producer security progrums and fair trade laws. (3) encourage the 
1 t ;1 o S l ^ rê ew and recommend changes m the existing structure for assembly 

^ t ^ n t t i o n oT̂ ^̂ ^̂ ^̂ ^ costs and charges for producing, hauling, processing, 

far the most controversial. 

The comnusrion m.st hold a public hearing prior to *e 
a comoact over-order price. At the public hearing, the commission is required to make Imdmgs 
«th resp^To whether the public Lerest will be served by ttie estabhstenen, of immmunr milk 
r^es^d what the levd of prices that will assure that producers receive a pnce sufficient to 
^""ttecosls of production and will elidt an adequate ^pply otmilk for the inhabitants of the 
compact states and for manufacturing purposes. 

The commission's authority to impose an over-order price only applies to inilic - ^ - ^ ^ J ^ ' ' (Class 
n The commission would be requked to take into account the following factors when 
estabuLng the over-order Classi price: the supply-demand balance for milk m the compaa 
ttcs theLts of producing milk, the prevaiUng price for mUk outside the - m p - ;̂ ĥe 

nurchasin« power of the public and the price necessary to yield a reasonable reUim to milk 
r d u " 3 distributors. The commission cannot establish f-er-order Q^^^^^ 

than $1.50 per gallon times the change in the Consumer Pnce Index since 1990. After deading 
on^ Price level the commission would hold a producer referendum on the proposed pnce witih 
.̂ o-t'lSrcL^ f ̂ ^̂ ^̂ ^̂ ^ producers required for approval. The conunission must tal^ s^h acuons 
^necessary to ensure tiiat the over-order price does not create an incentive for producers o 
genSditional milk supplies. The commission would have the authonty to require tiiat^ 
h ^ L s except producer-iiandlers. receiving milk firom producers located mthe compact states 
pay producers the over-order price for milk used in fluid products. 

Regulations establishing a compaa over-order price may contain provisions for the 
Sursement to participants of the Women's, Infents and Children Special Supplemental Food 
? r 7 ^ r ^ C ) offset the increased cost of fluid milk products. In addition, the commission ts 
f S t V c o ^ ^ ^ Commodity Credit Corporation (CCC) for the cost of any mcr^e tn 
C ^ d ^ purchases which results from milk production in the compact states mcreasmg faster 
than the national rate. 



L'Oi-'n.-i" i n.^ 

M3>l<ng P.O. Box Ŝ OO 
Address: Lawrence. MA 01B42 

To: Interested Parties 

From: Bob Wellington 

Dare: April 4, 1996 

RE: Northeast Dairy Compact 

Duration 

USDA 
Approval 

Compact 
Members 

The Northeast Dairy Compact has been ratified by Congress as part of the Fann BiU passed 
by U S Senate on Msica 28 and the U.S. House of Representatives on March 29. Tne 
approval of the Compaa v,-as for a limited duration and is linked ro the time table for reduc­
ing the number of Federal ^Sk orders fmm 33 to 14(orfewcr). This should take approxi­
mately two to three years, but could last longer if legal or admmisnaave problems delay the 
mergers. 

Congress has also established one last hurdle before the Compact can become effective. TTje 
Fani Bill dictated that the U.S. Secretary of Agrictdwre must detenmne that there is a 
"campeUing t)ublic interesi" in the New England region before allowing the Compaa to 
proceci We are in the process of providing both political motivation and economic and 
social justification for the Secretary. Although his approval is not assured, I believe n is 
likely v<.-iihin the ns.«a month or so. 

Whil- the Secretan- is deliberating, we are encnuraging the six New England states to eo 
ahead and appoint'their Compaa Commission members. As wrinen in law, each siaie must 
have from three to five members on their state Compaa delegation; one member must be a 
dairj- feimer and anotiicr must be a consumer representative. The rest can be of the state s 
choosing. 

In Vermont, the delesation must have three dairy farmers (including one independent), one 
consumer rrprcsentative. and one handler, with the Commission of Agriculture serving as a 
non-voting member. In Massachusetts, the delegation must have two dairy farmers, one 
consumer, one handler, and the Commissioner of Food and Agriculture (as a votmg m^-
ber) Generally the Governor appoints T!he Compaa Conamission members. In most states 
tiie Compact law also includes tiic appointment of a handler and a government representanve 
to the debcation. Asri-Mark supported this concept since handler and government mput is 
cmcial to making this effort successfbl. Each sute wUl have one vote in the Compaa Com­
mission. The 3 to 5 member delegation-from each state wiU daezmmc how tiieir stare will 
vote on each issue and on setting a price. 

Once tiie Secretary- has approved tiie Coinpaa and each state has chosen its delegation, the 
Commission must establish the rules and reeulaiions bv which it must operate. Most of these 



Interested Parties 
Paee2 
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State 
Participation 

Hearing/ 
Referendum 

Class I Price 

Administration 

ml« and restladotB are speUed out in de îl in the Compaa kgistoon; however, n^y ̂ e 
f t M p r ^ Conmiissi- mU5t appoint an ex«imve director, es^bll h a 
? l L s ? p S n S w i i tbemean. to collect tods andauditcornpUance.̂ ^ 

ho "the rev îae will be di^mW among dain- fcmers. This last pomt will no doubt 

be the most controversiaL 

All dairv finns physically located it, the sixNew Englaiul states will share in Compact 
coolmuistheisBte chooses not to participate. Individial states can opt ont, SomeNew 
York E d i c t s (and perhaps otiers ouuide of New England) will also share m the Compact 
over-order price to the eaent they serve the New England Market. 

New York State can only join the Compact by obtaining both state and Congressional ap-
™ t J Otb«North«« i-ies co«ld.h«i foUow urinsthe same procednie. but only after 
N c ^ o A t ^ ^ ^ s t o additional stares mua share a common border wrth a Compact 
S . : ^ o ' d i S ^ t t=. Although Agri-Marl: win pursue Kew Vorks^e i^tasion. it is 
S i ^ y that this would happen within the limited life span otthe current Compact. 

UeComniissionermnstconduaanmWjl^-^P^^^^ 

^ t ^ n ^ u s t beheldtoseekapproyal of the issuance or amendment of a U r e — . 

Cooperaii%'e5canblocl:votetothairefeKnduni. ^^.^ J - . _ J t - - - l ' ^ i i X ^ c 

Once the nles and ^ ^ - i ^ have b=» ««>bU;i^ the New England Class I "^J'= 
feri^e^^onislinritedtosettingaCIas'slpriceonly.t^ots^pnc^^^^^ 

c L e T o f i ^ T O s Class I pHee needs to be esiablishedby •''= "^"^ " i ^ ' ^ S ^ L „ 
™^,h so a i I todleis can coordinate it with the Federal Order Class I pnce. Ks tod to 
r ^ t ^ ^ i t : S - l d b e a t t h i s . p o i . « ; a p o s ^ b l e b e a c t e « r k . n i ^ ^ ^ 
« Boston since aat level has worked well under 4e Mame vendor ta.>. 

C t o I price ±at would establish a $.69 Class 1 premitmi and renirn about ^ 5 1 « 

m .̂dmum Class I price level of $17.10 adjusted by the Consumer Pnce Indev. 

At the end of each pricir̂ month. the money must be coUected accorfing to ^ ' ^ ' ^ l 
acrvv c U s IhatfdleS-bthcF^nnBiU. the Njw England M a t e ^ ^ ^ r ^ J ^ ' S 
^ected to assist the Compact efforts. The use of his lepo,̂  v,U make W= 
i X ^ =md the Compact CoUission. Tbe MA could probably blU the l ^ f ' " / " I ^ ^ ' : ^ , „ 
pact premium, but he will probably be reluctant to handle the money f ^ ^ ^ ^ ^ J ^ ^ ^ ^ , 
Ln^Usion iaff can perfL that fimc,ion_ It IS also Ifely tta^^ 
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Regulated 
Handlers 

CompetitTje 
Credits 

Payment 

Dates 

Time 
Table 

The Commission may impose an administrative assessment on handlers P^^^^^ 
from producers witMn the regioiL Thit assessment may not exceed one-tenth of one percent 
of the Federal Order blend price (about 1.2 to 1.4 cents per cwt:). 

While ti.c Farm Bill provisions were very positive regarding tiie role of tiie MA ti^ey ware 
convireK as negative reearding tiie use of compensatory payments under tiie Compact̂  
Comir^^ltrr. pfymentslre â ûred imder the Federal Orders and involve the option of 
C Tâ ^̂ ^̂ ^̂ ^ pool by t^gulated handlers who sell Class I packaged milk into 
S e ^ S a L 33 an dtematWe to buying regulated pool milk. This P ^ y m - ™ 
^ ^ a T S d l e r s that they wiU not have a competitive 

" b u y f ^ W producers located in ti.se 
"aS^re^edharSTer according to ti.e law 

::sŜ esT̂ ^̂ ^̂ ^ 
concept-

s;c'̂ :rJa=rw=:--̂ ^̂ ^ 
lefined under the Federal Order, are no. subjea to a compaa over-order pnce 

since they are not sullen to the Federal Drier Class I pnce. 
Pavment dates by handlers and to producen under ^f^^^^^'^'^'^^^ 
da«s to every extent possible although there may be - j f ""•^^'^t^c'ria ^ f f ^ « astheaddiSnalstepofsendingmfotnjadon&om^MAoffice^^^^^^^ 

TV rT.;^^ ™We for enaciins tiie Conqjaci is not firm, however, even if everything falls 
The current tmie taoie lor cnacun̂  luw Y"***"" » . Ancoist or early 
into place perfeoly. W r s «iU probably not receive a payment until late August 
September at the earUesL An optinnim time table is shown below. M"Tith 
1996 April 

May 

June 
July 
Aucrust 

^ secretary approves Compact; States name delegation menibets 
C 0 « ^ a c \ S S n meĉ . =-abU=h=s niles » d "d 
holds a producer Referendum 
Sets a July Class I price by June Stii. 
Compact price in efiea , „ J . r,<.r 
Han<£ers pay July Compact price by 20:h of montii. Producers get 



t \ j ^ *j -i 

Interested Parties 
Page 4 
April 4,1996 

Lawsuit 

CCC 

Any delav on the part of tiie Secretary or the Compact Cot^sicn ^o^^lf.^^^^^^ 

involved and not stop tiie Compaa provisions. 

A lawsuit against the compact is MeUy IMy. Keep in^d^^^^^^ 

- r ; o 1 ^ l = a l S - X c i : t ^ ^ 

approval. 

ThcFa^BiUaboinduacsaprov^iontbattheCompa^Comr^n^^o^^^^ 

whole increases significantiy. 

Aslsaidatthebeglm^^oftheC^-P-i^^^^ 

ConSess^-owwe mustgetfiie Sectary toai^ov .^^^^^^ 
then make it work. The last item will probably be the most .halle=gm= 

:mc 


