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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EQP

cc: Thomas L. Freedman/OPD/EOP, Laura EmmetyWHQ/EQOP
Subject: Draft of three tobacco farmers letters

o0

TOBFARLT.319 TOBFARLT.31H TOBFARLT.31RHere are three drafts of tobaceco farmers letters to

Senators Edwards and Robb and 3 House members. They concern recoupment and the federal
legistation. | will fax you copies of the letters. Let me know if these drafts look alright. Thanks,

- Mw L Zopo Naws 10erconmed

dz"wcw&?/
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'« STOBFARLT 31R ‘ Bace 1]
March 22, 1999
Dear Senator Robb,

Thank you for your thoughtful letter expressing concern about the future of tobacco
farmers in this country. As you know, I have made protecting tobacco farmers and their
communities one of the key components of my Administration’s policy to reduce youth smoking.
While we must work to reduce youth smoking, we also must ensure that we protect tobacco
farmers and their communities.

[ agree that tobacco farmers and their communities must be protected from the effects of
tobacco litigation. As was done in the settlement with the state attorneys general, I believe that
in connection with any judgment or settlement of Federal claims there should be established a
fund to protect them from the unintended consequences of that lawsuit. I am committing my
Administration, as any Federal litigation proceeds to judgment or settlement, that we will make
sure that 2dequate funds are set aside by legislation to ensure the financial security of tobacco
farmers and their communities. We would of course develop this legislation in close

- consultation with you and other members of Congress, and with representatives of tobacco
farmers, workers, and their communities.

It is possible to protect tobacco farmers and their communities, at the saroe time that we
dramatically reduce youth smoking. Iam confident that we will be able to reach agreement with
respect any judgments or settlements of federal claims. Ilook forward to working with you on
this important issue.

Sincerely,
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March 22, 1999

Dear Senator Edwards,

Thank you for your thoughtful letter expressing concem about the future of tobacco
farmers in this country. As you know, I have made protecting tobacco farmers and their
comumunitics one of the key components of my Administration’s policy to reduce youth smoking.
While we must work to reduce youth smoking, we also must ensure that we protect tobacco
farmers and their communities.

I agree that any recoupment from the state settlements should take into account effects on
tobacco farmers. My Administration has proposed an approach that gives states flexibility and
discretion over how these funds will be spent. Specifically, we have proposed that states keep
100 percent of the tobacco settlement funds in exchange for a commitment to use a portion of the
proceeds to reduce youth smoking, protect tobacco farmers, improve public health, and assist
children. We look forward to crafting legislation with the states, members of Congress, and with
representatives of tobacco farmers. Without such Iegislation, not a single penny of tobacco
settlement funds would have to be used to reduce youth smoking.

It is possible to protect tobacco farmers and their communities, at the same time that we

dramatically reduce youth smoking. Iam confident that we will be able to reach agreement on
recoupment. I look forward to working with you on this imnportant issue.

Sincerely,
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March 22, 1999

Dear Representative Boucher,

Thank you for your thoughtful letter expressing concern about the future of tobacco
farmers in this country, particularly small farmers. As you know, I have made protecting tobacco
farmers and their communities one of the key components of my Administration’s policy to
reduce youth smoking. While we must work to reduce youth smoking, we also must ensure that
we protect tobacco farmers and their communities.

I agree that tobacco farmers and their communities must be protected from the effects of
all tobacco litigation. As was done in the settlement with the state attorneys general, I believe
that in connection with any judgment or settlement of Federal claims there should be established
a fund to protect them from the unintended consequences of that lawsuit. I am committing my
Administration, as any Federal litigation proceeds to judgment or settlement, that we will make
sure that adequate funds are set aside by legislation to ensure the financial security of tobacco
farmers and their communities. We would of course develop this legislation in close
consultation with you and other members of Congress, and with representatives of tobacco
farmers, their families, and communities.

It is possible to protect small tobacco farmers and their communities, at the same time
that we dramatically reduce youth smoking. I am confident that we will be able to reach
agreement with respect to any judgments or settlernents of federal claims. I look forward to
working with you on this important issue.

Sincerely,
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March 22, 1999

Dear Representative Jenkins,

Thank you for your thoughtful letter expressing concern about the future of tobacco
farmers in this country, particularly small farmers. As you know, I have made protecting tobacco
farmers and their communities one of the key components of my Administration’s policy to
reduce youth smoking. While we must work to reduce youth smoking, we also must ensure that
we protect tobacco farmers and their communities.

I agree that tobacco farmers and their communities must be protected from the effects of
all tobacco litigation. As was done in the settlement with the state attorneys general, I believe
that in connection with any judgment or settlement of Federa] claims there should be established
a fund to protect them from the unintended consequences of that lawsuit. I am committing my
Administration, as any Federal litigation proceeds to judgment or settlement, that we will make
sure that adequate funds are set aside by legislation to ensure the financial security of tobacco
farmers and their commumities. We would of course develop this legislation in close
consultation with you and other members of Congress, and with representatives of tobacco
farmers, their families, and communities.

It is possible to protect small tobacco farmers and their communities, at the same time
that we dramatically reduce youth smoking. I am confident that we will be able to reach
agreement with respect to any judgments or settlements of federal claims. I look forward to
working with you on this important issue.

Sincerely,
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March 22, 1999

Dear Representative Hilleary,

Thank you for your thoughtful letter expressing concern about the future of tobacco
farmers in this country, particularly small farmers. As you know, | have made protecting tobacco
farmers and their communities one of the key components of my Administration’s policy to
reduce youth smoking. While we must work to reduce youth smoking, we also must ensure that
we protect tobacco farmers and their communities.

I agree that tobacco farmers and their copumunities must be protected from the effects of
all tobacco litigation. As was done in the settlement with the state attorneys general, I believe
that in connection with any judgment or settlement of Federal claims there should be established
a fund to protect them from the unintended consequences of that lawsuit. I am committing my
Administration, as any Federal litigation proceeds to judgment or settlement, that we will make
sure that adequate funds are set aside by legislation to ensure the financial security of tobacco
farmers and their communities. We would of course develop this legislation in close
consultation with you and other members of Congress, and with representatives of tobacco
farmers, their families, and communities.

It is possible to protect small tobacco farmers and their communities, at the same time
that we dramatically reduce youth smoking. I am confident that we will be able to reach
agreement with respect to any judgments or settlements of federal claims. I look forward to
working with you on this important issue.

Sincerely,
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March 5, 1999

President Willizmm J. Clinton
The White House
Washington, D.C. 20502 i

Dear Mr, President, . _

I am writing to express my anqcem zbaut the Adrginistration’s position that raoney
owed to the states as a rseult of their darerment with the tobacco companics is subject to
federal recoupment and control. Thisfmoney was intended by all invelved in the agrcement to
go to the states, and the states are in the best position to knew how it can most effectively be
used. ° :

1 am particularly troubled by tflm Admmistration’s recoupment plens in light of its
failure to develop any workable program to deal with the impact of the agreement on tobacco
fareners and their commumities, not aply in my state, bul in other tnbacco-growing states as
well. :

In North Carolina, our paorest and most izl compmmities are threatened with
economic devastation Jt conld take 25 to 50 years for this region to recover from the effects off
the tabacco setflement accarding to shme studies. And I hardly need to 121l you about the face
of a farming crisis — onoe prosperous Emilies can quickly fiud themselves faced with the loss
of thejr livelihood and all they have struggled to earn.

North Carolina has a specific plan outlined that will target fifty percent of settlement
funds to go m a foundatian to fimd ef to Iielp these farmers and communities maintain
economic stability. The other fifty _'_ is carmarked for spending on children’s health and

education on tobacca issues that I believe are consistent with the Administration’s goals at
reducing youth smoking and smoking relaged illnesses.
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President William J. Cliuton
Mearch 5, 1999
Page 2

smcﬁr intends to make the raost of the Master Settlement
Agreement. In axder to do so, Noxth Oarolinz weeds control of these funds to meet the umique
peeds of cur people and conmnunities, Eaarticularly our farrpers. And the fact is, North Carolins
needs and deserves mote from your Administratien than s threat to teke away its mongy, We
need = sustained and workable commi_Ement from, you to address the pain fnflicted on our

fagnipg communities. ,a
1 would Jike the opportunity ts work with the Administration to address thess jssues. 1
believe we can find 2 way to help tronbled farmers and thelr communities and ook forward to

worlking with the Administration to d%." 80,

Given the opportunity, my

Yours Smcerely,

S Bt

Jobm Edwards

B e N [
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ARMED SERVICES
WASHINGTON OFFICE: FINANCE
Rusasll Senate Qffice Building

_ . INTELLIGENCE
First and mﬁmz :'v;?:u;ésn:lé, Room 154 qﬂ_ﬂl tgﬂ %mtw % mﬁtz JOINT ECONOMIC COMMITTEE

COMMITTEES:

) (202) 2244024 WASHINGTON, DC 20510-4603 Democratic Policy Committee
Email: eenator@robb.senata.gov
tintpy//robb.senate.gov
PFebruary 4, 1999 P - ~
The President \ .
The White House '

Washington, D,C. 20500
Dear Mr, President:

1 am concerned about the proposal to bring a federal lawsuit against the nation's
tobacco manufacturers. When you first announced this approach during the State of the Union,
I thought such a svit might provide a way to bring all of the parties to the negotiating table to
resolve the uncertainties which still surround tobacco production in the United States. As you
know, many Virginians rely on tobacco for their livelihood, from manufacturing workers to
growers to dock workers. Beginning with the comprehensive settlement announced on June
20, 1997 and continuing until today, these workers, growers and their families have suffered
enormous upheaval and uncertainty. '

I'd like to find a way to help alleviate this upheaval and give these families some
certainty, and I've concluded it is likely that the lawsuit would create further instability. For
this reason, I'd like to urge you not to initiate such a federal legal action.

The states successfully sued the tobacco companies under various theories of recovery,
including Medicaid reimbursement, consumer fraud and antitrust violdtions. The federal
government, apart from asserting some claim under the state's Medicaid recovery, does not
appear to have a similar obvious basis for a suit. In the past, the position of the Justice
Department has been that the federal government does not have the authority to sue
manufacturers of a legal product such as tobacco. This position, I understand, was based on a
lengthy internal memorandum produced several years ago. I understand further from an article
in the New York Times on January 21, 1999, that another memorandum was prepared by
outside counse] that reaches the opposite conclusion and asserts that the federal government
does have a right to sue. Having.a copy of these two documents would assist me in
understanding exactly what caused the Justice Department to reverse its original position.

In the hope of avoiding this federal litigation, I would like to request copies of these
two documents as soon as possible.

Sincerely,
Charles S. Robb
State Of{lag: Regiloao! Offices:
Tha lanfronee, Suits 810 Dotrinion Towers, Sutts 107 Fuwr tnion Bl B t 8 i AB&T.
1077 Enae Misin Spreat IS Watarsida Drive Malrs Sxraar ks :1” :::ms;'m.m‘ Huledmo Slnl:c‘q smlnk ?&mm 102
Hichmond, VA 2X10 Norfoll, VA 23510 Cintwood, VA 24270 Danville, VA 24847 Rarunicn, VA 380711
4 P72t Y571 4472124 (2401 B28-4104 "-ax (540) 8850104
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February 3, 1999

The Honorable William J. Clinton
The President

The White House

Washington, DC 20500
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Dear Mr. Presidént'.

We are writing to express our serious concerns fegardjng your proposal to initiate federal
litigation against the tobacco industry and the devastating effect it would have on tobacco farmers
. and their communities, communities which are already reeling from the events of the past year,

Mr. President, your proposal -would deal a crippling blow to farmers and communities
throughout the Southeast who are dependent upon the income which tobacco farming provides.
Currently, there is no other single crop that can match the profitability of tobacco per acre for these
small farmers. Not only are profitable alternatives unavailable, most farmers do not have at their
disposal the acreage necessary to cultivate’other crops in the quantities needed to achieve a
comparable profit margin. Often, these small tobacco allotments provide the dlffercncc between
being able to keep or having to sell the family farm.

Earlier this week, the United States Department of Agriculture announced that the butley
tobacco quota for the upcoming growing season will be down by 28.8%. This large cut indicates the
. extent to which tobacco farmers are bearing the brunt of the costs of the settlements reached between

. the tobacco companies and the states. Continued attempts by the federal government to attack the
tobacco industry will surely end tobacco farming as a way of life for thousands of small farmers,
with serious repercussions for their families and their communities.

In light of this reality, we are vigorously epposed to your proposal to file suit on behalf of the
federal government against the tobacco industry. Such action would hurt the most those people
whom you have pledged to protect, namely the small tobacco farmer. We hope that you will
reconsider your proposed course of action and instead turn your attentions to finding ways to help

small farmers survive in the 21st Century.
Van Hilleary ;
Member of Congress

4th District - Tennessee

Sincerely,

Rick Boucher
Member of Congress
9th District - Virginia
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Record Type: Record

To: Bruce N. Reed/OPD/EQP, Elena Kagan/OPD/EQP

cc: Mary L. Smith/OPD/EQOP
Subject: Tobacco Farmer Gratitude

Rod Kuegel {KY burley) called to say the following: As you recall, PM was getting ready to
announce that it would move from buying tobacce through the quota system to buying it via direct
contract with the farmer. This would have put the farmer directly under the thumb of the company
and destroyed the quota system. But Phillip Morris, unexpectedly, did not announce this move.
Rod's explanation? He says the companies knew about our meeting (the tobacco farm leaders
coming to the WH) and feared creating an unholy alliance for new taxes -- so they backed off.

Rod suggests another meeting to further the buzz and to discuss any GATT ideas we have.
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.fanuary 26, 1999

The Honorable William J. Clinton
The President

The White House

Washington, D.C. 20500

Dear Mr. President:

For the second consecutive year, your words of concern about tobacco farmers during
. -your State of the Union Address represented a significant gesture all across tobacco country. It
must be recognized, however, that for the second consecutive year, you have embraced an ~ -
initiative that, if carried out, would result in devastation for tobacco farmers, their families, and
their communities throughout the tobacco-producing states of this nation. Just as enactment of
the proposed tobacco legislation in the United States Senate during the 105th Congress would
"have ended tobacco production as a means to make a living for thousands of farmers across the

Southeast (by eliminating much of the market for their crop), so too would the most devastating
impact of your proposed federal litigation against the tobacco industry be felt on the farm.

. Let there be no doubt, Mr. President, your proposal would be a death blow to farmers,
agribusinessmen, and communities throughout the Southeast. It is a well-documented fact that
tobacco farmers do not have at their disposal the acreage necessary to cultivate other crops in the
quantities needed to achieve a profit comparable to that which is generated by tobacco -- a profit
that is already being squeezed to razor-thin levels as 4 result of policies, initiatives, and decisions
over which farmers have no control. Continuing to jeopardize the availability of the market for
their crop through attacks by the federal government on the tobacco companies will not only end
tobacco production, but it will also end farming as a way of life for thousands of honest, hard-
working farmers throughout the southeastern United States. The ultimate impact on their
communities and towns is unimaginable.

Therefore, Mr. President, although we seriously question the legal authority for your -
* proposed federal lawsuit against the tobacco industry and have tremendous concerns about the
~ precedent it may set for all private industry, we vigorously oppose your latest initiative primarily
because of the devastating impact it will have on the very people you have stressed the need to
protect -- tobacco farmers. By all accounts, and despite your stated desire to achjeve both, those
two objectives -- assaulting the tobacco industry and protecting tobacco farmers*- appear to be
mutually exclusive policies. '

PRINTED ON RECYCLED PAPER
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Letter to the President
January 26, 1999

. == page 2 -

We remind you that by continuing to pursue initiatives that cripple the ability of the
domestic tobacco industry from operating effectively in this country, you are effectively
relegating the farm families that depend on that industry to the sidelines of the coming century
and away from the economic prosperity and strength that you envision for all Americans. And if,
as we believe, Franklin Roosevelt was correct in saying that American farmers, "are the source
from which the reservoirs of our nation's strength is constantly renewed,” then turning away from
those farmers, their families, and their communities is poor policy for the nation as a whole.

Sincerely,
Phaihe 26 % M
Representative Mike Mclntyre Representative Howard Coble

Representative Harold Rogef

Representative Cass Ballenger ?S

cc: The Honorable Dan Glickman
The Honorable Janet Reno
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Record Type: Record

To: Victoria A. Wachino/OMB/EQOP

cc: Cynthia A. Rice/OPD/EOP, Joshua GotbaumlOMBlﬁOP, Laura Emmett/WHO/EQP
Subject: Re: Tobacco language--PLEASE RESPOND ASAP &

What do you think of the following on your three changes? (full paragraph
below).

1. I'd definitely keep "protecting” farmers in the paragraph. It's in the headline
anyway and the President has used this phrase beginning with his first
announcement in 9/97.

2. | changed the language to the OMB version on "looks forward."

3. On "“financial well-being” -- The President said "well-being" in his 9/97
announcement. | think ensuring "financial security” is fine, maybe even stronger --
but not consistent with our past commitment language.

Protect farmers and farming communities. The Administration remains committed
to protecting tobacco farmers and their communities, and is monitoring closely
on-going efforts by state, farmer, and industry representatives to provide funding
and purchase commitments to tobacco farmers. The Administration will work with
all parties, as needed, to ensure the financial well-being of tobacco farmers, their
families, and their communities.
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Record Type: Record

To: Bruce N. Reed/OPD/EQOP, Elena Kagan/OPD/EOP, Laura Emmett/WHO/EQP

cc: Thomas L. Freedman/OPD/EQOP
Subject: Tom's reaction to OMB's Proposed Revised Farmers Language

Forwarded by Cynthia A, Rice/OPD/EOP on 01/15/99 04:14 PM ----------rmmmmmmommmcamnnn

< Thomas L. Freedman
01/15/99 03:35:06 PM

Record Type: Record

To: Cynthia A. Rice/OPD/EOP

ce:
Subject: Re: OMB's Possible Revised Bullet for Tobacco Budget Language 3

W

1. OMB's is more cryptic and has less sympathetic rhetoric for farmers. | think this brevity will be
less reassuring to farmers. Also, it doesn't mention that we are watching what is going on and
doesn't imply we will continue to fulfill the commitment we made depending on the gutcome. But
Bruce seemed to agree in our staff meeting that our line is that we are a backstop for farmers
depending on the outcome of their negotiations.

2. OMB only mentions purchase commitments explicitly: a.) there might be some legal issues
about u§saying that our main budget plan is to pressure private companies to enter into certain
contracts with other private entities b.) the purchase commitments is not the chief way we have
ever promised to help farmers, to emphasize it now will signal we are backing away from our
general commitment to he a backstop farmers_and moving to just this.

et

oboger - "PMLMM&
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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EQOP, Cynthia A. Rice/OPD/ECQP
cc: Laura Emmett/WHO/EOP, Mary L. Smith/OPD/EOP v
Subject: Tobacco Farmers

USDA will put out a release late today saying the companies will buy 103 million pounds of the '97

cww%year will be a 17% decline from last year,  The maijority
(—P_f/_o_)_gill be baught by Phillip Morris. the companies will receive a 15% discount. The companies
- PM, RJR, and B & W -- will commit to purchase intentions of 475 million a year for the next five
yeafs. The 17% quota decline includes a 3% discretionary decision by the Secretary.
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Record Type: Record

To: Thomas L. Freedman/OPD/EQP, Etena Kagan/QFD/EQP, Cynthia A. Rice/OPD/EQP

cc:
Subject: companies & farmers

Tom, we need to find out what's going on here:

Tobacco firms preparing
growers compensation plan

Wednesday, November 18, 1998

BY PETER HARDIN _
Times-Dispatch Washington Correspondent

WASHINGTCN -- The tobacco companies are
nearing completion of a plan to compensate growers
inthe event a $206 billion national tobacco
settlement is approved, a leading tobacco
representative said yesterday.

"The companies are meeting every day to come up with the right numbers,"
said lawyer J. Phil Cariton of North Carolina.

"We are in the process of working up a concrete plan that we will take to
the [tobacco-state] governors,” he said.

"l would anticipate we'll be meeting with those governors around the first
week of December and be prepared to roll [a plan} out in a very specific
way," Carlton said.

On Monday, Carlton talked with tobacco-grower representatives in a
conference call, outlining some of the companies' ideas.

"We want to be certain that for the next eight, 10, or 12 years, whatever is
ultimately decided, that the grower community does not have to suffer
financially as a result" of the proposed settlement, Carlton explained during a
phone interview yesterday.

Although Carlton would not discuss any dollar amounts being considered, he
said the compensation plan would be "substantial” and would "not [be]
subject to the legislative process. It's private money, Not a grant to the

. government."”

The tobacco companies are considering a plan to have each affected
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governor form a committee or board to handle distributing the grower
payments.

Carlton, a retired North Carolina Supreme Court justice representing the
compantes, also has been in touch with tobacgo-state governors, including
Virginia's Jim Gilmore.

The multi-state settlement announced Monday would not make payments to
growers. But it requires that the industry and the leaf-producing state officials
meet within 30 days to discuss how to compensate farmers for declining
tobacco demand.

— e ey

Andrew Q. Shepherd, a Lunenburg County, Va., tobacco grower who
listened to the conference call, said he thought the tobacco companies were
heading in the right direction.

But he'd like growers to know a lot more before Virginia decides whether to
sign on to the accord, said Shepherd, a vice president of the Flue-Cured
Tobacco Cooperative Stabilization Corp., based in Raleigh.

States face a deadiine Friday for deciding whether to join the proposed
pact, and the tobacco companies are expected to indicate by Monday
whether enough states are aboard to seal the 25-year deal.

Virginia, a leading tobacco-growing state, produces leaf with annual sales of
nearly $200 million.

Not including any side agreement that is crafted to protect growers, the state
would receive about $4 hillion over 25 years from the tobacco companies if
it signs.
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Record Type: Record

To: Elena Kagan/OPD/EQOP, Bruce N. Reed/OPD/EOP

cc: Laura Emmett/WHO/EQP
Subject: Tomorrow am meeting

My updates are just updates of my note yesterday:

1. The Administration has officially said we will veto the ag. approps bill, passed yesterday,
because the disaster provisions are "totally inadequate."”

2. Rep. Etheridge's {D-NC} staff is still pushing the idea of lifting the ban on US government

%\WMMM&. They say Etheridge is still planning on calling
rskine very soon. He will likely ask Erskine for the Administration to at least stay neutral. They
continue to say they are faxing the language they are asking Glickman to agree to, Dallas has said
Glickman wouldn’t do it without WH sign off.

L Ll et
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" MIKE McINTYRE
TTH DRSTRICT, NORTH CASCUNA

COMMITTEE ON AGRICULTURE
SUBCOROITTERS:
RUSK ManaGEMENT AnD
SPFECIALTY CROFD

Congress of the nited States
Bouse of Representatives
G8ashinaton, AL 205153307
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MILTARY PROCUIREMENT

FAX COVER SHEET
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CONGRESSMAN MIKE-MANIYRE
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OFFICE: -
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10/9/98
Per your conversation with Congressman McIntyre:

(1) Clarifying language regarding FDA funding (current $34 million plus possible addition of
$100 million) for the purpose of regulating tobacco -- presumably for the sole purpose of
implementing FDA regulations on the sale of tobacco products to minors (pending appeal).

“None of this funding is fo be used to monitor or regulate the growing, cultivating, or
curing of raw tobacco. Furthermore, this authority should remain exclusively with the United
States Department of Agriculture.”

{2) Thank you for your willingness to speak with Sepator Stevens to convey the
Administration’s acceptance of extending GSM-102 trade provisions to tobacco leaf as a
provision in the omnibus bill.

272
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i ‘~f Thomas L. Freedman
: " 10/02/98 03:15:22 PM

Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP, Cynthia A. Rice/OPD/EOP, Mary L. Smith/OPD/EOP

cc: Laura Emmett/WHO/EOP
Subject: Tobacco news

Etheridge of NC has called USDA about allowing the government to help promote leaf exports while
maintaining a ban on helping finished tobacco. He was thinking of using the approps. process.
USDA will say we can't support that.

In the anti-trust case, the US attny has issued subpoenas in SC, NC, GA and the companies have
now resumed buying large shares of tobacco {they are buying 98% of the market up from 73%).
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"‘ SPECIAL Y

LRM ID;: MLG194

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
Washington, D.C. 20503-0001
Wednesday. August 26, 1998

LEGISLATIVE REFERRAL MEMORANDUM

TO: Legislative Liaison Officer - See Distribution below
FROM: E. Holl er {(for) & ant Director for Legislative Raference
OMB CONTACT: Michael L. Goad
PHONE: (202)355-3857 FAX: (202)395-5691
SUBJECT: AGRICULTURE Report on HR3437 Tobacco Market Transition Act
DEADLINE: 10:00 AM, Wednesday, September 2, 1998
| n— T ————

in accordance with OMB Circular A-19, OMB requests the views of your agency on the.above
subject before advising on its relationship ta the program of the President, Please advise us if this
ftem will affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title
Xill of the Omnibus Budpet Reconcillation Act of 1890.

COMMENTS: The proposed report does net specifically address the provisions of the bill, some of
which could impact your agency. We therefors request your agency’s views on both the report and
the bill. If additional time is needsed to prepare your agency's views on the bill, pleass contact this
office, If you do not respond by the deadline, we may assume that you have no commant on either
the proposed report or the bill.

DISTRIBUTION LIST

AGENCIES:

33-Environmental Protection Agancy - John Reeder - (202} 260-6414
61-JUSTICE - L. Anthony Sutin - (202) 514-2141

62-HMHS - Sondra S. Wallace - (202) 680-7760

88-Office of Government Ethics - Jane Ley - {202) 208-8022

92-Office of Personnel Management - Harry Wolf - {202) 608-1424
107-Small Business Administration - Mary Kristine Swadin - {202} 205-6700
114-STATE - Pau! Rademacher - {202) 647-4463

118-TREASURY - Richard $. Carmro - {202) 622-0850

128-US Trade Representative - Fred Montgomaery - (202) 395-3475

EOP:

Danief D. Heath

Mark A, Weatherly
Robert 8. Fairweather
Richard J. Turman
Mark E. Miller

Wendy A. Taylor
Cynthia A. Rice
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Elena Kagan
Gene B. Sperling
Sally Katzen
Thomas L.. Freedman
Jerold R. Mande .
Christopher €. Jgnnings
Sarah A, Bianchi
. Joghua Gotbaum
Sharman G. Boone
Rosalyn J. Rettman
- Peter G. Jacoby
Gynthia vailard
Robert J. Pellicci
Alicia K, Kolaian
Pamula L. Simms

FROM:COLLING, DM
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LRM ID: MLG194 SUBJECT: AGRICULTURE Report on HR3437 Tabacco Market Transition
Act

RESPONSE TO
LEGISLATIVE REFERRAL
MEMORANDUM

if your regponse to this request for views Is short (e.g., concur/na comment), we prefer that you mapond by
e-mall or by faxing us this responsa sheet. If the response is shont and you prefer to call, please call the
branch-wide fine shown below (NOT the analyst's line) to laave B maasage with a legisintive assistant.

¥ou may siso respond by:

(1) calling the analyst/attomey's dirsct line (you will be connected to volce mall f the anslyst does not
answer): or

{2) sending us a memo or letter
Please Include the LRM number shown above, and the subject shown below,

TO: Michael L. Goad Phone; 395-3857 Fax: 395-5691
Offico of Management and Budget
Branch-Wide Lina (to reach legisiative assistant): 395-6194

FROM: {Date)

(Nama)

(Agancy)
(Telephone)

The following is the responze of our agency to your request for views on the above-captionsd subjact:
Concur
_____ No Objection
_____ No Comment
See proposead edits on pages

T ——

Other:

FAX RETURN of pages, attached to this response sheot
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DEPARTMENT OF AGRICULTURE
OFFICE OF THE S8ECRETARY
WASHINGTON, D.C. 20280

Honorable Robert F. Smith

Chairmman

Comumittee on Agriculture

U.S. House of Representatives

1301 Longworth House Office Building
. myasmungton, D.C. 20515-6001 '

Dear Bob:

This is in response to your request for the Department of Agriculture’s (USDA) views on
H.R.3437, a bill “To provide market transition assistance for quota holders, active tobacco
producers, and tobacco growing counties, to authorize a private Tobacco Production Control
Corporation and tobaeco loan associations to control the production and marketing and ensure
the quality of tobacco in the United States, and for other purposes.”

Like several Senate and House bills, this bill provides payments to tobacco marketing
quota holders and tobacco farmers and provides for a long-term community revitalization
program to support communities in tobacco production areas. These provisions would add
needed funds to traditional tobacco producing areas to assist in the transition from a long standing
Federal tobacco program to a Federally-charntered corporation. However, by abolishing the
current program, many uncertainties would exist during this transition period while the
corporation adjusts to controlling tobacco marketings, implementing quality assurances, and
establishing tobacco price support levels.

While USDA shares the bill sponsors’ concerns about long-term transition for tobacco
quota holders and tobacco farmers as demand for U.S. - grown tobacco declines, the
Administration does not support abolition of the current program or establishment of a private
tobacco production control corporation. Rather, the Administration supports a continuation of
the current program with trensition payments and buyouts similar to those set forth in S. 1415.

The Office of Management and Budget advises that there is no objection to the
presentation of this report from the standpoint of the Administrations's program. '

Sincerely,

DAN GLICKMAN
Secretary

TOTAL P.34
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FACSIMILE MESSAGE

From: Flue-Cured Tobacco Cooperative Stabilization Corporation
P.O. Box 12300-2300
Raleigh, NC 27605
Telephone: 919-821-4560

Fax: 919-821-4564
SENT BY: Arnold Hamm
DATE: 8/5/98 PAGE1OF _15
TO: Tom Freedman
ATT:

Thursday’s presentation

SUBJECT:
Tom:

oo 1l
Following are hard copies and a narrative of the short presentation. We will be
staying at the Capitol Holiday Inn 202-479-4000 and I will have my cell phone
on,[  rewem . There seems to be some question as to whether or not an
overhead projector and screen will be available. Anything you can do to help
grease the wheels would be appreciated. I will have 2’ x 3’ placards in the event
overheads don’t suit, so I’1l at least need an easel. Talk with you later.

Arnold
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The Loss Of Farm Income and Tobacco Farmers In The Southeast

1. The Looming Economic Crisis In The Rural Southeast

slide 1. Adjusted for inflation tobacco prices, production costs and price |
support averages have caused tobacco farmers to take drastic

measures to remain viable.

slide 2. This has forced tobacco farmers out of business and lead to a
consolidation of tobacco farm size for remaining tobacco

farmers.

shide 3. The threat of tobacco industry litigation and legislation has
caused US cigarette manufacturers to conservatively manage
stocks by lowering purchases - the economic effect on flue-
cured tobacco producers is devastating.

slide 4. Not only are tobacco farmers as a whole at economic risk - but
beleaguered Black and limited-resource (less than $25,000 household
income) tobacco fanmers are even more vulnerable.

2. Cigarette Manufacturers Make Changes That Affect Tobacco Farmers

slide 5 & 6. Cigarette manufacturers have steadily increased flue-cured
tobacco imports despite promises in the 1980’s to limit imports.

slide 7. Cigarette manufacturers have decreased their on hand stocks
of domestic flue-cured tobacco forcing more farm tobacco to be
placed under loan.

3. 1999 Tobacco Quota Scenarios and. Possible Remedies

slide 8, 1999 Flue-Cured Tobacco Quota Scenarios. Declining quotas
threaten economic viability in general, threaten the viability of the
tobacco program thus increasing economic hardship due to rising
assessments.

slide 9. US cigarette manufacturers average use of domestic flue-cured
tobacco has averaged 545 million pounds annually over the past 4
years.
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slide 10.

shde 11.

slide 12.

TYlY 821 2064 o PJUNEDLLLY FVLivL L EVIVE PR VY]

Domestic cigarette manufacturers could prevent an economic
disaster in the Southeast by purchasing from the market and loan

. Inventory approximately 550 million pounds before December 1,

1998 and slightly increasing 1999 purchase intentions.

We’re not asking cigarette manufactures to buy more tobacco than
they need, we’re just asking that they buy more US tobacco.

Keeping the flue-cured tobacco quota from decreasing in 1999 is
only a stop gap measure, the long term solution lies in
compensating tobacco quota owners and tobacco farmers for their
investment. Whether compensation is negotiated with State
Attorneys General and cigarette manufacturers or legislated in
Congress is unimportant - just as long as it is done. Otherwise the
rural South may suffer an economic calamity not experienced since
the 1930’s.
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US Flue-Cured Tobacco Market Average, Production Costs
And Price Support Average

(1986 Dollars)

$1.55
$1.45 ,

, ~ ~
$1.35 T m—

$1.05
$0.95 >~ - ~ ’ .

$0-85 LN —-5-‘ 7

$0.75
1986 1987 1988 1989 1990 1991 1992 1993 1894 1995 1996 1997

— — Market Avg ~ = = = Production Cost Price Support

Sources: Tobacco: Situation and Outlock Repot, various editions and U.S. Labor Depariment Statlslics
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Projected Flue-Cured Tobacco Farm Income Analysis 1997-1999

Marketings (million Ibs.)
Decrease of Marketings from 1997

Market Average ($/ib.)

Gross Income (billion $)
Decrease of Gross Income From 1997

1997
1,014.3

$1.72

$1.749

1998

791.2
-22.0%

$1.70

$1.345
'23-1 %

632.9
~37.6%

$1.70

$1.076
-38.5%



wuvi/vlo

+-+-+ PUMEDLIL FULLLY

o919 821 4564

10:52

.08/05/98

Source:

Individuals At Risk

1997 Flue-Cured Tobacco Quotas = 42,049

. In many cases, quotas are owned by multiple people, 1996 = 113,012

. Many tobacco quotas are consolidated into one farm serial number

Blacks and other minorities in the flue-cured region are more
dependent on tobacco for income

. Approximately 16 % of all Black farm operators in the flue-cured region depend on
tobacco

*  Approximately 28 % of all American Indian farm operators depend on tobacco

. The number of minority farm operators who are classified as limited-resource or

socially disadvantage is disproportionate to total farm operators

R. Dlsmukcs, JL Harwood S E. Benlly Commcrclnl Agrlculmml Dlvlslon, Econnmlc Reseurch
Service and Risk Management Agency, USDA, Bulletin No. 733, Appcndix D and USDA-FSA
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Imported Foreign Grown Flue-Cured Cigarette Manufacturer Stocks
| 1985-1997
(million pounds)
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Source: TOBACCO Sluation and Cutlook Report, TBS 241, table 14, page 14, April 1988

1897
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US Cigarette Manufacturers' On Hand Supply Of
Domestic Flue-Cured Tobacco As Of July 1

months

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

Source: TOBACCO Situatlon and Outlook Yearbook, TBS 240, Table 18, page 29, Decembar 1897 (stocks-use ratio converted to monthsg)
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1999 Fiue-Cured Basic Quota Based On Various 1998 LLoan Receipts And
Theoretical NNC Assessments
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* 1998 domestic purchase Intentions used

** Theoretical 1999 NNC assessments are based on CCC's fear of tobacco program coilapse

Domestic Purchase Intentions* 455 455 455 455
3 Year Export Average (est.) 360 360 360 360
- Current Reserve Adjustment ~61 -61 -61 -61
Estimated 1998 Loan Receipts -70 =100 -150 =200
1999 Basic Quota 684 654 604 554
Percent Change From 1998 -15.4% -19.1% -25.3% -31.5%
Theoretical NNC Assessment** ($0.10) ($0.15) ($0.25) ($0.36)
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1994-1 997* Domestic Flue-Cured Cigarette Manufacturing Disappearance
(million pounds)
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Sources; TOBACCO Sluation and Outlook Report, TBS 239, table B1, page 36, Septamber 1997 and 1997* estimations by Tom Capshart
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How US Cigarette Manufactures Can Prevent An Economic Disaster
In The Flue-Cured Producing Area

1998 Marketing Scenario

1998 Basic Quota

Domestic Purchases
Export Purchases

Loan Recelpts
Current Loan Inventory

Total Loan Inventory
Manufacturer Loan Purchases

Ending Loan Inventory
1999 Reserve Level

1999 Reserve Leve! Adjustment

mil Ibs.

807
~500
-275

32
181

213

163
-121

1999 Flue-Cured Quota Scenarlo

mil. Ibs.

485
360

-42

803

1999 Domestic Purchase Intentions
3 Year Export Average
Reserve Adjustment

1999 Baslic Quota
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US Manufacturing Use Of Foreign and Domestic Flue-Cured Tobacco
(million pounds)
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Immediate Action
Manufacturers Purchase 550 millions pounds US flue-cured by 12/1/97

Long Term Solutions

Compensation for assets (value of quota and capital investments)
Either legislated or negotiated

Tobacco is the only farm commodity that local, state and federal
governments have tried to eradicated
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MEMORANDUM
TO: ERSKINE BOWLES
FROM: CONGRESSWOMAN EVA M. CLAYTON
DATE: AUGUST 5, 1998
RE: TOBACCO FARMERS MEETING

What js the aumber 1 issue at hand?

Avoid a drop in tobacce quoia for the 1999 growing season. The repercussions of quota drop
anywhere in the neighborhood of last year's 1 7% cur are well-known -- severe farm income loss and a
decline in the number of small farmers, especially the limited resource farmers thar Secretary Glickman
and the adminisiration have worked so hard 1o protec.

How do we avoid a drop in quota for the 1999 growing season?

Two ways: (1) The companies must fulfill their 1998 crop purchase intentions and perhaps
purchase abave those intentions; and (2) the current stocks in the stabilization pool (about 190,000,000
pounds after last year) must be thinned significantly.

How can the administration help in making these two scenarios happen?

{1} Companies: early indications from the markets are that the companies are going to make
good on their repeated assertions 1o tobacco-stale members of Congress and fulfill their 1998 purchase
intentions The administration can weigh in on this mauer by stressing 1o the companies how imporant
itis 1o buy up the 1998 crop. The administration can ajso indicate to the companies that it is equally
important to consider going above their domestic purchase intentions -- substituting U.S. wobacco for the
foreign-grown leaf they have been importing at increasing rates the past few years.

The administration has at its disposal a 1ool 10 urge this consideration -- duty drawback under the
1aniff rate quota sysiem. Under duty drawback, the tobacco companies are able 10 re-coup almost all
(98%) of the penalties assessed to them for surpassing an agreed-upon level for impons for a given year,
so long as the imporned 1obacco is packaged and exported for foreign consumption. The adminisiration
has previously indicared a willingness to investigate this system which has afforded tobacco companies
the ability to purchase more and more foreign-grown leaf at the expense of domestic 1obacco which
carries a higher cost due o the tobacco program.

(2) Stabilization stocks: Last year's marketing season saw nearly 200,000,000 pounds of flue-
cured leaf placed under loan, and that figure has increased during the first few weeks of the 1998
marketing season. As the amount of tobacco in the stabilizanion pool plays a role in determining yearly
quora levels, it is as important to reduce these stocks as it is 10 ensure the current year's crop is
purchased. Potential avenues of help from the administration: help facilitate an agreement between the
companies and stabilization 10, sell the stocks below cost (using grower fees currently on reserve at
stabilization 10 make up the difference) in exchange for the companies buying above their 1998
intentions; or packaging the stocks for sale overseas at a lower cost.

Without reducing the size of the stocks currently under loan, a sizeable quota drop is inevitable
even if the companies buy their agreed 10 amounts of the 1998 crop S

Other areas of assistance:

Page 1
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As is has been made clear by the leadership of the House, that any tobacco legislation presented
this year will be severely limited in its size and scope, and therefore will not be a vehicle lor signiticant
grower compensanon, pursuing previously debaled tobacco farm legislation seems 2 moot issuc.

All farmer bills (buy-our proposals, LEAF Act, etc.) emerged from a fear in the grower
community about the future stability of tobacco production. Removing that fear eliminates much ot the
clamor for buy-outs or buy-downs as advocated in previous lepislation. A way 10 remove this fear and
uncertainty is 1o guaraniee a minimum purchase level for domestic tobacco, at least until the 1996 farm
bill is re-opened (2002 or sooner) and accommodations can be made for tobacco growers squeezed out
of business by declining quota.

An agreement of this nature was legislated in the early 1990's, but dropped by the administration
when faced with problems associated with GATT. Therefore, any future action guaranteeing a quota
floor until a legislative fix can be achieved would have 10 come in the form of an agreement between the
companies and stabilization. Administration supporn of such an agreement could help facilitate one.

-

Page 2
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Record Type: Record

To: Kevin 5. Moran/WHQ/EQP, Elena Kagan/OPD/EOP, Bruce N. Reed/OPD/EOP

cc: Mary L. Smith/OPD/EOP
Subject: Tobacco update

Dallas called to say the Administration had sent a letter to China in April urging them not to put up
false scientific barriers and that the time for talking was coming to an end. He'll bring a copy of
the Tetter Tor Erskine.
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Record Type: Record

To: Bruce N. Reed/OPD/EQF, Elena Kagan/OPD/EOP

cc: Laura Emmett/WHQ/EQP
Subject: Tobacco Meeting today

After you walked out, | pitched the idea that we suggest that if the farmers vote out the program
we propose a windfall profits tax on the companies so that the money companies make becauseé of
the reduced price of tobacco would go back to Tobacco farmers and their communities. Dallas liked
the idea, and | think EBB did... Dallas thinks its pretty likejthe farmers will, in the next year, vote
out the program if things continue this way.

What do you think?
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THE WHITE HOUSE
WASHINGTON

August 4, 1998

MEMORANDUM FOR THE CHIEF OF STAFF

FROM: BRUCE REED
LARRY STEIN
SUBIJECT: MEETING WITH TOBACCO FARMERS AND REPRESENTATIVES

On Thursday, August 6th, you will meet with Democratic members of the North Carolina
delegation and tobacco farmers from several states to discuss the unusually small amount of flue-
cured tobacco the companies have been purchasing. We expect participants in the meeting to
describe the magnitude of the flue-cured problem and urge the Administration to put pressure on
the companies to purchase more flue-cured tobacco. The attached memo provides background
on who will attend the meeting, describes their areas of concern, and suggests talking points.

In addition, Secretary Glickman'’s office has prepared a very useful status report on
projected tobacco sales this year and next, which we have attached.

Who Will Attend (All Democratic members from North Carolina)
Rep. Eva Clayton

Rep. Bob Etheridge

Rep. David Price

Rep. Mike Mclintyre

Rep. Bill Hefner

Rep. Melvin Watt

* Rep. Clayton’s office has not finalized a list of farmers who will attend. We expect
farmers from each member’s district in North Carolina, as well as farmers from Florida,
Virginia, and South Carolina. In addition, Bruce Flye, President of the Flue-Cured
Stabilization Cooperative Association, will attend.

» We also have invited Dallas Smith of USDA who is an expert on tobacco programs; Flye
specifiddlly requested that Smith be present.

Background on Current Market Conditions

As you may know, when the five tobacco companies decline to purchase tobacco at the



i

set price, the farmers’ cooperatives buy the tobacco and release it for sale at a later time when the
market is more hospitable. Flue-cured tobacco markets opened in Florida on July 21 and opened
in places further north in the two weeks since then. Initial sales have been very poor, with the
cooperatives forced to buy 19 percent of the tobacco on sale, up from the normal levels of 5-10
percent. Markets in the “Old Belt” of Northern North Carolina and Virginia opened today,
(August 4th), and we plan to update you on sales reports from there shortly before the Thursday

meeting.

Last week, Flye and other farmer representatives met with Senator Faircloth in an
unsuccessful effort to persuade him to pressure the tobacco companies to increase their
purchases. The farmers say they hope to get a commitment by the companies to purchase 550
million pounds of flue-cured tobacco. The companies’ publicly stated purchase intention is only
457 million pounds. Although the companies are required to buy only 90 percent of their formal
purchase intention, they have indicated that they will buy the full amount this season.

The AGs’ Settlement Agreement and Continuing Talks

As you know, 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. The current negotiations, according to our best information, have
barely touched on the issue of protecting farmers. ‘

Legislative Background

In the event that a so-called skinny bill is introduced by Republicans in the House, we .
have worked with Democrats to make sure that their substitute bill contains provisions
acceptable to farmers. It seems increasingly unlikely, however, that House Republicans will

decide to introduce tobacco legislation.

Talking Points

* Discuss the scope and implications of the problem (the groups say they mostly want
you to be aware of the problem):

The markets have opened very pootly for tobacco farmers.

¢!

And the future is not good. When there are declines in purchases as USDA expects this
year and next, USDA reduces the amount a farmer is allowed to market under the quota
program. I know that USDA projects a possible 22 percent reduction in quota from the

1998 level for next year.



[ also know that declining purchases mean a significant increase in costs toffarmers. The
more tobacco the cooperatives have to purchase, the greater the assessment on farmers,

All this hits farmers very hard, and reaches whole communities. It also hits minority
farmers very hard (15 percent of flue-cured quota owners are African-Americans.)

Farmers have done nothing wrong.

The President has repeatedly said tobacco farmers should not suffer in this process.

The tobacco farming community worked closely with us in trying to put together
legislation that reduced youth smoking and protected tobacco farmers and their

communities.

Ask what steps they suggest

We will use whatever leverage we have to urge the companies to purchase 550 million
pounds of tobacco this year. [t should not be a partisan issue.

I know that Secretary Glickman is scheduled to go to North Carolina and meet with
tobacco farmers on August 27, 1998 and will visit with Reps. Etheridge and Clayton and
whatever the Administration can do, we will. ’

We will continue to urge the AGs’ to include compensation for farmers in any agreement
they formulate.

w2
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DEPARTMENT OF AGRICULTURE
OFFICE OF THE SECRETARY
WASHINGTON, D.C. 20250 {

INFORMATIONAL MEMORANDUM FOR ERSKINE BOWLES

FROM: Dan Glickman
Secretary of Agriculture

SUBJECT: Update on U.S. Tobacco

Tobacco is grown in 20 States. However, about 6 States, North Carolina, Kentucky, Tennessee,
Virginia, South Carolina and Georgia, grow more than 90 percent of U.S. tobacco. I am
tentatively scheduled to visit with Representatives Eva Clayton (D-1st, NC) and Bob Etheridge
(D-2nd, NC) and tobacco farmers in Wilson, North Carolina, on August 27, 1998. :

Flue-cured (grown mamnly in North Carclina, South Carolina, Virginia, Georgia and Florida) and
burley {grown mainly in Kentucky and Tennessee) are the major kinds of tobacco. Flue-cured and
burley tobacco are both used in manufacturing cigarettes. Both kinds are under the price
support-production control program administered by the U.S. Department of Agriculture. U.S.
tobacco production is expected to be lower in 1998 than last year. The reduction is mainly in
flue-cured tobacco. The 1998 flue-cured tobacco marketing season opened July 21 and will last
through mid-November, The burley tobacco marketing season will 6pen in late November and run
through late February or early March.

1998 Tobacco Season

The 1998 tobacco marketing season opened recently amid considerable uncertainty, Hopes for
national tobacco settlement legislation were dampened considerably when the full Senate could
not agree, after 4 weeks of debate, on the comprehensive package of proposed legislation
included in the McCain bill. This bill included compensation for quota owners, producers,
tobacco communities, and special programs for limited resource farmers.

- Although there is still a chance that a streamlined tobacco bill could be enacted this session of
Congress, it probably would not include compensation for tobacco farmers and their communities.
This combined with falling domestic demand for cigarettes, uncertain export demand, and the
possibility of greater substitution of imported leaf for U.S. leaf could cause tobacco marketing
quotas to be reduced and no-net-cost tobacco program assessments to increase.

The flue-cured markets opened in Georgia-Florida on July 21, in South Carglina-border North
Carolina og July 28, eastern North Carolina on July 29, and Piedmont North Carolina-Virginia on
August 4. * After two weeks of flue-cured sales, it appears that loan receipts may be relatively
large (15 to 20 percent of marketings) this season. Much of the early price support loan program
receipts (some in excess of 25 percent of sales) were from 1997-crop farm carryover tobacco. As
these tobaccos are sold, the percentage of loan receipts should decline. Prices may decline for the
second year in a row. The potential decline in market price could have a significant jmpact on
flue-cured producers’ income since marketings will be down about 20 percent. Also, the decline
in prices will have a negative impact on 1999 price support levels. Recent grower prices (two-
thirds weight} are the most important component in setting the national average price support
level; a cost-of-production index (one-third weight) is the other component.

AN EQUAL OQPPORTUNITY EMPLOYER



e 003
wUS/U4798 153:39 FAX 202 690 2119 UsDa OSEC @

INFORMATIONAL MEMORANDUM FOR ERSKINE BOWLES Page 2

1999 Crop Year Qutlook

National marketing quotas for flue-cured and burley tobacco for the 1999 crop will be set by
totaling (1) intended purchases by domestic cigarette manufacturers from the 1999 crop; (2)
average exports for 1996/97, 1997/98, and 1998/99 marketing years; and (3) an adjustment to
maintain loan stocks at the specified reserve-stock level of 15 percent of basic quota, ora
minimum of 100 million pounds of flue-cured or S0 million pounds of burley. The Secretary of
Agriculture must set the national quota within 97 to 103 percent of the 3-component total,

The combination of anticipated declines in domestic cigarette consumption of 2 to 3 percent
annually for the next several years, stable cigarettes exports, and increased substitution of
imported leaf for U.S .-grown leaf could reduce manufacturer purchase intentions by 5 to 7
percent in 1999. This would result in 1999 flue-cured purchase intentions of about 430 milion
pounds and 400 million pounds for burley.

Stocks of imported flue-cured and burley tobacco are at record high levels, In addition, up to 333
mubion pounds of leaf can be imported annually at low duty levels under negotiated tariff rate
quotas (TRQ). Imports of cigarette leaf tobaccos (excluding Oriental) which exceed the
predetermined TRQ are subject to an import duty of 350 percent ad valorem, although a draw-
back provision allows most of the duty to be refunded if the imported leaf is re-exported as leaf or
manufactured tobacco products such as cigarettes.

Leaf tobacco exports are down in 1997/98 because of larger world supplies and economic
problems in Asian countries. During July-May, flue-cured exports are down about 15 percent and
during October-May, burley exports are down 25 percent. This will likely result in 2 reduction in
the export component of the 1999-flue-cured and burley quota formulas. The average export part
of the formula might decline 20 to 25 million pounds for setting the 1999 flue-cured quota and 10
to 15 million pounds for setting the 1999 burley quota.

If 50-60 million pounds of flue-cured loan tobacco are sold before the 1999 national marketing
quota is set, these sales would cause the loan inventory to equal the reserve stock level specified
in the quota formula. Consequently, anticipated 1998 loan receipts of 150 million pounds could
result in a 1999 flue-cured national quota of only 625 to 650 million pounds and a 22 percent
reduction in quota from the 1998 level.

Likewise, if 30 million pounds of 1997 crop burley loan tobacco are sold before the 1999 quota is
set, potential 1998 loan receipts of 200 million pounds (the net addition above the reserve stock
level) could result in a 1999 burley national quota of only 460 to 480 million pounds and a 25
percent reduction in quota from the 1998 level.

Potential 1999 quota cuts coupled with reduced marketings and smaller incomes in the 1998 crop
year will create hardships for all tobacco producers, but will be devastating to our minority and
limuted resource farmers (i.e., 15.3 percent of flue-cured quota owners are African-Americans and
.7 percent are Native Americans).
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INFORMATIONAL MEMORANDUM FOR ERSKINE BOWLES Page 3
SUMMARY:

The sudden loss of a comprehensive national tobacco settlement has left tobacco quota owners,
producers, and their communities with an uncertain future. Tobacco farmer uncertainties about
demand for leaf and the future of their long standing tobacco program are almost surely greater
now than ever before. :

[
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Record Type: Record

To: Bruce N. Reed/OPD/EQP, Elena Kagan/OPD/EOP, Cynthia A. Rice/OPD/EOP

cc: Laura Emmett/WHO/EQOP, Mary L. Smith/OPD/EOP
Subject: Tobacco farmers-- update

Sorry about the botched last message everyone. The companies have been buying very little of the

farmers' tobacco in the early sales thus far, creating anxiety in their community. | was dropping a

tine to tell you that tobacco companies and farmers were on the hill yesterday reportedly meeting
with Faircloth as they attempted to negotiate increases in future tobacco sales. The farmers feel
they are in a very precarious position and would like to help push something.

Senator Robb's office called offering to sponsor something that would supplement G
settlement -- such as the equivelent of an additional 40 cent per pack increase that would do FDA,
counteradvertising, repay some federal health costs and, of course farmers.

Senator Ford's office suggests conveying to Easley that he should not be negotiating a settlement
that does not include farmers. Ford tried putting together a deal including the tobacco states
including $20 billion for farmers over 25 years. Whatever figure we believe is right, they'd like the
WH to convey that we think there should be money put aside to protect farmers as the markets
decline. ‘

Waxman

Cynthia and 1 had suggested to Waxman that in order to solve his problem {of logking for a ng-cost
provisicn they could add for farmers) Waxman consider including a domestic tobacco purchase
requirement in Their Tobacco bill. E. Drye faxed over some language. USDA has now reviewed that
language, says it looks fine in terms of making the companies buy domestic tobacco but as
expected, would hiave serious GATT problems. They don't have any better alternative that comes
at o cost. | would sugagest that Waxman reach out to Etheridge and see what they suggest and if
they would prefer this included in the bill.
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Draft of Legislative Language to Implement LEAF-LUGAR Compromise

Not later than 6 months after the date of enactment of this Act, the Secretary of Agriculture shall
develop and submit to Congress a legislative proposal which provides long-term economic
assistance to tobacco farmers and tobacco dependent communities.

(a) CONSULTATION. -- In carrying out this subtitle, the Secretary shall consult with
tobacco growers, warehousemen, governors of tobacco states, Congress and appropriate local
officials. In addition, consideration should be given to public comments through the
Administrative Procedures Act, including town hall meetings and other processes to receive input

and proposals.

(b) CONSIDERATIONS. -- In developing such legislation, the Secretary shall consider:

(1) Economic impact upon tobacco farmers and tobacco dependent communities
of reduced tobacco consumption and changes in national tobacco policy effected

by the

ational Tobacco Policy and Youth Smoking Reduction Act.

(2) Long-standing federal and state policies to promote and support the cultivation
of tobacco.

(3) The)impact of lower tobacco prices on public health and the achievement of the
purposes of this act.

(4) Faimess to non-tobacco commaodity growers and agriculture dependent
commuhities.

(5) Th

depend

nt communities.

1needs of both burley and flue-cured tobacco growers and tobacco

(c) ECONOMIC IMPACT .-- To the extent practicable, the legislation shall:

(1) Mitjigate the economic impact of reduced tobacco consumption and changes in
nationdl tobacco policy upon farmers and tobacco dependent communities,
including appropriate and cost-effective worker assistance and education, etc.
Includ¢ common provisions from the “Long-Term Economic Assistance for
Farmers Act”-and “Tobacco Transition Act”.

-

(2) Pravide for appropriate buy-out of tobacco quota

(3) He
Smokj

(d) LIMITAT

p achieve the purposes of the “National Tobacco Policy and Youth
ng Reduction Act”.

[ONS. -- The legislation, to maximum extent practicable, shall:
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(1) Expend for the benefit of tobacco farmers and their communities, no more than
$25 billion over 25 years.

(2) Provide that termination shall not go into effect before seven years, if such
legislation proposes to terminate the tobacco quota program.

(3) Provide for an annual review by the Secretary and expedited congressional
consideration of termination legislation should the Secretary submit such
legislation after 7 years and the quota program was not initially terminated.

(¢) EXPEDITED CONSIDERATION. — (I do not know what is intended by this
language).

(f) FUNDING --The amounts reserved under the “National Tobacco Policy and Youth
Smoking Reduction Act” shall remain available to implement the provision of this Act
until expended.
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Record Type: Record

To: Bruce N. Reed/QPD/EOP, Elena Kagan/OPD/EOP

cc: Mary L. Smith/OPD/EOP, Laura Emmett/WHOQ/EQP
Subject: rumor on tobacco and farmers

There is a rumor that Linda Smith will offer an amendment today to strike the crop insurance
programs fof tobacco farmers. Our farmers dislike this, but it would give the R’'s a chance to say
they are leading the fight against government support of tobacco. Rumor that Durbin might do the
same thing in the Senate later this week.
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POTENTIAL COMPROMISE  ( fucnn Lqu\

June 19, 1998

FARMER PAYMENTS

$8/54
Make payments over three years but allow growers to elect receipt over longer period

PROGRAM
Price supports phased down and terminated after five years
Unlimited sale, lease & transfer with ‘99 crop; quotas terminated after three years

Following termination of quotas, allow individual state-run income support or transition
programs; no mandatory production controls

PROGRAM COSTS
Cover as under Title XV

ECONOMIC DEVELOPMENT/EDUCATION

Increase Title XV amount to $2.5 billion; program structure to be discussed
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June 17, 1998
MEMORANDUM FOR THE PRESIDENT
FROM: BRUCE REED
LARRY STEIN
SUBJECT: Talking Points for Telephone Calls to Senators Lugar & Ford re: Tobacco

Bill Farmer Provision

Current Status '
Senators Lugar and Ford have competing provisions relating to farmers that are each

included in the tobacco bill. Senator Lugar’s measure would end the tobacco program within 3

years and buy-out farmers at a cost of $18 billion over those three years. Senator Ford’s measure

would continue the tobacco program, giving farmers the option of being bought out. It costs

$28.5 billion, but the cost is spread over 25 years. Late Tuesday, Senator Ford offered a motion

to strike the Lugar provision from the bill and that motion is currently pending.

Senator Ford has previously communicated a possible compromise to Lugar: Ford would
be willing to end the program in 15 years, offer the states the opportunity to institute state or
regionally-run programs, scale back the cost of his program to $22.5 billion, and accelerate
payments to farmers as much as practicable. Senator Lugar said he did not want to accept a
provision that would continue a production control program, even at a state level, unless there
was a parallel free market that farmers could choose. This is unacceptable to Senator Ford who
believes a free market cannot coexist with price controls. Senator McConnell has allied himself
with Lugar, and has promised Kentucky voters that the $18 billion will be forthcoming in three
years. The continuation of the program and the speed of the payments are the key issues to
resolve.

Talking Points for Call to Senator Lugar

* I know that you are deeply concerned about youth smoking and that you want the
Congress to pass a comprehensive bill that will really do something about this problem.

* I also know that you have strong and principled views about the farmers piece of this
legislation and that you have worked hard on a proposal to protect tobacco farmers, while

moving toward a free market system.

* ‘The problem now is that the farmers issue could hold up the whole bill. I think we need



to reach a compromise on this issue, so it is not divisive and does not give some senators
a way to put the entire bill in jeopardy.

I understand that Senator Ford has suggested a possible compromise -- a proposal to
terminate the program over a number of years, while permitting states to put some pricing
measures in place on their own. | hope you will work with him to come up with a plan
you both could accept.

If I or Secretary Glickman can be of any help in promoting a compromise approach, we
would be very glad to do so. We all have a common interest in solving this problem and
moving the bill forward.

ki ojnts for Call to Senator Ford

I want to thank you for your work in crafting the LEAF Act and in trying to gain
bipartisan support for the measure.

As you know, I have insisted that any comprehensive tobacco legislation protect tobacco
farmers and their communities, and I have expressed strong support for your proposal.

I have just talked to Senator Lugar and urged him to move in your direction. We should
be able to agree on an approach that keeps the federal program going for more than three
years and allows states to pick up where the federal program leaves off.

I’d like you to work with Lugar to fashion a compromise. I think we can reach a
compromise that will protect farmers and will be politically acceptable to you. We
shouldn’t let the Republicans use the farmers issue to kill legislation that they don’t like
for other reasons. If Secretary Glickman or I can assist you in any way, you should let us
know immediately.
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Record Type: Record

To: Bruce N. Reed/QPD/EQP, Elena Kagan/OPD/EQP, Cynthia A. Rice/OPD/EQP, Mary L. Smith/OPD/EQOP

cc:
Subject: Compromises on LEAF and Other Steps

Here is a a menu of compromises:

1. Use LEAF but end the program in 15 years. {Senator Ford caught Dallas and | in the hallway
and confidentially suggested he could go with this.) We need to see if we can get any committed
votes with this, we are reaching out to Senate moderate R's,

2. Do the buy out in 7 years for quota holders who don't grow, but less money for other lesees
etc. but who are getting permits. Dallas Smith and Keith have written this one up and | will red dot
it over to you.

3 and 4. Either a state run program or a privatized program. Ford is drafting/has drafted this
language. A state by state compact may have constitutionai problems, a federalized program helps
those who want to vote to end the governmental tobacco program, it may appear to be a double
standard to some farm state Ds.

4, Reduce the size of the Ford package {no Pell grants et¢.), give money to farm staters in
emergencies like the Dakotas, reduce the time of the buy out. Reducing the buy out helps with the
Helms types, reducing the size of the Ford package helps with non-tobacco types. But it probably
doesn't actually change votes and it costs money.

We are pretty close to actually winning LEAF, and very close to being confident about striking
Lugar. Ford is talking to Daschle today about getting to go first, they are worried word of this plan
will leak to Lott.
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S.1415 Protects Tobacco Farmers and
Advances Public Health

The Long-Term Economic Assistance for Farmer (LEAF) Act, sponsored by Senator Ford and
Hollings and included in S.1415, contains critical protections for farmers and farming
communities, to ensure that they are not adversely affected by comprehensive tobacco
legislation. Key provisions of the LEAF Act include:

Necessary Funding: The bill is supported by a wide variety of farming groups because it
contains sufficient funds for tobacco farmers and their communities, $6 billion over the
next three years and continued funding over the next 25 years, including resources for
crucial community assistance to help farmers and farming communities adjust to the
reduced demand for tobacco that would occur under the bill. The funds would go toward:
payments for lost tobacco quota; payments for sale of quotas; payments for community
economic development block grants; a worker transition program; and higher education
assistance programs.

Price Stabilization: The LEAF Act maintains the price stabilization program, which for
decades has offered security to tobacco farmers at no net cost to the government. The
tobacco program also places limits on the amount of tobacco grown in the United States,
winning it support from key public health groups like the Campaign for Tobacco-Free
Kids.

Optional Buyout: The bill gives farmers the option to have their quotas bought out.

In contrast to the LEAF Act, the alternative legislation sponsored by Senator Lugar, entitled the
Tobacco Transition Act, ends the quota program and fails to protect farmers adequately:

Would Require Drastic Cuts in Health Spending: The proposal requires $18 billion to be
paid to farmers over a three-year period (FY 1999 through 2002). If this new spending is
added and state spending is kept the same, the bill’s spending on health research and
public health programs would have to be cut by 69 percent in those three years to make
up the difference.

Increases the Amount of Tobacco Grown: If there is no quota program, the amount of
tobacco grown in the U.S. could increase dramatically. Maintenance of the tobacco quota

program makes it possible to control the amount of tobacco grown in the United States.
That is why public health groups, such as the Campaign for Tobacco-Free Kids, support
maintaining a tobacco control program such as that advocated by Senators Ford and
Hollings.

Hurts Family Farms: Ending the quota program will destabilize prices and reduce
margins, making it difficult for small farmers to survive. The bill will have a
disproportionately adverse impact on minority farmers.



Lugar Bill Cuts Health Spending by 69 Percent

NIH and Other Research Public Health,

including Cessation,
Prevention, Education,
and Enforcement

Total, FY 1999-2001

Ford-Hollings $8.6 billion $8.6 billion

Lugar $2.7 billion $2.7 billion
Percent Reduction -69% - 69%
FY99 FY00 FY01 FYo2 FYO03 FY99-03
Ford-Hollings 2.5 i.8 2.0 2.0 2.2 10.5
Lugar 6.0 6.0 6.0 0.0 0.0 18.0

Based on estimates of revenue from S. 1415, Calculations assume the funding for states remains $15.6 billion over

three years under either farm proposal.
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Record Type: Record

To: Bruce N. Reed/OPD/EQOP, Elena Kagan/OPD/EOP, Cynthia Dailard/QPD/EOP

cc: Laura Emmett/ WHOQ/EQP
Subject: WSJ Farmers Item

The Journal carried an itermn today indicating that Conrad is working on a compromise and Ford
thinks he has 50 votes.

1. Conrad has said pretty consistently that he wants less money in the overall LEAF package, and
some money for ND farmers -- particularly those in emmergency situations. He and Ford have been
confidentially negotiating some money for farm staters and | think that is what the Journal is
referring to. Tom Mahre said there is no compromise, he thiks that is what the Journal is talking
about. A move in this direction is necessary to hold our D's, most likely, but it won't increase our
overall vote count (doesn’t take from the Lugar total}. :(

2. The Journal says Ford thinks he has 50. Ford is saying he thinks he will probably hold the 45
D's, he's got 3 publicly committed R's, and so needs one or two R's depending on whether Lott
and/or Faircloth abstain.

3. We need a way to break up the Lugar coalition. One idea is to get a vote on whether, should
Lugar pass, the bill will require $6 billion of spending or $2.1 billion as indicated in Title IV. If itis
$2 billion, McConnell and Helms ete. could not support Lugar, if it is $6 billion it would presumably
make it much harder for Jeffords, Chafee. We need to explore this. Lugar is said to be considering
some options on spending, either a separate excise tax dedicated to farmers or suggesting the
money come out of the budget surplus. This is rumor.

4, We are still working to build a compromise. Ford does think he will win, if he loses he thinks
that is the time to offer the compromise.
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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP, Cynthia A. Rice/OPD/EOP

cc: Laura Emmett/WHO/EQOP, Mary L. Smith/OPD/EOP
Subject: Tobacco farmers

1. Some of the farm state types were worried that the health groups were playing footsie with
Lugar and Lugar would win if he gets any health group backing. Obviously, that could lead to Ford
going very heavy negative on McCain, | talked to Scott Ballin and he assures me that isn't the
case, it is a misunderstanding, he wanted some modifications to Ford to increase local control of
tha money. He promised to call Ford's guy and clarify that the public health groups are commited
to keeping a program -- and that Lugar is not supportable.

2. Yesterday, Ford was putting out word that he was pretty close to having enough votes.
Perhaps as a result, today Lugar is supposedly circulating 2 new proposal among Republican's
upping the amount of money for his buy-out. The NC farmers say they think Helms/Faircloth and
McConnel might support Lugar. This would be a problem. Sg far, only the very large farmers in NC

support Lugar -- they would likely prosper in a total tobacco free market ..~
PR eSS v ey e

3. This afternoon | am supposed to get from Dallas the USDA evaluation of Lugar | asked for
showing that Lugar/Nickles would produce a windfall for the tobacco companies. (The windfall
occurs because the companies -- which buy about 1.6 billion pounds a year, would have the price
they have to pay drop significantly. Preliminary estimates were it would save them between 25
and 35 billion dollars.} [f this is any good, it should be quite powerful for keeping support on
Mccain/Ford. | will get it around to you as so0on as USDA gets it over here.
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May 18, 1998

Dear Senator Ford,

Last September, when | announced my plan for comprehensive tobacco
legislation, | made protecting tobacco farmers and their communities one of the
five key elements that must be at the heart of any national tobacco legislation.
Tobacco legislation must reduce youth smoking, it must not devastate our tobacco
farmers and their communities.

The tobacco program has made it possible for farmers, their families, and
communities to enjoy a measure of economic stability. |f the program is abolished,
many farmers, particularly small and minority farmers, will be left in jeopardy and
many will be put out of business. Senator Ford, your proposal, which is included in
Senator McCain’s comprehensive tobacco legislation, includes vital protections for
farmers and their communities including continuing a tobacco control and price
program. Your proposal satisfies the principle I laid out in September 1997,
demanding that any legislation meet the test of protecting tobacco farmers and
their communities.

It is possible to protect tobacco farmers and their communities, at the same
time that we dramatically reduce youth smoking. Iindeed, maintenance of the
tobacco program makes it possible to control the amount of tobacco grown in the
United States. | am confident that with the inclusion of your provision in
comprehensive tobacco legislation, we will meet the goals of advancing public
health interests and protecting farmers and their communities.

Thank you for your important work in this area.

Sincerely,
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- Record Type: Record

To: Christa Robinsoen/OPD/EOP, Elena Kagan/OPD/EQP, Laura Emmett/WHO/EQP
ce:
Subject: POTUS Statement -- farmers

This is what the President could say on farmers.
---------------------- Forwarded by Cynthia Dailard/OPD/EOP on 05/29/98 06:05 PM

FLweY,

B f Thomas L. Freedman
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Record Type: Record

To: Cynthia Dailard/OPD/EOP

cc: Mary L. Smith/OPD/EQP

Subject: Re: POTUS staterment Mon. a.m. on tobacco -- what should he say re farmers? Call Cynthia D.
67871. Fﬁ

The President could say:

| am commited that this legislation protect tobacco farmers and their communities. Farmers and
their communities have done nothing wrong. The measure proposed by Senators Ford and Hollings
would preserve the tobacco program and give these communities some economic stability. Keeping
a program also means that we will keep controls on the amount of tobacco that is grown in the
United States. [f we get rid of the program, the price of tobacco will drop, and the companies will
make a windfall of at least $800 million a year. So | hope that the Senate will look carefully at this
measure, and work for a proposal that protects these farmers and the public health. We need to
break the impasse and get a bill that meets both of these important goals,
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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP, Cynthia Dailard/OPD/EOP

cc: Laura Emmett/WHO/EQP, Mary L. Smith/OPD/EOP
Subject: Other steps

With the goal of causing some split off from Lugar, we've asked OMB (Gotbaum} to put together
state by state numbers on what Lugar would mean in cuts for each state programs so we could go
to Collins, Snowe, Jeffords, etc. and show them the impact on their state. Josh may mention this
project to you.
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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP, Cynthia A. Rice/OPD/EQP

ce: Mary L. Smith/OPD/EQOP
Subject: How McConnell plays in KY.

Hotline summary of KY politics on farmers. This is a pretty great issue for them -- you can see Bunning immedi
It is the big issue there right now.

Tobacco On The Attack-O
Louisville Courier-Journal's Eagles & Wilson report, Baesler "motored around

west-central” KY in a pickup,” Owen "headed to his hometown of Lexington,"” and
Henry "worked the phones" as all three Dems "defended the tobacco price-support
program” following Sen. Mitch McConnell's {R) "surprise announcement” 5/18 "that he
will join" Sen. Richard Lugar (R-IN) "in proposing to abolish it.” Baesler called
McConneli a "turncoat,” saying he has "really done farmers a disservice ... [GOPers
have] turned their back on the farmer.” Owen: "It will devastate Kentucky's small
tobacco farmers and our rural communities.” Henry: "At the most critical time in the last
50 vyears ... he walked away.” Bunning: "[l am] firmly committed to doing everything
humanly possible to preserve the tobacco program” {6/20). Lexington Herald-Leader's
Muhs and Brammer report that Owen accused McConnell of "playing for national
attention" with his proposal. Baesler continued to "emphasize his background as the only
tobacco farmer in Congress” (5/20).

McConnell's Gamble

McConnell's "retreat on a government program long considered sacrosanct in
Kentucky” is "one of the biggest gambles of his political career.” McConnell's "bombshell
infuriated leaders of the state's leading tobacco-growing group, who predicted rural
Kentucky voters will punish” GOPers in the '98 elections "for McConpell's abandonment
of the tobacco price-support program in a time of peril.” Dems, "who for years have
been on the defensive” on national issues in KY, "clearly sensed an opening." All three
Dems "excoriated McConnell” and "laid plans for to keep hammering on the issue in the
final week of their primary race.” But McConnell "insisted he was acting” in KY's
interests. He cast himself as "a political realist and straight shooter.” McConnell: "[It is]
politically impossible to keep the program.” More McConnell: "You have to ask yourself,
"If there isn't a corn program, will there be a tobacco program?’ | think the answer to that
is no" {Garrett, Courier-Journal, 5/20). Herald-Leader's Gibson reports that "while
McConnell argues that the death of the price-support program is imminent in today's
anti-tobacco political environment,” retiring Sen. Wendell Ford (D) "thinks it can be
preserved for years to come.” The McConnell-Ford split "marks a first in the history of
tobacco policy debates,” as "no two Kentucky Senators have ever been on opposite
sides of this issue” (5/20).
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Record Type: Record

To: Cynthia A. Rice/OPD/EOP
cc: See the distribution list at the bottom of this message
bece:

Subject: Re: Lugar vs. Ford budget chart FQ

Josh 1ugar3.wpd protested breaking out the year by year numbers and urged us to simply use the
three year total. Because we may want the flexibility to move the up-front payment from one type
of use to another, he doesn't want anyone on the Hill to_get bought into having exactly $3.4 billion
in research money in FY 1999 in case it gets shaved. Bruce also asked that | take out the numbers
through 08 and "23 and that | add Hollings' name. Here's the revised chart. | plan to send this
to the Hill with the other paper.

Cynthia A. Rice

N

Cynthia A. Rice 05/20/98 12:28:13 AM

bd
Record Type: Record

Te: See the distribution list at the bottom of this message

cc:
Subject: Lugar vs. Ford budget chart

lugar2.wpd Here's the easy to read version of OMB's charts.

Message Sent To:




Lugar Bill Cuts Health Spending by 69 Percent

NIH and Other Research Public Health,
including Cessation,
Prevention, Education,
and Enforcement
Total, FY 1999-2001
Ford-Hollings $8.6 billion $8.6 billion
Lugar $2.7 billion $2.7 billion
Percent Reduction - 69% - 69%
FY99 FYO00 FYO01 FY02 FY(03 FY99-03
Ford-Hollings 2.5 1.8 2.0 2.0 22 10.5
Lugar 6.0 6.0 6.0 0.0 0.0 18.0

Based on estimates of revenue from S. 1415. Calculations assume the funding for states remains $15.6 billion over

three years under either farm proposal.
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FORD APPROACH IS BEST FOR PUBLIC HEALTH, PROTECTS FARMERS,

AND AVOIDS HANDING A WINDFALL PROFIT TO TOBACCO INDUSTRY

. Lugar Bill Would Require Drastic Cuts in Health Spending. The Lugar bill requires
* the government to “buy-out” farmers from the quota program over a three-year period

(FY1999 through 2002). The cost of this buy-out over the three years is $18 billion
dollars. If the Lugar farmer spending is added and state spending is kept the same,
the McCain Manager’s Amendment spending on health research and public health
programs would have to be cut by 69 percent to make up the difference. (See chart
below). In contrast, the Ford-Hollings approach costs $2.1 billion a year during those
years and has no effect on the levels of spending in the McCain Amendment for NIH
research, cessation, prevention, education and enforcement efforts.

. Ford Limits Amount of Tobacco Grown; Lugar Dramatically Increases U.S.
Production. Senator Ford’s bill (LEAF Act) maintains limits on the amount of tobacco
that can be grown in the United States. Under the competing Lugar approach, very large
producers would quickly expand their production. A U.S. Department of Agriculture
analysis concludes production of flue-cured tobacco is likely to increase by as much as
50% and burley tobacco is projected to increase by as much as 20%. That is one reason
why the Campaign for Tobacco-Free Kids, the American Cancer Society, and the
American Lung Association support continuation of the tobacco program.

. Ford-Hollings Protects Small and Minority Farms. The increased production with
lower profit margins under the Lugar approach will benefit large corporate farmers,
however, the legislation would have a disproportionately adverse impact on minority and
limited-resource tobacco producers. Market uncertainties and reduced margins on small
sales will destabilize many family farming operations. This will have a particularly harsh
effect on small African-American farms -- fully 90% of African-American farms have
sales of less than $25,000.

. Lugar Leads to a Financial Windfall for Companies. The creation of a free market in
tobacco production will dramatically lower the prices the companies will pay to buy
tobacco. USDA estimates that under the Lugar bill, the price of flue-cured tobacco would
fall from $1.72 a pound to $1.15, and the price of burley would plummet from $1.89 to
$1.35. Given that the companies average almost 1.5 billion pounds of purchases a year,
USDA estimates a financial windfall by the companies of at least $800 million annually
or $20 billion over 25 years. The Ford approach is consistent with the overall tobacco
control legislation. It avoids generating windfall profits for the tobacco companies with
which the companies will offset the payments designed to force them to reduce youth
smoking rates.



Lugar Bill Cuts Health Spending by 69 Percent

NIH and Other Research Public Health,
including Cessation,
Prevention, Education,
and Enforcement
Total, FY 1999-2001
Ford-Hollings $8.6 billion $8.6 billion
Lugar $2.7 billion $2.7 billion
Percent Reduction -69% -09%
FY99 FY00 FYO01 FY02 FY03 FY99.03
Ford-Hollings 2.5 1.8 2.0 20 22 10.5
Lugar 6.0 6.0 6.0 0.0 0.0 18.0

Based on estimates of revenue from S. 1415." Calculations assume the funding for states remains $15.6 billion over

three years under either farm proposal.
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Record Type: Record

To: Elena Kagan/OPD/EOP

cc!
Subject: The Lugar "compromise"”

Forwarded by Bruce N. Reed/OPD/EOP on 05/28/98 07:32 AM

??}‘:

ﬂz&gm Thomas L. Freedman

© 05/27/98 08:16:16 PM
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Record Type: Record

To: Bruce N. Reed/OPD/EQOP

cc:
Subject: The Lugar "compromise”

The Lugar compromise is not really a compromise, and | meant to send it to you, but | will type it
here in its entirity and word for word:

" * Three years of Title XV payments at Lugar levels -- Short delay in its implementation
*  Some additional community development money after buyout is complete
* End program”

I'm not sure there is much to work with there, 1 don’t think they are really serious.
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Record Type: Record
To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP, Cynthia A. Rice/OPD/EQOP
cc! Mary L. Smith/OPD/EOP

Subject: Lugar Update

Ford and Robb say they are basically happy with the outcome in finance today. There is still a lot
of concern about Lugar gaining support, and scme confusion about the health groups' position. We
have worked at making sure the health groups' position is clear.

Senator Ford is most worried about Durbin, Mosley-Braun, Feingold, Boxer, Lautenberg, Torrecalli,
and Leahy being tempted to vote for Lugar. Ford is likely to have many, many amendments in the
offing in case Lugar wins, in which case Ford's goal would be to go after the whole bill.
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Record Type: Record

To: See the distribution list at the bottom of this message

cc:
Subject: Tobacco farmers update

In addition ot the procedural surprise tonight, we have a few other things going on with farmers.

1. The farmers and health groups are having a noon press conference to counter Lugar/McConell
tomorrow. The theme is farmers vs. companies -- Ford's bill helps farmers, Lugar's helps the
companies at $1 billion a year.

2. Ford was planning on working the floor himselt tomorrow with our letter and one from the
health groups.

3. USDA has been doing a count of D's, tonight they mostly got uncertain answers. We are
working with Jacoby on this. Ford had votes he felt confident an, but was hoping to get all D's.

4. Lugar/McConnell didn't seem confident of their votes during the press conference today. Their
main argurment for the bill was to say the money got to farmers quicker so it was actully more
"real” money than Ford.

B. Glickman is going to make calls {from Geneva) to key Ag. Senators Tuesday -- we've given him
a short list.

Message Sent To:

Bruce N. Reed/OPD/EOP
Elena Kagan/OPD/EQP
Cynthia A. Rice/OPD/EQP
Cynthia Dailard/OPD/EOP
Mary L. Smith/OPD/EOP
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Record Type: Recard

To: Bruce N. Reed/OPD/EQP, Elena Kagan/QPD/EQFP, Cynthia A. Rice/OPD/EQP

cc: Mary L. Smith/OPD/ECP
Subject: LEAF vote count & plans

L)

FARM.52 Attachied is our best guess of the strike Lugar and strike_Ford vote count. Please hold it
closely, we developed it in coordination with Ford and Robb's staff. You need a majority to strike.
This count indicates both sides might have been able to strike, the crucial guestion is who would
have gone first, and what effect would that have had on the second vote, i.e. having voted against
LEAF, would Senators vote against Lugar (even if that is their inclination} if that means the end of
any special help for farmers. Ford says he thinks the tide was turning in our direction at the end
and we would have won if the vote was this week.

Next Steps:

1. We are going to have a daily call {1 p.m.) to coordinate who is reaching out to which senators
and what response they are getting. The focus is on Durbin, ??? D's, and the ??? R's. The farm
groups will reach out to the tobacco state senators,the health groups to the health oriented D's and
R's. Glickman will reach out to the Ag. Cmttee members.

2. There is on-geing efforts on in-state press for McConnell, Thurmond, Thompson. McConell in
particular is taking very tough attacks, making it more and_mare critical to him that all the $18
billion be upfront money. He is digging in.

3. Strategically, we'd probably be in_bett i try and strike Lugar first, that would

leave tobacco staters with no choice but to vote for LEAF or have nothing. If there is any chance
to flip and get Ford to offer ahead of Durbin (who | guess had already started to offer his
amendment) that would be good.

4. | was convinced that floating even the rumor of a compromise at this point is a bad idea. So
many people are looking for one, it would surely kill LEAF, and the compromise would likely be
unacceptable to Ford/Hollings. Better to fight this battle first and see if we can't win with what we
have -- if it looks like we will lose, put out a compromise after LEAF loses but before the vote on
Lugar.

et = =08
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STRIKING FORD

| FOR

[ 222

| AGAINST

Dems

Repubs

Dems

Repubs

Dems

Repubs

Durbin

48

Conrad
Dorgan
Kerrey

Thompson
Thurmond
Chafee
Jeffords
Collins
Snowe
Coverdell

41

McCain
Frist
Warner

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

STRIKING LUGAR

| FOR

222

| AGAINST

Dems

Repubs

Dems

Repubs

Dems

Repubs

44

McCain
Frist
Warner
D’Amato

Durbin

Thompson
Specter
Snowe
Collins
Chaffee
Jeffords
Dewine
Hatch
Bennet
Mack
Stevens
Thurmond

38
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Record Type: Record

To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EQOP, Cynthia A. Rice/OPD/EOP

cc:
Subject: Attacking Nickles

By the way, | hope you are thinking of the farmers piece as a good ground to attack Nickles on. He
is evidently including Lugar as his farm section. This approach likely resuits in a windfall tg
companies as prices decline (we've asked USDA tor an estimate, preliminarily it would be about

$35 billion), removes any limits on_the amount of tobacco grown and leads to a decrease jn the
price of tobacco, and arguably fails to protect the family farmer.
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Record Type: Record

To: Bruce N. Reed/CPD/EQOP, Elena Kagan/OPD/EQP, Cynthia A. Rice/OPD/EOP

cc! Mary L. Smith/OPD/ECP
Subject: Tobacco Farmers

Dallas Smith at USDA thinks he may be able to come up with numbers showing that since the June

agreement the tobacco compani domestic tobacco, but are importing more.

This would obviously be significant news in tobacco growing regions where there is already a good
deal of mistrust between growers and the industry. !t would help counter the strong industry
offensive in those states where they have been saying they are on the side of farmers.

| don't think it is a national story -- except {0 demonstrate-industry-duplicity._That is, that the
industry is publél armers, such as at its Charlotte event, at the same time it prepares to
abandon them for cheap foreign imports.

| think its worth having him put the numbers together, but do any of you have another idea on how
to use this information?
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Draft 4/8/98 4:40pm
PRESIDENT WILLIAM J. CLINTON
TALKING POINTS FOR TOBACCO ROUNDTABLE
KENTUCKIANA TOBACCO WAREHOUSE
CARROLLTON, KENTUCKY
April 9, 1998

Acknowledgments: Sec. Glickman, Gov. Patton, Senator Ford [see below], and other electeds.

Most of all, I’d like to thank Senator Ford. His work on the tobacco bill that is now moving
through the Senate has been extremely valuable in bridging the farm interests from different
states. He has served in the Senate longer than any Kentuckian, and for more than two decades,
he has done Kentucky proud. Like your Cats, he is leaving as number one.

With all the talk of the Kentucky Wildcats and the Carroll County Panthers, I thought my
staff was merely talking sports when they told me that I’d be going into the lion’s den this
morning. But seriously, | know that sowing, transplanting, topping, cutting, housing, and curing
aren’t easy. Tobacco is a 13-month-a-year crop. It’s family work, done more by hand than
machine. And [ know you’ve had a tough go of it the last couple of years -- with the Flood of
’97 and the blue mold the year before.

And right now, because of the tobacco legislation in Congress, you may feel like you’re
“straddling a barbed wire fence,” planting your largest crops but not knowing if the
Christmas money [a commonly used term] will be what it was. Last year, when I reviewed the
proposed agreement between the Attorneys General and the tobacco companies, I was unhappy
to see that there was no measure to protect farmers. As I’ve said all along, any legislation must
protect farms and agricultural communities. If it doesn’t, I won’t sign it.

I want to tell you unequivocally: You will not be left behind by this tobacco legislation.
Tobacco farmers haven’t done anything wrong. You’ve been growing a legal crop. You haven’t
been marketing to children. You’re good, hard working, tax paying citizens.

I am not here to deprive you of your farms or your livelihood. I am not here to put the
tobacco companies out of business. I am here to put the tobacco companies out of the
business of selling to children. Today and every day 3,000 kids will start smoking. 1,000 of
them will die an premature, painful, and preventable death. No parent -- and a lot of us here are
parents -- wants that. [ understand there’s a tobacco farmer here today [Mattie Mack] who has
raised more than 30 foster children on her farm and is both proud and thankful that none of them
smoke.
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Record Type: Record

To: See the distribution list at the bottom of this message

cc:
Subject: 5pm tobacco draft

Draft 4/8/98 5pm
PRESIDENT WILLIAM J. CLINTON
REMARKS ON TOBACCO AT CARROLL COUNTY HIGH SCHOOL
CARROLLTON, KY

April 9, 1998

Acknowledgments: Sec. Glickman; Gov. Paul Patton; Sen. Ford [His work on the
tobacco bill that is now moving through the Senate has been remarkable. He has fought day in
and day out to make sure tobacco farmers and their communities will not get hurt. In the
Senate, he has served this great state longer than any other leader. And like your Cats, his
alma mater, he is leaving as number one.}

It’s great to be in Wildcat country. I watched the Comeback Cats beat the Utes while I
was flying from Botswana to Senegal. The Utes had eliminated the Razorbacks, so I was
pulling for the blue and white all the way.

And it’s great to be in Panther country [Carroll County High’s mascot]. Last time I
was here was in 1992, when I was rolling through these beautiful hills with Al Gore on our
first bus tour. You made me feel right at home back then and you’re doing just the same
today.

I’'m also pleased to see how you’ve recovered from the Flood of ‘97. It was just over a
year ago that the rains were pouring down and Eagle Creek and the Kentucky River were
spilling out all over this county like Noah’s flood. But neighbors and friends reached out to
help those in need. Old fashioned values pulled you through. You made America very proud.

The reason I came here to Carrollton today is to talk to you about a subject that could
not be more important to the future of all of you students, to the future of this state, and to the
future of this nation. I came here to talk about the future of tobacco. I know there’s been a
lot of talk about what the tobacco legislation in Congress will involve and where we are in the
process. Today, in addition to listening to the concerns of people in this community, I wanted
to explain the process in detail to parents and children alike. But before we go even one step
further I want to make two vital points very clear.



First, the tobacco legislation is alive and well. It will be easier to cut teen smoking if
the tobacco companies work with us rather than against us, but we are committed to doing
what’s right for America’s children either way.

Second, the legislation we seek is not about politics, or money, or seeking revenge
against the tobacco industry. This legislation moving forward in Congress will not put the
tobacco companies out of business. It will simply put them out of the business of selling
cigarettes to kids. Personally, I do not believe it’s wise for adults to smoke. But that is their
own business. Smoking by young people is a different matter entirely — and that is where we
must draw the line.

Third, we will not abandon tobacco farmers. They haven’t done anything wrong.
They’ve been growing a legal crop. It is not they who have been marketing tobacco products
to children. They’re good, hard-working, tax-paying citizens -- most of them laboring from
sun-up to sun-down on small family farms. We will stand with Kentucky’s communities to
pass legislation that makes sense for everyone. If it doesn’t protect farmers and their
communities, I won’t sign it. Remember: we wouldn’t let this community down when the
flood waters were rising out of control. The national government was here in Kentucky,
helping you clean up, working to make everyone whole. We will do it again with this tobacco
legislation. Farmers didn’t create the problem of youth smoking. But I promise you this: if
you work with us, farmers and their communities will be included in the solution.

And now I'd like to explain why I believe it is so important that we work together to
pass comprehensive tobacco legislation. Just last week, the Centers for Disease Control
released a disturbing report. It found that more than 40% of teenagers now smoke or chew
tobacco. Mr. Marcum [the principal] tells me it’s probably even higher here. I’'m not here to
scold those of you who do smoke. But I will tell you this: I'm not going to rest until we
bring the number of teen smokers way down. Today, 3,000 young people will start smoking.
A thousand of them will have their lives shortened as a result. We are simply wasting
precious lives.

It’s clear what’s going on. One major factor is peer pressure. Today, I challenge you
students to help each other resist the pressure -- to stand together and to take responsibility for
your futures. If you look at the National Champion Wildcats, it’s clear each one of those
players had a dream -- he wanted to win it all. The Wildcats stood together as a team. They
resisted outside pressures. And they recognized that the body is as sacred a gift as the spirit
and the mind. You think the National Champion Wildcats could run the court the way they do
if they smoked? Not a chance. But whether you play basketball or not, the message is the
same: smoking robs dreams.

The other major factor in the rise of teen smoking is the lure of sophisticated,
multi-million-dollar marketing campaigns. Now, the law says that tobacco companies can’t
advertise tobacco products on television or radio, but you can’t escape the ads anywhere else --
in magazines, sports centers, billboards. Toy race cars are still emblazoned with tobacco



brand names, even through we know adults don’t buy many toy race cars.

In the early 1990s, Joe Camel alone had an advertising budget of $75 million. And
that’s a pretty good investment from the tobacco companies’ point of view. How many of you
have younger brothers and sisters? Well, if national statistics hold true, I bet more of them
can recognize Joe Camel than Mickey Mouse.

I believe we’ve all got a remarkable opportunity to close the books on 30 years of
calculated marketing to kids. And that is why I am working with Sen. Ford and his Senate
colleagues to pass a bill that will make reducing youth smoking everyone’s bottom line.

Last week, in an historic and resounding 19-to-1 vote, a key Senate committee gave its
stamp of approval to comprehensive legislation sponsored by Sen. John McCain, a
Republican, and Sen. Fritz Hollings, a Democrat, that would cut youth smoking by half over
the next decade here in Kentucky and all over the country. And thanks in great measure to
Sen. Ford’s leadership, the bill will not let tobacco farmers down.

Last September, when I reviewed the settlement agreement reached by the Attorneys
General, I was very disappointed to see that there was no mention of farmers and what might
happen to them if the settlement became law. So when I laid out my five principles of what
absolutely had to be in any comprehensive tobacco legislation, I said we had to protect farmers
and their communities. I'm happy to say that the farmer provision Sen. Ford has proposed
meets this commitment. The bill he helped prepare recognizes that tobacco has a very high
return per acre and, therefore, you can’t just tell tobacco farmers to go and plant soybeans on
their land. It recognizes that you can’t uproot tobacco without uprooting the family farm.
This morning, I met a woman named Mattie Mack. She’s 61 years old and has raised 38
foster children while growing tobacco -- not one of whom smokes. We can’t abandon her or
the children she has raised. We must reduce youth smoking, but we’re not going to do it by
devastating our farming communities.

We still have work to do on the legislation in the Senate. Above all, we need to put in
place tough penalties that will ensure that the tobacco industry has a clear financial interest in
stopping youth smoking. But Sen. McCain and his committee have helped move this nation in
the right direction.

Unfortunately, it appears that some tobacco industry executives are trying to block the
way. Yesterday, tobacco industry executives gave speeches to protest the legislation moving
through Congress. This was no surprise. It’s in their interest to object to the bill now to
prevent it from getting even tougher.

But I believe this is not the time to issue threats. This is the time for the industry to
put the past behind them and help all of us, including thousands of family farmers, plan for the
future. Most important, this is the time to stop children from picking up a habit that kills. If
we move forward with the legislation in the Senate, in Kentucky alone it will stop nearly
60,000 kids from starting to use tobacco over the next five years, and save almost 20,000
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lives. We simply cannot afford to let this opportunity go up in smoke.

This is a remarkable time to be alive. This is a golden moment to be a student in
Kentucky. We’ve opened the door to college for every student in this auditorium, thanks to
new grants and HOPE Scholarships that your guidance counselors can help you learn all
about. The chemical and steel industries are booming here in Carroll County; they’re
practically guaranteeing jobs to students here who are getting involved in your remarkable
work-study program and gaining essential math, science, and technical skills.

This is also a golden moment for our country. We have the best economy in a
generation. The crime rate has been falling for five years in a row, for the first time in a
quarter century. We have the lowest welfare rolls in 27 years. More families own homes than
ever before.

But this is not a time to sit back and relax. As you know all too well, you don’t wait
until the flood rains are pouring down before you fix the roof. In other words, we can’t wait
for another generation of children to get sick before we get serious about bringing the rate of
youth smoking down. But let me be clear: the way to fix our roof is not by making a hole in
our neighbor’s. We will fix the problem of youth smoking without making life tougher than it
already is for our hard-working family farmers. If we work together, we will solve this
problem together. Thank you and God bless you.

##H#

Message Sent To:

Cynthia A. Rice/OPD/ECP
Thomas L. Freedman/OPD/EOP
Cathy R. Mays/OPD/EQOP
Elena Kagan/OPD/EQP

Laura Emmett/WHQO/EQP
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THE WHITE HOUSE
WASHINGTON

April 8, 1998

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. In this'discussion, you should note that
Senator Ford’s proposal on tobacco farmers, contained in Senator McCain’s bill and detailed in
this memo, is a strong proposal to protect tobacco farmers. You should not imply, however, that
it is the only farming proposal you could support, or that you agree with every detail (or every
dollar) of the proposal.

The participants in the discussion are expected to be: a local farmer; a farmer who
represents growers statewide and has worked 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; a community activist who has helped bring farmers and health
advocates together; and Secretary Glickman. Governor Patton and Senator Ford will be present,
but will not participate in the panel.

After the roundtable, you will travel to a school where you will talk to students about the
need to reduce youth smoking. Governor Patton and Senator Ford will also speak at this event.



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.

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.

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.

Notwithstanding the number of small tobacco farms in Kentucky, large farms dominate
the State’s burley tobacco business. Last year, 70 percent of the total burley sold came from only
26 percent of the farms.

According to USDA, Kentucky experienced an abnormal year for its 1997 burley tobacco
crop. Adverse weather conditions resulted in tobacco with high moisture content that was of
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 -- which can be sold, rented, or leased -- 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, adds a modest reserve, and then divides up the right to grow
that full amount among the quota holders. '

The tobacco program also 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, with the loans 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 Agreentent

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. In evaluating the settlement agreement and laying out your five
principles for comprehensive tobacco legislation, you insisted on the need to protect tobacco
farmers and their communities.

Legislative Background

Two main approaches to the tobacco farming issue have emerged in Congress. The first
seeks to maintain some kind of production control and price support system (though perhaps in a
modified form), while compensating farmers for any decrease in the amount of tobacco sold due
to tobacco legislation. The tobacco section of Senator McCain’s bill, sponsored by Senators
Ford, Hollings, and Frist, and detailed further below, is the primary example of this approach.
The second, advocated by Senator Lugar, would buy out all current quota holders, and then
subject tobacco prices to the free market. Senator Lugar’s approach has little support among
tobacco producers, but may become part of the Congressional debate as tobacco legisiation
moves forward.

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. Their proposal also has the support of Senator Robb. 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, while retaining the basic quota system for those who do
not take the buyout. To the extent that the national quota declines, the bill provides transition
payments to remaining quota holders, lessees, and tenants. '

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 transfer of quotas
from inactive quota holders to actual producers is intended to allow 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 entire 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/ib 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
tobacco, and allowing only
active producers to stay in
program. Permits may not be
sold 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 to produce future
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 annually for rural business enterprise grants, farm ownership loans, initiatives to create
farm and off:farm employment, 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 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.

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 annually for first ten
years.

. Economic development grants set at $375 million annually for first ten years.

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

Secretary Glickman’s Trip to Kentucky

Secretary Glickman traveled to Lexington, Kentucky last Friday 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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CCO PROG
SSUE:
Most tobacco produced in the United States ls 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.

RTA. ¢

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 triennlal 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 suppott-production control program, as they have for many
years.

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

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

over 40 percent of crop sales recelpts 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-net-cost to taxpayers.  This program is currently under additional criticism as the
Congress acts on the tobacco settlement.

SUMMARY:

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

cO 1 Vemer Grise, Tobacco and Peanuts Division, FSA 202-720-5291; home

P6/(b)(6) l EOO 2_1



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 tobacco quotas nationwide, nearly 66 percent are considered small farm
operations. Five percent of all quotas are owned by minorities, the majority of which run small
and family-sized operations. If a settlement is reached, cigarette prices would increase sharply
because of manufacturer payments or increased taxes, and tobacco production would decline
with a concomitant reduction in income. Limited resource farms would be especially vulnerable
because of their already low level of income and significant dependence on tobacco as a source
of family income.

BACKGRO :

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

The Ford Bill has been incorporated in the McCain Bill (S.1415) as the farmer portion of the
McCain Bill. On April 1, the Senate Commerce Committee approved the bill, 19 to 1, and
Senator McCain said he hoped the Bill would be before the full Senate before memorial 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.

o 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.

o 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.

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

o 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.

Costs 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, ong-
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
$516 billion.
* An increase in cigarette prices of $1.10 per pack over five years was anticipated.

Sixty-five cents of that increase occurs in 1999.

* 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 aimed at children would be curtailed.

* Goals of reducing youth smoking of 15 percent in three years and 60 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 yoiing 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 farmh 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 couid 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 aimost 20 percent offered no
response.

hY
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
concemed 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.



Support
BUndacided
OOppose

Kentucky Tobacco Farmers
Opinions on National Tobacco Policy Measures

percent

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

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

27%

DK/Refused
10% Support mandatory buyout
7%

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