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Ron Klain @ OVP
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Record Type: Record

To: Bruce N. Reed/OPD/EOP
cc: Elena Kagan/OPD/EQP, Patricia M. Ewing/OVP @ OVP, Sarah A. Bianchi/OPD/ECP
Subject;

| don't disagree. But the specific question on the table is what he says if he gets asked, in Q&A,
on Thursday, "Are you urging the states to sign on by tomorrow’s deadline?,” and | take it our
answer is

"That is up to each state to decide for itself. And whatever the states do, there is much
unfinished work here in Washington: we must affirm the FDA's jurisdiction to protect children from
the dangers of smoking, and enact meaningful penalties on the tobacco industry if it continues to
target our children.”
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Record Type: Record

To: Ron Klain/OVP @ OVP

cc! Elena Kagan/OPD/EQOP, Sarah A. Bianchi/OPD/ECP, patricia m, ewing/ovp @ ovp
Subject: Re: VP - Thurs ['1*‘

This is a stupid argument. If you stick to what the President said Monday, you can say what you
need to say about how there's much more to do in Congress. It goes without saying that states
have to decide for themselves based on the strength of their own cases. But the President did say,
"This is an important step in the right direction”. He did not say, "We're going to sit this one out
again because the attorneys general only got a 40-cent price increase.”
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Ron Klain @ OVP
11/18/98 10:31:21 AM

Record Type: Record

To: Bruce N. Reed/OPD/EOP

cc: Elena Kagan/Qpd/Eop, Sarah A. Bianchi/Opd/Eop, Patricia M. Ewing/OVP @ OVP
Subject: Re: VP - Thurs iz']

I think it is more than a few hardliners, first of all. The critics of the agreement even include public
health officials who supported the first settlement, and many of our allies in Congress.

Secondly, again, | assume our position is that each state should decide what is best for itself in this
regard. | didn't hear the President on Monday urge states to approve the agreement.

Third, it is important to point out -- without criticizing the settlement -- what was not -- and could
not have been -- included in it. Again, the goal here is NOT to criticize the settlement, but to
explain to folks why the settlement does not end the need for federal action.

Congress is the bad actor, not the settlement. But the settlement is not a panacea, which | am
sure you would agree with. And | would hate to see us blamed for any "buyers remorse" that
emerges from states accepting the deal. And if state acceptance is inevitable anyway, why
squander credibility with validators whose support we may want for future, controversial steps we
take on this issue -- steps which, unlike this settlement, that will truly be our own actions.
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Record Type: Record

To: Ron Klain/OVP @ ovP

cc: Elena Kagan/OPD/EQOP, Sarah A. Bianchi/OPD/EOP, patricia m. ewing/ovp'@ ovp
Subject: Re: VP - Thurs {:Q

The important thing is to lay failure at Congress's feet, not suggest that the settlement is somehow
deficient because it doesn't include things like FDA jurisdiction that states couldn’t get in a
settlement or in the courtroom. If the VP sounds ambivalent about the state settlement on the eve
of the deadline for state decisions, that will be misinterpreted as backing away from what the
President said Monday. And what good will it do? Doyle and WI signed on yesterday; Harshbarger
could end up the only holdout, and even he might sign on. It's not worth ticking off 35 Dem AGs
to score a few points with a few hardliners in the public health community, when you can focus on
the real enemy here, which is Congress.
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PRIVILEGED AND CONFIDENTIAL - 10/30/98 REVISED DRAFT

Ninth: the Federal Tobacco Legislation Offset (including any carry-forwards
arising from such offset) shall be applied to the results of clause “Eighth”;

Tenth: the Litigating Releasing Parties Offset (including any carry-forwards
arising from such offset) shall be applied to the results of clause “Ninth”;

Eleventh: the offset for claims over pursuant to subsection XII(a)(4)(B)
(including any carry-forwards arising from such offset) shall be applied to the results of
claﬁse “Tenth”;

Twelfth: the offset for claims over pursuant to subsection XII(a)(8) (including
any carry-forwards arising from such offset) shall be applied to the results of clause
“Eleventh™; and

Thirteenth: in the case of payments to which clause “Fifth” applies, the allocated
shares of such payments assigned to each individual Settling State pursuant to such clause

(as such shares have been reduced by clauses ZSixth="“Sixth” through “Twelfth,” and

without undoing the allocation described in clause “Seventh”) shall be added together to
state the aggregate payment obligation of each Participating Manufacturer with respect to

the payments in question. (In the case of a payment to which clause =Ei#fth="Fifth” does

not apply, the aggregate payment obligation of each Participating Manufacturer with
respect to the payment in question shall be stated by the results of clause “Twelfth.”)
X. EFFECT OF FEDERAL TOBACCO-RELATED LEGISLATION

The enactment of federal tobacco-related legislation shall not affect the payments
to be required under this Agreement except as follows:

(a) If federal tobacco-related legislation is enacted [on or before November 30,

2002,] and if such legislation provides for payment(s) by any Original Participating
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PRIVILEGED AND CONFIDENTIAL - 10/30/98 REVISED DRAFT

Manufacturer (whether by settlement payment, tax or any other means), all or part of

which are actually made available to a Settling State (“Federal Eunds™) Funds™), each

Original Participating Manufacturer shall receive a continuing doflar-for-dollar offset for
any and all amounts that are paid by such Original Participating Manufacturer pursuant to
such legislation and made available to such Settling State (except as described in
subsections (b) and (c) below). Such offset shall be applied against the applicable
Original Participating Manufacturer’s share (determined as described in the first sentence
of clause ZSexventh”"“Seventh” of subsection IX(j)) of such Settling State’s Allocated
Payment, up to the full amount of such Original Participating Manufacturer’s share of
such Allocated Payment (as such Allocated Payment has been reduced by adjustment, if

any, pursuant to the NPM Adjustment ) and the offset for miscalculated payments). Such

offset shall be made against such Original Participating Manufacturer’s share of the first
Allocated Payment due after such Federal Funds are first available for receipt by such
Settling State. In the event that such offset would in any given year exceed such Original
Participating Manufacturer’s share of such Allocated Payment: (1) the offset to which
such Original Participating Manufacturer is entitled under this section in such year shall
be the full amount of such Original Participating Manufacturer’s share of such Allocated
Payment, and (2) all amounts not offset by reason of subsection (1) shall carry forward
and be offset [(with interest at the prime rate)] in the following year(s) until all such
amounts have been offset.

(b) The offset described in subsection (a) shall apply only to that portion of
Federal Funds, if any, that are either unrestricted as to their use, or restricted to any form

of health care or to any use related to tobacco (including, but not limited to, tobacco
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PRIVILEGED AND CONFIDENTIAL - 10/30/98 REVISED DRAFT

education, cessation, control or enforcement) (other than that portion of Federal Funds, if
any, that is specifically applicable to tobacco growers or communities dependent on the
production of tobacco or Tobacco Products). Provided, however, that the offset described
in subsection (a) shall not apply to that portion of Federal Funds, if any, whose receipt by
such Settling State is conditioned upon or appropriately allocable to:
(1) the relinquishment of [significant] rights or benefits under this
Agreement (including the Consent Decree); or
(2) actions or expenditures by such Settling State, unless:
(A) such Settling State chooses to undertake such action or
expenditure;
(B) such actions or expenditures do not impose significant
constraints on public policy choices; or
(C) such actions or expenditures are both: (i) related to health care
or tobacco (including, but not limited to, tobacco education, cessation,
control or enforcement) and (ii) do not require such Settling State to
expend state matching funds in an amount that is significant in relation to
the amount of the Federal Funds made available to such Settling State.

(c) Subject to the provisions of subsection IX(i)(3), Subsequent Participating
Manufacturers shall be entitled to the offset described in this section X to the extent that
they are required to pay Federal Funds that would give rise to an offset under subsections
(a) and (b) if paid by an Original Participating Manufacturer.

(d) Nothing in this section X shall (1) reduce the payments to be made to the

Settling States under this Agreement other than those described in subsection IX(b} and
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PRIVILEGED AND CONFIDENTIAL - 10/30/98 REVISED DRAFT

subsection IX(d) (or corresponding payments under subsection IX(i)) of this Agreement;
or (2) alter the Allocable Share used to determine each Settling State’s share of the
payments described in section IX(b) and subsection IX(d) (or corresponding payments
under subsection IX(i)) of this Agreement. Nothing in this section X is intended to or
shall reduce the total amounts payable by the Participating Manufacturers to the Settling
States under this Agreement by an amount greater than the amount of Federal Funds that
the Settling States could elect to receive.

[XI. INDEPENDENT AUDITOR

(a) Independent Auditor to Make All Calculations. An Independent Auditor shall

calculate and determine the amount of all payments owed hereunder, including the
adjustments, reductions and offsets thereto (and all resulting carry-forwards, if any), as
well as the allocation of such payments, adjustments, reductions, offsets and carry-
forwards among the Participating Manufacturers and among the Settling States. The
Independent Auditor shall promptly collect all information necessary to facilitate such
calculations. Each Participating Manufacturer and each Settling State shall as promptly
as practicable provide the Independent Auditor with information and documentation

sufficient for it to perform such calculations.

(b) Identity of Independent Auditor. The Independent Auditor shall be a major,
nationally recogni.zed, certified public accounting firm jointly selected by agreement of
the Original Participating Manufacturers and the NAAG executive committee, who shall
jointly retain the power to replace the Independent Auditor and appoint its successor.
The Independent Auditor shall have no existing connection with any Participating

Manufacturer and shall not represent any Participating Manufacturer. The costs and fees
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Ron Klain @ OVP
11/17/98 02:46:48 PM

Recard Type: Record

To: Bruce N, Read/OPD/EOP

ce: Elena Kagan/Qpd/Eop, Sarah A. Bianchi/Opd/Eop, Patricia M. Ewing/OVP @ OVP
Subject: Re: VP - Thurs E{j

Of course, he should not contradict what the President said yesterday. But right now, public health
groups are lobbying the states not to sign on to the agreement; AGs are lobbying states to sign on
to the agreement -- do we have a position? If so, why? What analysis do we possess that
indicates that we have a reason to believe that a particular state would be better off under this
agreement than they would be pursuing their own lawsuit -- or vice versa? | just don't understand
what basis we would have for offering states any advice on this question -- any more than we
advised them to sue or settle in the first place.

As for the rest, | think it is key that we not attack the settlement -- but also, that we not allow the
tobacco industry to portray the settlement as more than it is. It does not penlize tobacco
companies for continuing to market to minors; it does not provide financial inducments to reduce
marketing to minors; it does not provide the FDA with jurisdiction to prevent marketting to minors.
Again, that is not the fault of the AGs -- that is not what they were trying to do-with this deal. But
in making it clear why Congress needs to act, we must make it clear what is the unfinished
business left after this settlement is reached.
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Record Type: Record

To: Ron Klain/OVP @ OVP

cc: Elena Kagan/OPD/EOP, Sarah A. Bianchi/OPD/EOP, patricia m. ewing/ovp @ ovp
Subject: Re: VP - Thurs {l‘l

We're happy to help with the VP's remarks. But he shouldn’t undercut what the President said
yesterday. His message should be exactly the same as the President's: The state settlement is a
step forward. But only the national government and esp. the Congress can take the full range of
steps necessary to set a national policy on reducing youth smoking, such as confirming the FDA's
authority to regulate tobacco products. The last Congress put partisanship ahead of progress.
We'll make tobacco legislation a top priority in the new Congress.

He can and should go to town attacking Congress. But it would be bad faith, bad policy, and bad
politics to pull the rug out from under Tom Miller and a host of other AGs (most of them D's} who
are signing onto this deal because it's the best they can do without Congress.
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Ron Ktain @ OVP
11/17/98 12:33:22 PM

Record Type: Record

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

cc: Sarah A. Bitanchi/OPD/EQP, Patricia M. Ewing/OVP @ OVP
Subject: VP - Thurs

Bruce/Elena: As you know, the VP is scheduled to do an anti-smoking on Thursday, national
smoke-out day. Because of the intense criticism the state deal is getting from the health groups,
on the one hand, and the sense that we have endorsed it, on the other, | am concerned about
making sure we are all in synche for this event.

Because | am only going to be in for a few hours today and Wednesday, I'd appreciate if you guys
could work with Pat Ewing on some language for this. | assume it would suggest WH neutrality on
whether states should opt-in/opt-out of the deal, combined with a sharp point about how the deal
does not protect teens, do FDA, etc.

Thanks.
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Record Type: Record

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

cc.
Subject: Jeff Tietz called me noting a problem in the settlement

As | noted in my earlier email regarding the state settlement, if federal tobacco related legislation is
enacted before 11/30/2002, then each original participating manufacturer shall receive a dollar for
dollar offset for all amounts paid by such manufacturer pursuant to such legislation and actually
made available to such setting state. Such an offset would only apply to federal funds to states
that are (1) unrestricted or {2) restricted "to any form of health care or to any use related to
tobacco (including, but not limited to, tobacco education, cessation, control, or enforcement.)”

Jeff sees a problem | hadn't noticed -- would this provide tobacco companies with an offset for any
federal funds to states for health spending, whether tobacco related or not, that are paid for by
tobacco tax funds? | had read this as "any form of health care...related to tobacco” but he is
reading it as "to any form of health care / or to any use related to tobacco."

He's urging us to get the AGs to get the language clarified, which sounds like a good idea to me.
What do you think?

The entire text of the provision is as below:

X. EFFECT OF FEDERAL LEGISLATION

(a) If federal tobacco-related legislation is enacted on or
before November 30, 2002, and if such legislation provides
for payment(s) by any Original Participating Manufacturer
(whether by settlement payment, tax or any other means), all
or part of which are actually made available to a Settling
State ("Federal Funds™), each Original Participating
Manufacturer shall receive a continuing dollar-for-dollar
offset for any and all amounts that are paid by such Original
Participating Manufacturer pursuant to such legislation and
actually made available to such Settling State (except as
described in subsections {b) and (c) below).

Such offset shall be applied against the applicable Original
Participating Manufacturer's share (determined as described
in step E of clause™ Seventh" of subsection IX0)) of such
Settling State's Allocated Payment, up to the full amount of
such Original Participating Manufacturer's share of such
Allocated Payment (as such share had been reduced by



adjustment, if any, pursuant to the NPM Adjustment and has
been reduced by offset, if any, pursuant to the offset for
miscalculated or disputed payments).

Such offset shall be made against such Original
Participating Manufacturer's share of the first Allocated
Payment due after such Federal Funds are first available for
receipt by such Settling State.

In the event that such offset would in any given year
exceed such Original Participating Manufacturer's share of
such Allocated Payment: (1) the offset to which such Original
Participating Manufacturer is entitled under this section in
such year shall be the full amount of such Original
Participating Manufacturer's share of such Allocated
Payment, and (2) all amounts not offset by reason of
subsection (1) shall carry forward and be offset in the
following year(s) until all such amounts have been offset.

(b) The offset described in subsection (a) shall apply only
to-that portion of Federal Funds, if any, that are either
unrestricted as to their use, or restricted to any form of health
care or to any use related to tobacco (including, but not
limited to, tobacco education, cessation, control or
enforcement).
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Record Type: Record

To: Bruce N. Reed/OPD/EOP
cc: Elena Kagan/OPD/EOP, Christa Robinson/OPD/ECP
bece: :

Subject: Re: Could you ask Josh... @
They've run the numbers, and they think we should say "between $.40 and $.50 per pack."”

Essentially, the estimates start at $.39/pack in year 1 and reach $.53/pack in year five (in FY '99
dollars).
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Record Type: Record

To: Cynthia A. Rice/OPD/EOP

cc: Elena Kagan/OPD/EQP
" Subject: Could you ask Josh...

how much OMB is scoring this at? 40 cents?
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Record Type: Record

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

cc: Mary L. Smith/OPD/EQP, Laura Emmett/WHO/EQP
Subject: Farmers part of settlement

The farm groups say {Judge) Carlton had a conference call with them at 11 today. He said that on
Monday they will identify a trust fund for farmers. States that grow tobacco and sign on to the
agreement will be able to appoint trustees to divy up the funds. Govenors of the growing states
that sign on wll do the appointing. Both NC and KY are expected to sign on (| guess NC's Easley
did his press conference at 2 today). The farmers think the size of the trust find is yet to be
determined, but will not be a subset of the overall agreement. Each state will get money based on
how much tobacco it grows. McConnell and Bunning offices called KY growers group today to say
they would be fighting to keep the tobacco program. Carlton asked the farmers to help fight the
coming "Clinton tax." The NC farmers sounded more suspicious of things than KY. It may be too
early to confirm this, they will all get a feet from their constitutents.
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Record Type: Record

To: Bruce N. Reed/OPD/ECP, Elena Kagan/QOPD/EQP, Laura Emmett/WHCO/EQOP

ce:
Subject: No surprises in the settlement

I've quickly read through the settlement (except the exhibits). Mo surprises, but a few interesting
details:

The allowable one brand name_sponsorship per year includes a single national or multi-state series
or tour {e.g. any number of NASCAR races held in different states as part of a national tour).
Events in adult-only facilities and using corporate names are unlimited. Sponsorships of concerts,
events with an intended youth audience or youth contestants, or team sports are prohibited except
B&W may sponsor either the C country music festival or the Kool jazz festival. Companies don't
have to break contracts in effect as of 8/1/98 until they expire or for three years whichever comes
first. No brand names on stadiums, arenas, or sports teams.

Qutdoor and transit ads are banned, but are defined to exclude: any ads in adult facilities or
tobacco manufacturing plants, signs smaller than 14 sq feet in retail establishments, ads promeoting
an adult only event at the site of that event. :

Cartoons are banned and are defined as:

(1) "Cartoon"” means any drawing or other depiction of an
object, person, animal, creature or any similar caricature that
satisfies any of the following criteria:

(1) the use of comically exaggerated features;

(2) the artribution of human characteristics to animals,
plants or other objects, or the similar use of anthropomorphic
technique; or

(3) the attribution of unnatural or extrahuman abilities,
such as imperviousness to pain or injury, X-ray vision,
tunneling at very high speeds or transformation.

The term "Cartoon” includes "Joe Camel,” but does not
include any drawing or other depiction that on July 1, 1998,
was in use in any State in any Participating Manufacturer's
corporate logo or in any Participating Manufacturer's
Tobacco Product packaging.

| assume the later phrase is to protect the Camel packaging?

Documents: Manufacturers have to maintain at their own expense until 2010 document web sites
for existing and new documents except those for which the industry is asserting privilege, trade
secrets, etc. Unfortunately, the type of docs are listed in the exhibits, so its hard to tell how
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complete this is.

Public education: the $1.45 billion for public education is $250 million in year 1 and $300 mi/yr in
years 2-5. :

National foundation: There are detailed goals for the national foundation (funded at $250 million
total over 10 years}, including "developing and disseminating model advertising and education
programs to counter the use by youth of substances that are unlawful for use or puchase by youth
with an emphasis on reducing youth smoking.” What does this mean for our Thursday VP
announcement? The foundation shall have a board with 11 directors {

Effects of federal legistation: [f federal tobacco related legislation is enacted before 11/30/2002,
then each original participating manufacturer shall receive a dollar for dollar offset for all amounts
paid by such manufacturer pursuant to such legislation and actually made available to such setting
state. Such an offset would only apply to federal funds to states that are {1) unrestricted or (2}
restricted "to any form of health care or to any use related to tobacco {including, but not limited to,
tobacco education, cessation, control, or enforcement.}"
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PRESIDENT WILLIAM J. CLINTON
REMARKS ON TOBACCO SETTLEMENT
THE WHITE HOUSE

November 16, 1998
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[Insert on Iraq]

Today is an important day in the long struggle to
protect our children from tobacco. The settlement
betweeﬁ the Attorneys General and the tobacco
companies is a step in the right direction for our nation. It
reflects the first time that the tobapco companies will be
held ﬁnancially accountable for the dafnage that their
product does to our nation’s health. I want to thank
Attorney General Gregoire and all her colleagues for their

efforts to bring the tobacco companies to justice.



With this séttlement, we are moving forward -- but
we have much more to do. Only the national government
can take the full range of strong steps needed to protect
our children from tobacco. So it is up to Congress to act,
to rise to its responsibility to pass national tobacco
legislation.

My administration began that effort nearly four years
ago, when the Food and Drug Administration put in place
~a strong crackdown on tobacco advertising aimed at
teenagers. This was the broadest and most significant
effort yet to protect our children from tobacco. But it has
been challenged in court by the tobacco companies from
the beginning. Today, I want to report that the Solicitor

General will ask the Supreme Court to resolve this matter.
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But let’s be clear: When it comes to protecting our
children from tobacco, it is up to Congress to finish the
job. This past Congress began with strong momentum
toward action, only to see national tobacco legislation
derailed by partisanship and special pleading. In the new
Congress, I am determined that we will choose progress
over partisanship. Comprehensive national tobacco
legislation -- including protection for tobacco farmers --
must be one of the top priorities for the new Congress,

and I will work hard to see that it becomes law.



We should always remember the stakes. Each day
that Congress fails to act, more than 3000 chﬂdren start
smoking, and more than 1000 of them will die éarly as a
result. Each day that Congress fails to act, our children
continue to be targeted by a multimillion dollar marketing
campaign designed to recruif what tobacco industry
documents call “replacement smokers.” With strong
legislation, we can save one million lives in the first five
years. Our duty is clear: to protect our children; to wrap a
loving arm around them; and to give them the future they

deserve.
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PRESIDENT CLINTON:
WORKING TO REDUCE TEEN SMOKING

November 16, 1998

“We should remember the stakes. Each day that Congress fails to aci, more than 3,000 children start
smoking, and more than 1,000 of them will die early as a result. Fach day that Congress fails to act, our children
continue to be bombarded by massive a marketing campaign aimed at recruiting what tobacco industry documents
call ‘replacement smokers. ' With strong legislation, we can save one million lives in the first five years. Qur duty is
clear: to protect our children, to wrap a loving arm around them, and to give them the future they deserve.”

President Bill Clinton
November 16, 1998

Today, President Clinton will declare that the proposed state tobacco settlement, which holds the tobacco
industry accountable for targeting children, is a step in the right direction and will call on Congress to finish
the job and pass comprehensive tobacco legislation that will help reduce teen smoking. The President will
also underscore the Administration’s strong commitment to the FDA tobacco rule, which confirms the FDA’s
authority over tobacco, by noting that the Solicitor General has decided to seek the Supreme Court’s review
of a recent decision by the Fourth Circuit denying a rehearing in the FDA case.

THE PROPOSED STATE SETTLEMENT IS A STEP IN THE RIGHT DIRECTION. President Clinton has worked
very hard over the last three years to reduce the number of teen smokers and hold tobacco companies
accountable for their marketing of cigarettes to children. Today, state Attorneys General will unveil a
proposed settlement with major tobacco companies. The President sees this proposed settlement as a real
step in the right direction, but will make clear that there is still a great deal left for Congress to do to ensure a
substantial reduction in youth smoking.

ANTI-TEEN SMOKING LEGISLATION WILL BE ONE OF THE PRESIDENT’S TOP PRIORITIES FOR THE
NEXT CONGRESS. The President will call on the next Congress to finish the job and enact national tobacco
legislation. P f this legislation will ne of the President” rioritics for the next Congress. The
American people want progress not partisanship. They want Congress to protect children, not special
interests. The new Congress has the chance to put politics aside and do what the last Congress failed to do --
act now to prevent three million children from starting smoking and save one million lives over the next five
years.

THE CLINTON ADMINISTRATION WILL SEEK SUPREME COURT REVIEW OF THE FOURTH CIRCUIT FDA
DEcISION. The President will reiterate his support for the FDA tobacco rule, which confirms FDA authority
over tobacco products. Since this rule was announced in 1995 the tobacco industry has challenged it in court.
Last week, the Fourth Circuit Court of Appeals denied the Administration’s request for a rehearing in the
FDA case. Today, the President will make clear that the Solicitor General has authorized the filing of a
petltlon in the Supreme Com‘t seckmg review of the Fourth ClI’Clllt 3 dec151on in thls matter. ﬁs__dggs;gn_m

m km fore they sta in ising targeted at chil d curbing minors' o tobac
products. If the leadership in Congress would act in a bipartisan manner and pass comprehensive tobacco
legislation to confirm the FDA's authority, this matter could be taken out of the courtroom.
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THE WHITE HOUSE
WASHINGTON

November 16, 1998

TOBACCO SETTLEMENT ANNOUNCEMENT
DATE: November 16, 1998
LOCATION:; Roosevelt Room
BRIEFING TIME: 3:00 pm -3:30 pm
EVENT TIME: 3:35 pm - 4:00 pm
FROM: Bruce Reed

PURPOSE

To declare that the proposed state tebacco settlement is a step in the right direction and
call on Congress tc finish the job.

BACKGROUND

You will make a statement declaring that the proposed state tobacco settlement is a step in
the right direction and calling on Congress to finish the job. This is an opportunity to
praise the state Attorneys General for their perseverance in this fight to hold the tobacco
industry accountable for targeting children; it is also an opportunity to announce that
enacting national tobacco legislation to finish the job will be one of your top priorities in
the next Congress. You will also underscore the Administration’s strong commitment to
the FDA tobacco rule, noting that the Solicitor Genera! has decided to seek Supreme
Court review of the Fourth Circuit’s decision invalidating the rule. You will be joined by
seven state Attorneys General following the unveiling of their package at the National
Press Club.

National Tobacco Legislation will be one of your Top Prigrities for Next Congress.

You will announce that enacting national tobacco legislation will be one of your top
priorities for the next Congress. The new Congress has the chance to put politics aside
and do what the last Congress failed to do -- act now to prevent three million children
from starting smoking and save one million lives over the next five years.

The Solicitor General will Seek Supreme Court Revi f the Fourth Circuit FD
Decision. You will reiterate your support for the FDA tobacco rule which you unveiled in
1995 and which the tobacco industry has challenged in court ever since. Last week, the
full Fourth Circuit Court of Appeals denied the Administration’s request for a rehearing of
the panel decision invalidating the FDA rule. You will make clear that the Solicitor
General has authorized the filing of a petition for certiorari in the Supreme Court seeking
review of the Fourth Circuit’s decision in this matter. Confirming the FDA's authority
over tobacco products is necessary to help stop young people from smoking before they



k
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start by stopping advertising targeted at children and curbing minors' access to tobacco
products. If the leadership in Congress would act responsibly, it would enact bipartisan

comprehensive tobacco legislation to confirm the FDA's authority and take this matter out

of the courtroom.
PARTICIPANTS

1efin icipants:
Bruce Reed
Bruce Lindsey
Mickey Ibarra
Elena Kagan
Cynthia Rice

YOU
Attorney General Christine O. Gregoire, Washington
Bruce Reed

ing on king;
Attorney General Gale Norton, Colorado
Attorney General Tom Miller, Iowa
Attorney General Dennis C. Vacco, New York
Attorney General Heidi Heitkamp, North Dakota
Attorney General W.A. Drew Edmondson, Oklahoma
Attorney General Mike Fisher, Pennsylvania

PRESS PLAN
Pool Press.
SEQUENCE OF EVENTS

- YOU will be announced into Roosevelt Room accompanied by Bruce Reed and
Attorney General Christine Gregoire.

- Bruce Reed will make welcoming remarks and introduce Attorney General Christine
Gregoire .

- Attorney General Christine Gregoire will make remarks and introduce YOU.

- YOU will make remarks.

- YOU will have an opportunity to answer questions from the press and then you will
depart.

REMARKS

Provided by Speechwriting.
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PRESIDENT CLINTON WILL DECLARE STATE TOBACCO SETTLEMENT A STEP
IN THE RIGHT DIRECTION AND CALL ON CONGRESS TO FINISH THE JOB
November 16, 1998

Today, President Clinton will declare that the proposed state tobacco settlement is a step in the
right direction and call on Congress to finish the job. The President will praise the state Attorneys
General for their perseverance in this fight to hold the tobacco industry accountabie for targeting
children and announce that enacting national tobacco legislation to finish the job will be one of his
top priorities in the next Congress. The President also will underscore the Administration’s
strong commitment to the FDA tobacco rule, noting that the Solicitor General has decided to seek
the Supreme Court’s review of the Fourth Circuit’s latest decision.

Proposed State Se_ulgmgn; is a Step in the Right Direction

The President will make his comments on the proposed state tobacco settlement following the
unveiling of the package by the state Attorneys General at the National Press Club. While the
President will say the settlement is a real step in the right direction, he will say there is still a great
deal left for Congress to do to ensure a substantial reduction in youth smoking.

ional T Legislation will be one of the President’s Top Priorities for Next Congr

The President will announce that he will push the Congress to finish the job and that enacting
national tobacco legislation will be one of his top priorities for the next Congress. The American
people want progress not partisanship. They want Congress to protect children, not special
interests. The new Congress has the chance to put politics aside and do what the last Congress
failed to do -- by acting now to prevent three million children from starting smoking and saving
one million lives over the next five years.

Th licitor General will k reme Revi fthe F .h ircuit FDA Decision

The President will reiterate his support for the FDA tobacco rule which he unveiled in 1995 and
which the tobacco industry has challenged in court ever since. Last week, the Fourth Circuit
Court of Appeals denied the Administration’s request for a rehearing in the FDA case. Today the
President will make clear that the Solicitor General has authorized the filing of a petition for
certiorari in the Supreme Court seeking review of the Fourth Circuit’s decision in this matter.
Confirming the FDA's authority over tobacco products is necessary to help stop young people
from smoking before they start by stopping advertising targeted at children and curbing minors'
access to tobacco products. If the leadership in Congress would act responsibly, it would enact
bipartisan comprehensive tobacco legislation to confirm the FDA's authority and take this matter
out of the courtroom.
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Tobacco Q&A
October 6, 1998

What do you think of the potential settlement between the states and the tobacco
industry?

We are watching with interest to see whether there is a settlement reached between the
states and the tobacco companies. The terms of the possible settlement, as we understand
them, will be only a first step -- although a significant one -- toward substantially
reducing youth smoking. Congress will still have a lot of work to do in this area, and we
will continue to push for comprehensive legislation that will achieve all our goals.
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Fred Duval 10/05/98 12:52:38 PM

Record Type: Record

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

cc: Mickey Ibarra/WHO/EQOP, William H. White Jr./WHO/EOP, Emory L. Mayfield/ WHO/EOP
Subject: AGs- tobacco

| spoke to lowa AG Tom Miller and Az AG Grant Woods - two of the "hard-liners” on the tobacco
talks. They report that the current terms are not much different from those | described to you a
few weeks ago - although the counter-marketing money has been increased to $300 mil. The_hard
liners want some additional restrictions on marketing {such as restrictions on "human forms" e.g.
Maftlboro Man).

From here, the AG negotiating team is meeting with the other AGs in small groups this week. The 8
"hard-liners” for example are meeting tomorrow with Greggiore efc. Then the negotiating team will
be meeting with AGs by region later this week. Their goal, of course, is to get unanimity on the
deal.
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Cynthia A. Rice 10/13/98 04:39:00 PM

Lomeeed
Record Type: Record

To: Laura EmrnetthHOlEOP.

cc:
Subject: tobacco recoupment

Forwarded by Cynthia A. Rice/OPD/EOP on 10/13/98 04:40 PM

Fred Duval 10/13/98 02:50:31 PM .

Record Type: Record

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

cc: Mickey lbarrafWHO/EOP
Subject: tobacco recoupment

Sen Mack has told Gov Chiles that Sen Lott asked Erskine if we were ready to talk about tobacco
and weather we would buy the Chiles proposal. Erskine reportedly said no. Chiles is worked up
thinking this violates the commitment made at the meeting between Chiles and Erskine that we
attended. | fully appreciate how vague Chiles request was, and how vague but generally supportive
{"we can do business on this") we were. There must be some fine print here not getting reported.
Do either of you know what transpired and have advice for what to tell Chiles.

Thank you.
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: / Bruce N. Reed
ST 10/01/98 11:13:30 AM

Record Type: Record -

To: Elena KaganIOPDVIEOP, Cynthia A, Rice/OPD/EOP

cC:
Subject: rjr worth more dead than alive

RJR: Russia’s Problems Don't Change Odds of Spinoff. The Coming Proxy Fight. Outperform.

Gary Black {212) 756-4187
Jon Rooney (212) 756-4504

September 30, 1998

TOBACCO

HIGHLIGHTS

1.We have cut RJR estimates to $2.20 in 1898 (from $2.40; we had previously quantified exposure of
$(.15)/share in Russia), and t0 $2.40 in 1999 (from $2.50). Our going forward assumption is that Russia wi
generate zero profits in 1998, and $10-$15 million in 1999. With no profits in low-tax Russia, management
has increased its estimated 19398E tax rate to 45.5%, from 43.0%.

2.The estimate cut, which was largely expected, was offset by news that 3Q domestic tobacco profits will b
up about +10% (+4-5% previously expected) on an approximate {7%) volume decline {industry -6%:;
reflects trade deloading following Spring price increases). This suggests that RJR, following B&W's lead,
is finally cutting back on promotional spending behind Doral,

3.We do not expect RJR to cut its dividend {1998 dividend $2.05, vs. $3.75 cash earnings, 55% payout; M
52% payout; UST 65% payout) until Nabisco is spun off {early-1999)}, Our standalone RJR Worldwide
Tobacco 1998E estimates are now $1.45 reported EPS {$1.55 in 1999), $2.55 cash EPS ($2.70 in 1999),
1998E fixed charge coverage of 3.1x (3.3x in 1999},

4. The estimate cut does not change prospects for a spinoff of Nabisco. In fact, the continued terrible
operating results at both RJR International and Nabisco, combined with our view that raider Carl Icahn
{13-14MM shares) will announce another proxy fight to unseat management (filing deadline Nov. 26),
increases the pressure on RJR to spin out Nabisco once there is a new AG deal.

B.We believe the market has overreacted to what is old news, especially when one considers that RJR likely
has no choice but to find an international partner to beef up distribution and management. With a 35% cut
in RJR estimates since beginning of the year, shareholders have lost faith in management's ahility to fix
RJR's problems, and should increasingly attach a change in control premium to RJR's shares. If lcahn



attracts as a partner a strong consumer products veteran, he could get 60% + of the proxy vote.

6.While Philip Morris does not appear to be having anywhere near the same problems that RJR is having in
Russia -- much better mariagement team and local distribution -- we have said that we would cut $.05/shar
out of our Philip Morris 1998 numbers (to $3.10} if PM told us that its Russian profits were zero {$150
million current estimate -- about 3% of PM International)

7.Settlement update: We believe the key obstacle holding up the deal is the parties’ i ake sure that
sub3tant|aily all” of the AGs opt-in to the deal once it is announced (Friday or next Monday is our best
b—ﬂ We have heard that the opt-in period for the AGs will be relatively short -- likely 7-10 days from day
of announcement. We have also heard that there will some monetary incentive that RJR and B&W (portion
of @‘Fﬁont payments borne by MO) forfeit if they fail to sign up during the opt-in period.

INVESTMENT CONCLUSIONS

We reiterate our outperform rating. Assuming there is a new AG agreement, we see ittle downside for RJR,
even with continuing problems in Russia. Either one of two outcomes seems likely: One, RJR will enter into
the AG settlement, spin off Nabisco, and shareholders will be rewarded with @ sum-of-the-parts valuation
(estimate $40 -- RJR's stake in Nabisco is now worth $23.75 per share. Even with the estimate cut, RJR's
worldwide tobacco business {$1.45 in reported EPS and $2.55 in cash EPS), is worth potentially $15 - 518
per share, at 10 - 12x reported earnings, or 6-8x cash earnings). If RJR elects not to join the settlement,
which would suggest no spinoff, we have no doubt there would be a change in control at RJR next year as
sharéholders elect to unseat the current Board and management. In the latter situation, we would expect
the new Board to adopt the settlement put in place by Philip Morris and Loews, install a new management
team that can fix RJR International, and move to unlock value via spinoffs, asset sales, etc. That said, we
still Brefer Philip Morris and UST over RJR, which is likely warth more dead than alive. Our price target
remains $40.
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Tobacco Q&A
July 10, 1998

Q: What do you think of the rumoured plan for the states to settle with the tobacco
industry?

Al No matter what the states do, Congress has a responsibility to do its part and reduce youth
smoking, by reaffirming FDA’s full authority over tobacco products, imposing heavy
surcharges on tobacco companies that keep marketing cigarettes to young people, and
providing funds for critical public health efforts, such as medical research, cessation
programs, and tobacco counteradvertising. We’re going to keep working to build upon
bipartisan support for these measures. Nothing the tobacco companies do will let the
House and Senate Republican leadership off the hook.

Background: Tobacco industry analyst Gary Black reports that his sources say the states and the
industry are close to announcing a deal to settle all the remaining state attorneys general claims
which would include:

. Payments of $180-$200 billion over 25 years, resulting in about $.35 cent per pack
increase over five years.

e Advertising and marketing restrictions that were part of the Minnesota settlement (no
billboards or transit advertisements; no promotional products which bear the brand name,
logo, or reconizable color or motto of a brand; no direct or indirect payments for product
placements in movies). '

It would not include, among other things:

. Recognition of FDA authority over tobacco products or the additional advertising
restrictions that were part of the FDA rule (the industry would continue to fight the FDA
in court).

. Surcharges on companies that continue to market their products to children.

. Funding for public health efforts such as medical research, cessation programs, and

tobacco counteradvertising.

Black predicts that this deal will be reached after Congress adjourns for its August recess and
before the Washington state trial is set to begin September 22nd.
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A 'Iwﬁ_, Bruce N. Reed
T 08/14/98 05:43:21 PM

Record Type: Record

To: Elena Kagan/OPD/EOQP, Cynthia A. Rice/OPD/EOP, Cynthia Dailard/OPD/EOP

cc:
Subject: Update on State talks

| talked to Moore and Gregoire. The talks will not resume until the week of Aug. 24th. The CEOs
were meeting today to decide whether to resume the talks at all. Gregoire thinks that if the talks
resume, they will go quickly, because she needs a decision either way by the week of Sept. 14th.
But she says there appears to be a real split between PM and RJR. In the four state settlements,
PM agreed to help with RJR's cash-flow problems by picking u