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RECORD TYPE: PRESIDENTIAL (NOTES MATIL)

CREATOR: Jason 8. Goldberg ( CN=Jason S. Goldberg/OU=WHO/O=EOP [ WHO ] )
CREATION DATE/TIME: B8-APR-1998 18:40:34.00

SUBJECT: FOLLOW-UP: Small Tobacco Mtg. Thursday

TO: Demond T. Martin {( CN=Demond T. Martin/OU=WHO/O=EQP @ EOP [ WHO ] )
READ : UNKNOWN

TO: Carole A. Parmelee ( CN=Carole A. Parmelee/OU=WHO/O=EQOP @ EOP [ WHO ] )
READ : UNKNOWN

TO: Janet L. Graves {( CN=Janet L. Graves/QU=OMB/O=EOP @ EOP [ OMB ] )
READ : UNKNOWN

TO: Melissa M. Murray ( CN=Melissa M. Murray/OU=WHO/O=ECP @ EOP [ WHO ] )
READ : UNKNOWN

TO: Elena Kagan ( CN=Elena Kagan/QU=0OPD/O=EQOP @ EOP [ OFD ] )
READ : UNKNOWN

TO: Eleanor S. Parker ( CN=Eleanor S. Parker/OU=WHO/O=EOP @ EOP [ WHO ] )
READ : UNKNOWN

TO: Dawn L. Smalls ( CN=Dawn L. Smalls/OU=WHO/O=ECP @ EQP [ WHO ] )
READ : UNKNOWN

TO: Jessica L. Gibson ( CN=Jessica L. Gibson/0OU=WHO/O=EOP @ EQOP [ WHO ] )
READ : UNKNOWN

TO: Michelle Crisci ( CN=Michelle Crisci/OU=WHO/O=ECP @ EOP [ WHO ] )
READ : UNKNOWN :

TO: Scott R. Hynes ( CN=Scott R. Hynes/O=OVP @ OVP [ UNKNOWN ] )
READ : UNKNOWN

TO: Cathy R. Mays ( CN=Cathy R. Mays/OU=OPD/O=EOP @ EOP [ OPD ] )
READ : UNKNOWN

Records Management ( Records Management @ EOP [ UNKNOWN ] )
READ : UNKNOWN

TEXT:
At 6:00 p.m. in Erskine's office.

Only the small group that met today.

Jason
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RECORD TYPE: PRESIDENTIAL (NOTES MAIL)

CREATOR: Kay Casstevens { CN=Kay Casstevens/O=0OVP [ UNKNOWN ] )
CREATION DATE/TIME: 8-APR-1998 18:48:41.00

SUBJECT: pre-brief for VP/Kennedy-Conrad meeting

TO: Lawrence J. Stein ( CN=Lawrence J. Stein/OU=WHO/O=EOP [ WHO ] }
READ : UNKNOWN

TO: Elena Kagan { CN=Elena Kagan/OU=OPD/O=ECP [ COPD ] )
READ : UNKNOWN

TO: Bruce N. Reed ( CN=Bruce N. Reed/OU=0PD/O=ECP [ OPD ] )
READ : UNKNOWN ‘

CC: Anthony R. Bernal ( CN=Anthony R. Bernal/OU=WHQ/O=EOQOP [ WHO ] )
READ : UNKNOWN

CC: Toby Donenfeld ( CN=Toby Donenfeld/O=0VP [ UNKNOWN 1 )
READ : UNKNCWN

Kay Casstevens ( CN=Kay Casstevens/C=0VP [ UNKNOWN ] )
READ : UNKNOWN

TEXT :

At Sen. Kennedy's request, the Vice President will be meeting with
Senators Kennedy and Conrad on this Friday, April 10 at 4:45 pm, on the
tobacco legislation. Can you all attend a pre-brief with the VP at 4:307?
Please let me know. thanks, Kay
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RECORD TYPE: PRESIDENTIAL (NOTES MAIL)

CREATOR: Cecilia E. Rouse ( CN=Cecilia E. Rouse/QU=0PD/O=EOP [ OPD ] )
CREATION DATE/TIME: 8-APR-1998 19:23:02.00

SUBJECT: Agenda for Deputies meeting

TO: Shannon Mason ( CN=Shannon Mason/OU=0PD/O=EOP @ EOP [ OPD ] )
READ : UNKNOWN .

TO: Elena Kagan ( CN=Elena Kagan/OU=QOPD/O=EQOP @ EOP [ OPD ] )
READ : UNKNOWN

TO: Laura Emmett { CN=Laura Emmett/QU=WHO/QO=EOP @ EQP [ WHO ] )
READ : UNKNOWN

TO: Thomas A. Kalil { CN=Thomas A. Kalil/OU=0OPD/0O=EOP @ EOP [ OPD ] )
READ : UNKNOWN

TO: Sally Katzen ( CN=Sally Katzen/OU=OPD/Q=EQP @ EOP [ OPD ] )
READ : UNKNOWN

TEXT:
Attached is the agenda for tomorrow's deputies meeting. You'll notice
that the document has two "agendas." The first is to be sent to

participants. The second is for Sally and Elena.

-- Cecli and Julie==================== ATTACHMENT ]l =========cco=========
ATT CREATION TIME/DATE: 0 00:00:00.00

TEXT:
Unable to convert ARMS EXT: [ATTACH.D62]MAIL47756779U.026 to ASCII,
The following is a HEX DUMP:

FF5750435A040000010A0201000000020500000093190000000200000B720B653DFE4AAR4F50D3
SB115BA1E40F720BB544BCF55794395BDF9A965EDS54F314ARABOATF2101176B7E07D98875D513D
37660F88B54B07762437DB2AA9D367DD1034242BC66C4D84347772B03C35417BF7C1D7AE277D6E
3C2C260EAG2C6F1933D2A7E11DB78ES93F4BA442159DF653AA99EA596772B07C2CB5093C4363A15
88F389E8F2409F17942139AAEES28A46486206CC0ZD1IFEFF6C2D239B3B41493953A847DD1BB1F8041
557181F4B9403A25DF8F5C894B228421B06AC24C79840C2C09B306961B08CCABSC6(C53504D0DCS
FODAl6E3417F1216FECD1D8D9879E78DEL75961059F2A3D3E49365ED170992E5CB61903C625FB6
4BF34B41F247CES5CA4A460F25A2078155D9F3A4E1915F4F6A9DBBF7S57F77%4F2065EC6495E7FA9
ADASCEASADFO00788FF086AB94F50C5EA84ABSCLl247E178677C993FOADCIAB2AF3B18AS3BFOBBES
F3426F04E770A4C145DA9230210837EBF3CC2763F20F3750CE162BAF758764385F38DFCE94E191
0F8D29094C52FB7A49E7B6125D37B4D09D5434AC6CCEAB6D2B0O50358DCOFOEE24EAB12FBAGA29S
. EED2C1C289A5025470EC4F762D38D21FF25AFCOEEIFB4A45B6ES5A971ES8EBE69A26BF1ICCCD7AT7]L
53048CEBBF06A4101652ABDCF254A9D23B8DD1F7F9779F55E37C349CEQCACA4413CCOAEAO39B4BA
6BC49A255102000800000000000000000000000823020C00000B01000070020000005501000C00
4E0000007B03000009250100000006000000C90300000B30020000002800000CCF030000087701.
00000040000000F703000008340100000014000000370400000802010000000F0000004B040000
00984C006FQ00630061006C0020005000720069006E007400650072000000000000000000000000
, 000000000000000000000000000000000000000000000000000000000000000000000000005749
4E53504F4F4C0000000000C800C8002C012C012C012C01C800C800300000000000000000000000
00000000000000000000000000000000000000C000000000000000000000000000000000000000
000000000000000000000000000000000000000000000000000000000000000000000000000000
000000000000000000000000000000000000000000000000000000000000000000000000000000
00000000000000000000000000000000000000000000000000000000000B0100002800C8196810
480D000011090000005A000B010000103600540069006D006500730020004E0065007700200052
006F006D0061006ED0200052006500670075006C00610072000000000000000000010002005802



Agenda for DPC/NEC Meeting on H-1B Visas
April 9, 1998

The purpose of this meeting it to identify the key components of legislative proposals and decide
our priorities. .

I. H-1B reforms

II. Enhanced enforcement Automatad Records Managemem System
Hex-Dump Conversion

III. Application fee

V. Training

V. Other concerns

V1.  Overall priorities



Annotated Agenda for DPC/NEC Meeting on H-1B Visas
April 9, 1998

The purpose of this meeting it to identify the key components of legislative proposals and decide
our priorities.

L H-1B reforms previously endorsed by the Administration

a. “Recruit and retain”
What, precisely, would we be requiring an employer to do?

b. No lay-off provision
How do we respond to the argument from 1ndustry that hiring/firing is too
decentralized to allow for fair use of a no lay-off provision?

c. Reduced maximum stay from six to three years
Given that we are proposing a temporary increase in the cap, do we want to
continue to advocate for limiting the maximum stay to three years?

d. Other issues related to these reforms

(1) Occupational classification
How would we recommend defining who is laid-off or who must be
recruited? Based on “occupation” or skill attainment?

(1)  Job contractors
Do we want to include a provision that ensures that both end-employers
and contractors make the requisite attestations?

(iii)  Prevailing wage .
Abraham uses the current definition of ““wage” but allows employers to
use outdated wage data. Kennedy defines “wage” to include benefits and
other compensation, which Labor says they do not have reliable data on.
What do we recommend?

1. Enhanced enforcement )
The DOL has proposed that they be given greater authority to ensure that employers
comply with the standards of hiring H-1B workers.
Which are the most important?
Independent authority to investigate
subpoena authority
ability to conduct audits
increase penalties (from $5000 to $10,000)

UOwy

I Application fee



VL

Should there be an application fee? How much? Automated Records Manag

Hex-Dump Conveg{zim st
Training
a. Regional skills alliances
b. NSF’s Advanced Technological Education program.
C. Scholarships or Loans?

Other concerns

a. Concerns of the Academic community
Many in the academic community are concerned about the “recruit and retain” and
“no lay-off” provisions because of the temporary nature of many research grants,

b. Increased enforcment authority by the Office of Special Counsel
OSC wants the legislation to provide for a cause of action to a U.S. worker who is
replaced by an H-1B worker OR who is denied employment in favor of an H-1B
worker.

Overall priorities
How do we rank reforms vs. training vs. enforcement?
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RECORD TYPE: PRESIDENTIAL (NOTES MAIL)

CREATOR: Jennifer M., Palmieri ( CN=Jennifer M. Palmieri/OU=WHO/0=EOP [ WHO ] )
CREATION DATE/TIME: 8-APR-1998 19:55:44.00

SUBJECT: Buses

TO: Michelle Crisci ( CN=Michelle Crisci/OU=WHO/O=EQOP @ EOP [ WHO ] )
READ : UNKNOWN

TO: Elena Kagan (‘CN=Elena,Kagan/OU:OPD/O:EOP @ EQOP [ OPD 1 )
READ : UNKNOWN

TO: Amy W. Tobe ( CN=Amy W. Tobe/OU=WHO/O=EOP @ EOP [ WHO ] )
READ : UNKNOWN

Audrey T. Haynes
04/08/98 05:02:24 PM

Record Type: Record

To: Jennifer M. Palmieri/WHO/EOP
cc:

Subject: Buses

I have confirmed that 20~buses will be chartered by Brown-Williamson
tomorrow and will be on the motorcade route.
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RéCORD TYPE: PRESIDENTIAL (NOTES MAIL)

CREATOR: Mary L. Smith ( CN=Mary L. Smith/OU=OPD/0O=EOP [ OFD ] )
CREATION DATE/TIME: 8-APR-1998 21:10:29.00

SUBJECT: Q&A's for press office and president

TO: Thomas L. Freedman ( CN=Thomas L. Freedman/OU=0OPD/O=EOP @ EOP [ OPD ] )
READ ; UNKNOWN

TO: Elena Kagan ( CN=Elena Kagan/OU=OPD/O=EOP @ EOP { OPD ] )
READ : UNKNOWN

CC: Laura Emmett ( CN=Laura Emmett/OU=WHC/O=EQOP @ EOP [ WHO ] )
READ : UNKNOWN

TEXT:

Here are versions of Q&R for the press office and the President, with the

previously reviewed Q&A inserted re: the R.J. Reynold's announcement. ===z=======z===
ATT CREATION TIME/DATE: 0 00:00:00.00

TEXT:
Unable to convert ARMS_EXT: [ATTACH.D11])MAIL45968779Q.026 to ASCII,
The following is a HEX DUMP:

FF575043A1070000010A02010000000205000000D0610000000200009294DBCS990586164713C39
7B4ACF99AC8B6BOCDCBCIFO0602FE962E4806C25975E9F5CBC4CE6274ECA1AT8A16D5A6B080C4CS
0ESC2DSA6B2ACFE2F4C8B17F64E36D5A502C21AF0C599B9SB6630ACT72541117F2E37249ACFID8F
EEEE15EB6DD2B2CB602ASA3E]117F29871B03A194C2FFDE7BSDAS0B36FF076D0BED42A19566FCAE
150CS2695BDSC1B79E6423409F9AB03F660960570864C7A93819F22B78DCRB076DFD1D0373FCA92
C32C2995164CBBEOF769264AD1709F0F241FD558832B5DBAB349DF336C97BCC6556F8BR77F845DC7
C3880CCEB4EC21161AEQ8DFI9CCD3792604816AC5A4E40E4A440464111DDB08B106A91967E13F4A]
0BB27F338E03BDA67A636B630F1EAQ09735898A0FB5347E7FCCAFD88B7ADEFB4A74D4FBFFOCB170
E1ASADDE78DD0431D6EY66ESOA34FF2999989826D9BESCDDD8FBSCEA38BO5SCF06B52879CC905A1
ESA72F60CCD3A4D95B44DF009F01F32E479955C3E42D1A62B241F6F3B12842D07EEE66291CA396
66BD6C9745EFA3B97848B717DFD675D01045216A6804375272E1612D95A93F2801DSB29AB58CCE
C7062632AE3FCSD3264BE4BOF657D3B8725B1CC4E2D8DBSEQO2FAS46EBID56BO3ES89A8BA2FEZQ
511036753CA12A27D906FD7D52E39E56FASC8BADEATFBCCC71432549CA6914B518B4605AD124FD
99407A568202002B00000000000000000000000823010000000BC1000C5A040000005510000000
4E0000006505000009250100000006000000B30500000B300300000028000000B92050000087701
00000040000000E105000008340100000014000000210600000802010000000F00000035060000
0055080000004E000000440600000055050000003C00000092206000000660200000002000000CE
06000000610100000014000000D00600000B300100000044000000E40600000805010000000800
000028070000081D01000000000000003007000009680100000006000000300700000000000000
0000000000300700000000000000000000000030070000000000600000000000000300700000000
000000000000000030070000000000000000000000003007000000000000000000000000300700
¢00000000000000000000030070000000000000000000000003007000000000000000000000000
300700000000000000000000000030070000000000000C00000000003007000000000000000000
- 000000300700000000000000000000000030070000000000000000000000003007000000000000
000000000000300700000B30100000004E00000036070000000000000000000000003607000000
0000000000000000003607000000OOO00000000000000036070000000000000000000000003607
000000000000000000000000360700000000000000000000000036070000000000000000000000
003607000000000000000000000000360700000000000000000000000036070000000000000000
00000000360700000942020000001D0000008407000000984C006F00630061006C002000480050
0020004C0061007300650072006A00650074002000350000000000000000000000000000000000
000000000000000000000000000000000000000057494E53504F4F4C00060000000C800C8002C01
2€012C012C01C800C8003000000000000000000000000000000000000000000000000000000000
00000000000000000000000000000000000000000000000000006000006000000000000000000000
0000000000000000000000000000000000000000000000000000000000600000000000000000000



Automateg Recorys

(4/8 DRAFT) Hex. nagen
L e
TOBACCO Q&A Dump Conve.fsfonm System
PRESIDENT’S KENTUCKY TRIP
April 9, 1998

ADMINISTRATION POSITIONS ON TOBACCO FARMER ISSUES

Why is the President going to Kentucky?

The President is going to Kentucky, the heart of burley tobacco country, to discuss the
need for comprehensive tobacco legislation that reduces youth smoking but provides for
the future of family farming and rural communities. In his statement last September, the
President said that protecting farmers and their communities was one of the key five
principles that must be included in any comprehensive tobacco legislation he would be
willing to sign. The President is going to Kentucky to discuss the impact of tobacco
legislation directly with farmers and effected communities, and urge passage of
legislation that meets the needs of reducing teen smoking and protects farmers and their
communities. The President will say that legislation authored by Senator Ford and
introduced as part of the McCain bill meets the goal of protecting farmers and their
communities.

What is the President’s position on programs for tobacco farmers?

The President made protecting farmers and their communities one of the five key
principles that must be included in any comprehensive tobacco legislation. Senator
Ford’s bill, which provides for compensation for losses to quota owners and producers,
and makes provision for Josses to rural communities where tobacco is grown, meets the
President’s goal of protecting farmers. The President is encouraged that both the
interests of flue-cured and burley farmers are included in the proposal, and hopes that all
farmers will continue working together to ensure that legislation is passed this year.

Aren't the goals of reducing youth smoking and protecting tobacco farmers
contradictory?

No. The President does not want the tobacco companies to go out of business, only
out of the business of selling to children. The tobacco farmers have played by the rules,
and should be protected in any legislation that passes. The President believes that we
can reduce youth smoking and protect rural communities if we all work together to urge
Congress to pass bipartisan comprehensive tobacco legislation this year.
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Q. Senator Lugar recently suggested in an op-ed that the tobacco program should be
phased out. Does the Administration agree?

A. The Administration feels that any legislation has to be evaluated in terms of how well it
meets the President’s five principles -- including reducing youth smoking and protecting
farmers and their communities. Advocates of a free market for tobacco growers will
need to demonstrate that it is consistent with these principles. Many health groups have
argued that simply ending the tobacco program may actually increase the amount of
tobacco that is grown, decrease the cost of tobacco, and provide a windfall for cigarette
companies. In addition, representatives of family farms have suggested that ending the
tobacco program would have extremely negative economic effects on them and their
communities. The President went to Kentucky, in part, to discuss the various legislative
options with those directly effected by tobacco legislation and hear their opinions
first-hand

II. BACKGROUND QUESTIONS RE: TOBACCO FARMERS

Q. How important is tobacco to Kentucky producers and the overall economy?

A. Including sales from fire-cured and dark air-cured tobacco, Kentucky tobacco producers
received over $800 million from the 1997 crop. Tobacco sales represent over 40

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

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

Q. Who will be affected by a settlement?

A. 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 quotas, about 66 percent are
considered small farm operations. Five percent of all quotas are owned by
minorities, the majority of which are small producers.

Q. Why is tobacco so important to small farmers?

A. Tobacco is a high value crop that generates gross receipts of $4,000 to $5,000 per acre.
Profits from 1 acre of tobacco are equivalent to between 15 and 20 acres of com or
soybeans. On small farms in Kentucky, with an average of 22 acres of harvested
cropland in 1992, tobacco is vital to the economic survival of farmers. (source: 1992 Ag
Census)

Q. How much tobacco is grown in the United States?
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A. In 1997, tobacco production totaled 1.7 billion pounds with a value of over $3 billion, the

record

1L

highest production and crop receipts since 1992. Sales of tobacco products reached a
$50 billion in 1997.

How does the tobacco program work?

Since the 1930s, in order to grow tobacco, a farmer must have a quota. The quota allows
the farmer to grow a certain amount of tobacco for that year. Thus, the amount of tobacco
grown in the United States is controlled by law. In addition, the price of tobacco is set
statutorily. If a private company chooses not to purchase tobacco at or above the
statutory minimum price, the regional cooperative of tobacco farmers will purchase the
tobacco and store it, putting the tobacco back on the market when the price is more
favorable.

What are the provisions of the Ford bill which is included in the McCain
legislation?

Senators Ford, Frist, and Hollings, the three members of the Senate Commerce
Committee from tobacco-growing states, joined together to include a farmer
provision in the McCain tobacco legislation. While maintaining a production
control system for all tobacco farmers, this package sets up somewhat different
systems for burley and flue-cured tobacco. For burley tobacco (grown mostly in
Kentucky), the package includes an optional buy-out for quota holders at $8 per
pound, and retains the quota system for those who do not take the buyout, but
provides payments to both remaining quota holders, lessees, and tenants to the
extent that base quota declines. For flue-cured tobacco, the plan provides for a
mandatory buyout of existing quota holders, and replaces the quota system with a
permit system that gives the new permits at no cost to active producers, regardless
of whether they previously held a quota. This transferring of quotas from inactive
quota holders to actual producers is intended to make it possible for active farmers
to sell tobacco without incurring the cost of buying or renting quota.

The provision authored by Senator Ford and included in McCain’s legislation also
provides approximately $500 million for assistance to tobacco-producing
communities. The package costs $2.1 billion per year for the first ten years and
$500 million for years 11-25 for a total of $28.5 billion. For the most part, tobacco
farm leaders have been pleased with the proposal included in the McCain
legislation.

GENERAL BACKGROUND ON TOBACCO LEGISLATION
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What’s your reaction to RJR Nabisco CEO Steven Goldstone’s remarks
today at the National Press Club?

It is no surprise that the tobacco industry would protest the legislation
moving through the Congress —-it is in their interest to object to the bill now
to prevent it from getting even tougher. In the end, the companies will have
a strong incentive to participate, and we’re convinced that they’ll recognize
this.

So we don’t think the companies will walk away --and we hope they do not
do so. We would prefer that the companies join, rather than fight, our
efforts to reduce smoking. ~

But make no mistake: The President will continue to work to reduce youth
smoking no matter what the companies do. He has worked on this effort for
two years; members of Congress from both parties are now joining him; and
we will get strong legislation on youth smoking whether or not the companies
join us.

Will this deal drive RJR and/or other tobacco companies into bankruptcy?

No. We're not trying to put the tobacco companies out of business; we want

to put them out of the business of selling cigarettes to kids. We’ve done

some careful financial analysis of the McCain bill, and we do not believe that

. it will drive companies into bankruptcy. There’s just no reason to think
that this legislation would increase the companies’ exposure to a financial

- loss of the kind that would send them into bankruptcy. Stopping companies
from selling cigarettes to kids will not put them out of business.

But don’t you need industry cooperation to enact tobacco legislation?

We would like the tobacco industry to willingly join us in this effort to reduce
youth smoking. And we still believe that the tobacco industry will have
every incentive to agree to legislation in the end, so that they can end this
chapter in their history. But if they refuse to join us, we will still make
progress. We will continue our efforts to pass comprehensive legislation to
dramatically reduce youth smoking.

Has the President endorsed the McCain bill?

The President believes that this bill represents a dramatic step forward. It would
raise the price of cigarettes, give the FDA full authority to regulate tobacco
products, ban advertising aimed at children, and protect tobacco farmers.
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But he also said we still have work to do on this legislation. Above all, we need
to put in place tough penalties that will cost the tobacco industry if it continues to
sell cigarettes to young people. We're not trying to put the tobacco companies
out of business; we want to put them out of the business of selling cigarettes to
kids. This week's progress in the Senate shows we have real momentum in both
parties to do just that.

The President says we need stronger penalties on companies that continue to
sell to our children. What does he mean by that?

The McCain bill’s penalty provisions are deficient for two reasons. First, the bill
has a cap of $3.5 billion per year on industry-wide penalties, no matter how much the
industry misses youth targets by. Second, the McCain bill contains no penalties on
individual companies for failing to meet youth smoking targets. Reducing youth
smoking is our bottom line, and we must make it each and every company’s bottom
line.

Does the Administration have concerns about provisions of the McCain bill
besides the penalties?

We have serious concerns about this bill’s provision which would allow
individual States to “opt out” of the national smoke-free environment policy. This
provision creates a patchwork system in which states could decide to adopt weaker
laws or decide against taking any action at all, leaving people with little or no
protection from the hazards of environmental tobacco smoke. In addition, there is no
need to exempt the tobacco industry from antitrust rules in order to reduce youth
smoking. We strongly oppose any exemptions that would allow price fixing
agreements. Third, we believe it is critical that tobacco legislation fund efforts to
promote public health and assist children.

What does the President want the tobacco funds to be spent on?

The President strongly believes that tobacco revenues should go toward protecting
public health and assisting children. His budget provides for funds for anti-smoking
programs that will help us meet the goals of reducing youth smoking rates and for a
dramatic expansion of health-related research to help us cure smoking-related disease.

Finally, in recognition of the states’ role in bringing suit against tobacco companies,
the President’s budget provides for a substantial amount of money to revert to the
states. Some of this money can be used for any purpose. Other funds must be used
on state-administered programs to assist children (specifically, for child care,
Medicaid child outreach, and class size reduction).

What is your view of the liability protections for the tobacco industry
contained in Senator McCain’s legislation?



A:

Q:

A:

Autemated Records Management System
Hex-Dump Conve:sion

As we have said on many occasions, we would prefer comprehensive tobacco
legislation without liability limits, but in the context of legislation that meets all of the
President’s principles and dramatically reduces youth smoking, reasonable limits on
liability will not be a dealbreaker. Right now, we’re going to focus on the aspects of
the McCain legislation that we think fall short of what the President has demanded:
particularly, on the penalties in the bill to reduce youth smoking. Until we get those
right, we won’t address liability protections.

The tobacco industry has said that it will not agree to mational tobacco
legislation that increases the price of a pack of cigarettes by $1.10 over five
years, as proposed by the President’s budget and the McCain bill. Does that
doom the President’s proposal?

No. We have always expected the tobacco companies to fight hard for their
economic interests, but needless to say we will not always agree, nor we think will the
US Congress. This price increase called for in the President’s budget is necessary to
meet his youth smoking targets, and he will continue to demand it. What the
companies do is up to them, but we will not back off such necessary measures to
reduce youth smoking,.

What are the five principles that the President has said tobacco legislation
must meet?

President Clinton has said he will only support tobacco legislation that:
. Raises the price of cigarettes by up to $1.10 a pack over 5 years and $1.50

a pack over the next ten years, and imposes tough penalties on companies
that continue to sell to kids;

. Affirms the FDA’s full authority to regulate tobacco products;

. Gf:ts companies out of the business of marketing and selling tobacco to
minors;

. Promotes public health research and public health goals; and

. Protects our tobacco farmers and their communities.

How does the McCain bill compare to the Attorneys General proposed
settlement and the President’s proposal?

See chart below,

Comparison of Tobacco Proposals
April 7, 1998
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Attorneys McCain President
General
Substantial Price Increase No Yes Yes
Strong Industry and No No Yes
Company Penalties
Full FDA Authority No Yes Yes
Strong Advertising and Yes Yes Yes
Access Provisions
Protections of Tobacco No Yes Yes
Farmers
Comprehensive Plan to Use | Yes No* : Yes
Tobacco Revenue to Protect
Public Health and Assist
Children
Strong Environmental Yes No Yes
Tobacco Smoke Provision
Liability Protections for
Industry: ‘

1. Liability Cap Yes Yes Only if bill meets
President’s public
health principles.

2. Bar on Class Actions Yes No Only if bill meets

- | President’s public
health principles.

3. Bar on Punitive Yes No Only if bill meets

Damages ’ President’s public
health principles.
* Does not attemnpt to address most spending issues.
Q: Is teen smoking going up or down?

On April 2, the Centers for Disease Control in Atlanta released a new study



Automated Records Management System
Hex-Dump Convession

("Tobacco Use Among High School Students -- United States, 1997") which found
that cigarette smoking rates among high school students rose by nearly a third
between 1991 and 1997, from 27.5 percent to 36.4 percent, with the sharpest
increase among African American students. Cigarette smoking was highest among
white students (40 percent), rising by 28 percent from 1991 (31 percent). While the
level of cigarette smoking among African-American students was lower than for
white students, the rate increased by 80 percent between 1991 and 1997 (from 12.6
percent to 22.7 percent). Overall, the study found that nearly half of male students
and more than a third of female students used cigarettes, cigars, or smokeless
tobacco during the previous month. This 1997 data was derived from a survey of
over 16,000 students in grades 9-12.
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TOBACCO Q&A
PRESIDENT’S KENTUCKY TRIP
April 9, 1998

ADMINISTRATION POSITIONS ON TOBACCO FARMER ISSUES

Why is the President going to Kentucky?

The President is going to Kentucky, the heart of burley tobacco country, to discuss the
need for comprehensive tobacco legislation that reduces youth smoking but provides for
the future of family farming and rural communities. In his statement last September, the
President said that protecting farmers and their communities was one of the key five
principles that must be included in any comprehensive tobacco legislation he would be
willing to sign. The President is going to Kentucky to discuss the impact of tobacco
legislation directly with farmers and effected communities, and urge passage of
legislation that meets the needs of reducing teen smoking and protects farmers and their
communities. The President will say that legislation authored by Senator Ford and
introduced as part of the McCain bill meets the goal of protecting farmers and their
communities.

What is the President’s position on programs for tobacco farmers?

The President made protecting farmers and their communities one of the five key
principles that must be included in any comprehensive tobacco legislation. Senator
Ford’s bill, which provides for compensation for losses to quota owners and producers,
and makes provision for losses to rural communities where tobacco is grown, meets the
President’s goal of protecting farmers. The President is encouraged that both the
interests of flue-cured and burley farmers are included in the proposal, and hopes that all
farmers will continue working together to ensure that legislation is passed this year.

Aren't the goals of reducing youth smoking and protecting tobacco farmers
contradictory?

No. The President does not want the tobacco companies to go out of business, only
out of the business of selling to children. The tobacco farmers have played by the rules,
and should be protected in any legislation that passes. The President believes that we
‘can reduce youth smoking and protect rural communities if we all work together to urge
Congress to pass bipartisan comprehensive tobacco legislation this year.
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Q. Senator Lugar recently suggested in an op-ed that the tobacco program should be
phased out. Does the Administration agree?
A. The Administration feels that any legislation has to be evaluated in terms of how well it

meets the President’s five principles -- including reducing youth smoking and protecting
farmers and their communities. Advocates of a free market for tobacco growers will
need to demonstrate that it is consistent with these principles. Many health groups have
argued that simply ending the tobacco program may actually increase the amount of
tobacco that is grown, decrease the cost of tobacco, and provide a windfall for cigarette
companies. In addition, representatives of family farms have suggested that ending the
tobacco program would have extremely negative economic effects on them and their
communities. The President went to Kentucky, in part, to discuss the various legislative
options with those directly effected by tobacco legislation and hear their opinions
first-hand

IL. BACKGROUND QUESTIONS RE: TOBACCO FARMERS

Q. How important is tobacco to Kentucky producers and the overall economy?

A. Including sales from fire-cured and dark air-cured tobacco, Kentucky tobacco producers
received over $800 million from the 1997 crop. Tobacco sales represent over 40

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

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

Q. Who will be affected by a settlement?

A. 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 quotas, about 66 percent are
considered small farm operations. Five percent of all quotas are owned by
minorities, the majority of which are small producers.

Q. Why is tobacco so important to small farmers?

A. Tobacco is a high value crop that generates gross receipts of $4,000 to $5,000 per acre.
Profits from 1 acre of tobacco are equivalent to between 15 and 20 acres of corn or
soybeans. On small farms in Kentucky, with an average of 22 acres of harvested
cropland in 1992, tobacco is vital to the economic survival of farmers. (source: 1992 Ag
Census)

Q. How much tobacco is grown in the United States?
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A. In 1997, tobacco production totaled 1.7 billion pounds with a value of over $3 billion, the

record

IL

highest production and crop receipts since 1992. Sales of tobacco products reached a
$50 billion in 1997.

How does the tobacco program work?

Since the 1930s, in order to grow tobacco, a farmer must have a quota. The quota allows
the farmer to grow a certain amount of tobacco for that year. Thus, the amount of tobacco
grown in the United States is controlled by law. In addition, the price of tobacco is set
statutorily. If a private company chooses not to purchase tobacco at or above the
statutory minimum price, the regional cooperative of tobacco farmers will purchase the
tobacco and store it, putting the tobacco back on the market when the price is more
favorable.

What are the provisions of the Ford bill which is included in the McCain
legislation?

Senators Ford, Frist, and Hollings, the three members of the Senate Commerce
Committee from tobacco-growing states, joined together to include a farmer
provision in the McCain tobacco legislation. While maintaining a production
control system for all tobacco farmers, this package sets up somewhat different
systems for burley and flue-cured tobacco. For burley tobacco (grown mostly in
Kentucky), the package includes an optional buy-out for quota holders at $8 per
pound, and retains the quota system for those who do not take the buyout, but
provides payments to both remaining quota holders, lessees, and tenants to the
extent that base quota declines. For flue-cured tobacco, the plan provides for a
mandatory buyout of existing quota holders, and replaces the quota system with a
permit system that gives the new permits at no cost to active producers, regardless
of whether they previously held a quota. This transferring of quotas from inactive
quota holders to actual producers is intended to make it possible for active farmers
to sell tobacco without incurring the cost of buying or renting quota.

The provision authored by Senator Ford and included in McCain’s legislation also
provides approximately $500 million for assistance to tobacco-producing
communities. The package costs $2.1 billion per year for the first ten years and
$500 million for years 11-25 for a total of $28.5 billion. For the most part, tobacco
farm leaders have been pleased with the proposal included in the McCain
legislation.

GENERAL BACKGROUND ON TOBACCO LEGISLATION
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What’s your reaction to RJR Nabisco CEO Steven Goldstone’s remarks .
today at the National Press Club?

It is no surprise that the tobacco industry would protest the legislation
moving through the Congress --it is in their interest to object to the bill now
to prevent it from getting even tougher. In the end, the companies will have
a strong incentive to participate, and we’re convinced that they’ll recognize
this.

So we don’t think the companies will walk away --and we hope they do not
do so. We would prefer that the companies join, rather than fight, our
efforts to reduce smoking.

But make no mistake: The President will continue to work to reduce youth
smoking no matter what the companies do. He has worked on this effort for
two years; members of Congress from both parties are now joining him; and
we will get strong legislation on youth smoking whether or not the companies
join us.

Will this deal drive RJR and/or other tobacco companies into bankruptcy?

No. We're not trying to put the tobacco companies out of business; we want
to put them out of the business of selling cigarettes to kids. We’ve done

. some careful financial analysis of the McCain bill, and we do not believe that
it will drive companies into bankruptcy. There’s just no reason to think
that this legislation would increase the companies’ exposure to a financial
loss of the kind that would send them into bankruptcy. Stopping companies
from selling cigarettes to kids will not put them out of business.

But don’t you need industry cooperation to enact tobacco legislation?

We would like the tobacco industry to willingly join us in this effort to reduce
youth smoking. And we still believe that the tobacco industry will have
every incentive to agree to legislation in the end, so that they can end this
chapter in their history. But if they refuse to join us, we will still make
progress. We will continue our efforts to pass comprehensive legislation to
dramatically reduce youth smoking. ‘

Has the President endorsed the McCain bill?

The President believes that this bill represents a dramatic step forward. It would
raise the price of cigarettes, give the FDA full authority to regulate tobacco
products, ban advertising aimed at children, and protect tobacco farmers.
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But he also said we still have work to do on this legislation. Above all, we need
to put in place tough penalties that will cost the tobacco industry if it continues to
sell cigarettes to young people. We're not trying to put the tobacco companies
out of business; we want to put them out of the business of selling cigarettes to
kids. This week's progress in the Senate shows we have real momentum in both
parties to do just that.

The President says we need stronger penalties on companies that continue to
sell to our children. What does he mean by that?

The McCain bill’s penalty provisions are deficient for two reasons. First, the bill
has a cap of $3.5 billion per year on industry-wide penalties, no matter how much the
industry misses youth targets by. Second, the McCain bill contains no penalties on
individual companies for failing to meet youth smoking targets. Reducing youth
smoking is our bottom line, and we must make it each and every company’s bottom
line.

Does the Administration have concerns about provisions of the McCain bill
besides the penalties?

We have serious concerns about this bill’s provision which would allow
individual States to “opt out” of the national smoke-free environment policy. This
provision creates a patchwork system in which states could decide to adopt weaker
laws or decide against taking any action at all, leaving people with little or no
protection from the hazards of environmental tobacco smoke. In addition, there is no
need to exempt the tobacco industry from antitrust rules in order to reduce youth
smoking. We strongly oppose any exemptions that would allow price fixing
agreements. Third, we believe it is critical that tobacco legislation fund efforts to
promote public health and assist children.

What does the President want the tobacco funds to be spent on?

The President strongly believes that tobacco revenues should go toward protecting
public health and assisting children. His budget provides for funds for anti-smoking
programs that will help us meet the goals of reducing youth smoking rates and for a
dramatic expansion of health-related research to help us cure smoking-related disease.

Finally, in recognition of the states’ role in bringing suit against tobacco companies,
the President’s budget provides for a substantial amount of money to revert to the
states. Some of this money can be used for any purpose. Other funds must be used
on state-administered programs to assist children (specifically, for child care,
Medicaid child outreach, and class size reduction).

What is your view of the liability protections for the tobacco industry
contained in Senator McCain’s legislation? :
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As we have said on many occasions, we would prefer comprehensive tobacco
legislation without liability limits, but in the context of legislation that meets all of the
President’s principles and dramatically reduces youth smoking, reasonable limits on
liability will not be a dealbreaker. Right now, we’re going to focus on the aspects of
the McCain legislation that we think fall short of what the President has demanded:
particularly, on the penalties in the bill to reduce youth smoking. Until we get those
right, we won’t address liability protections.

The tobacco industry has said that it will not agree to national tobacco
legislation that increases the price of a pack of cigarettes by $1.10 over five
years, as proposed by the President’s budget and the McCam bill. Deoes that
doom the President’s proposal"

No. We have always expected the tobacco companies to fight hard for their
economic interests, but needless to say we will not always agree, nor we think will the
US Congress. This price increase called for in the President’s budget is necessary to
meet his youth smoking targets, and he will continue to demand it. What the
companies do is up to them, but we will not back off such necessary measures to
reduce youth smoking.

What are the five prlnclples that the President has said tobacco legislation
must meet?

President Clinton has said he will only support tobacco legislation that:
. Raises the price of cigarettes by up to $1.10 a pack over 5 years and $1.50

a pack over the next ten years, and imposes tough penalties on companies
that continue to sell to kids;

. Affirms the FDA’s full authority to regulate tobacco products;

. G(.ets companies out of the business of marketing and selling tobacco to
minors;

. Promotes public health research and public health goals; and

. Protects our tobacco farmers and their communities.

How does the McCain bill compare to the Attorneys General proposed
settlement and the President’s proposal? :

See chart below.

Comparison of Tobacco Proposals
April 7, 1998
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Attorneys McCain President
General
Substantial Price Increase No Yes Yes
Strong Industry and No No Yes
Company Penalties
Full FDA Authority No Yes Yes
Strong Advertising and Yes Yes Yes
Access Provisions
Protections of Tobacco No Yes Yes
Farmers
Comprehensive Plan to Use | Yes No* Yes
Tobacco Revenue to Protect
Public Health and Assist
Children
Strong Environmental Yes No Yes
Tobacco Smoke Provision
Liability Protections for
Industry:

1. Liability Cap Yes Yes Only if bill meets
President’s public
health principles.

2. Bar on Class Actions Yes No Only if bill meets
President’s public
health principles.

3. Bar on Punitive Yes No Only if bill meets

Damages _ President’s public
health principles.
* Does not attempt to address most spending issues.

Q: Is teen smoking going up or down?
On April 2, the Centers for Disease Control in Atlanta released a new study
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("Tobacco Use Among High School Students -- United States, 1997") which found
that cigarette smoking rates among high school students rose by nearly a third
between 1991 and 1997, from 27.5 percent to 36.4 percent, with the sharpest
increase among African American students. Cigarette smoking was highest among
white students (40 percent), rising by 28 percent from 1991 (31 percent). While the
level of cigarette smoking among African-American students was lower than for
white students, the rate increased by 80 percent between 1991 and 1997 (from 12.6
percent to 22,7 percent). Overall, the study found that nearly half of male students
and more than a third of female students used cigarettes, cigars, or smokeless
tobacco during the previous month. This 1997 data was derived from a survey of
" over 16,000 students in grades 9-12.
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TOBACCO QUESTIONS AND ANSWERS FOR THE PRESIDENT’S
KENTUCKY TRIP OF APRIL 9, 1998

What’s your reaction to RJR Nabisco CEO Steven Goldstone’s remarks
today at the National Press Club?

It is no surprise that the tobacco industry would protest the legislation
moving through the Congress --it is in their interest to object to the bill now
to prevent it from getting even tougher. In the end, the companies will have
a strong incentive to participate, and we’re convinced that they’ll recognize
this.

So we don’t think the companies will walk away --and we hope they do not
do so. We would prefer that the companies join, rather than fight, our
efforts to reduce smoking.

But make no mistake: I will continue to work to reduce youth smoking no
matter what the companies do. 1 have worked on this effort for two years;
members of Congress from both parties are now joining me; and we will get
strong legislation on youth smoking whether or not the companies join us.

Will this deal drive RJR and/or other tobacco companies into bankruptcy?

No. We're not trying to put the tobacco companies out of business; we want
to put them out of the business of selling cigarettes to kids. We’ve done
some careful financial analysis of the McCain bill, and we do not believe that
it will drive companies into bankruptcy. There’s just no reason to think
that this legislation would increase the companies’ exposure to a financial
loss of the kind that would send them into bankruptcy. Stopping companies
from selling cigarettes to kids will not put them out of business.

But don’t you need industry cooperation to enact tobacco legislation?

We would like the tobacco industry to willingly join us in this effort to reduce
youth smoking. And we still believe that the tobacco industry will have
every incentive to agree to legislation in the end, so that they can end this
chapter in their history. But if they refuse to join us, we will still make
progress. We will continue our efforts to pass comprehensive legislation to
dramatically reduce youth smoking.

What is your position on protecting tobacco farmers and their communities
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as part of comprehensive tobacco legislation?

Tobacco farmers and their communities were not considered as part of the
settlement agreement reached by the Attorneys’ General. In my statement
last September, I said that protecting farmers and their communities was one
of the key five principles that must be included in any comprehensive tobacco
legislation that I would be willing to sign. I believe that the legislation
authored by Senator Ford (D-KY) as part of the McCain bill, a $2.1 billion
a year package that continues a government production control system,
meets the goal of protecting farmers and their communities.

Aren't the goals of reducing youth smoking and protecting tobacco farmers
contradictory?

No. 1don’t want the tobacco companies to go out of business, only out of the
business of selling to children. The tobacco farmers have played by the rules, and
should be protected in any legislation that passes. I believe that we can reduce
youth smoking and protect rural communities. if we all work together to urge
Congress to pass bipartisan comprehensive tobacco legislation this year.

Senator Lugar recently suggested in an op-ed that the tobacco program

should be phased out. Do you agree?

A:

I believe that any legislation has to be evaluated in terms of how well it meets the
the five principles I laid out last September --including reducing youth smoking
and protecting farmers and their communities. Advocates of a free market for
tobacco growers will need to demonstrate that it is consistent with these
principles. Many health groups have argued that simply ending the tobacco
program may actually increase the amount of tobacco that is grown, decrease the
cost of tobacco, and provide a windfall for cigarette companies. In addition,
representatives of family farms have suggested that ending the tobacco program
would have extremely negative economic effects on them and their communities.
I traveled to Kentucky, in part, to discuss the various legislative options with those
directly effected by tobacco legislation and hear their opinions first-hand

BACKGROUND QUESTIONS RE: TOBACCO FARMERS

How does the tobacco program work?

Since the 1930s, in order to grow tobacco, a farmer must have a quota. The
quota allows the farmer to grow a certain amount of tobacco for that year.
Thus, the amount of tobacco grown in the United States is controlled by law.
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In addition, the price of tobacco is set statutorily. If a private company
chooses not to purchase tobacco at or above the statutory minimum price, the
regional cooperative of tobacco farmers will purchase the tobacco and store
it, putting the tobacco back on the market when the price is more favorable.

What are the provisions for farmers are included in the McCain legislation?

Senators Ford, Frist, and Hollings, the three members of the Senate Commerce
Committee from tobacco-growing states, joined together to include a broad farmer
provision in the McCain tobacco legislation. While maintaining a production
control system for all tobacco farmers, the measure sets up somewhat different
systems for burley and flue-cured tobacco. For burley tobacco (grown mostly in
Kentucky), the package includes an optional buy-out for quota holders at $8 per
pound, and retains the quota system for those who do not take the buyout, but
provides payments to both remaining quota holders, lessees, and tenants to the
extent that base quota declines. For flue-cured tobacco, the plan provides for a
mandatory buyout of existing quota holders, and replaces the quota system with a
permit system that gives the new permits at no cost to active producers, regardless
of whether they previously owned a quota. This transferring of quotas from
inactive quota holders to actual producers is intended to make it possible for active
farmers to sell tobacco without incurring the cost of buying or renting quota.

The provision authored by Senator Ford and included in McCain’s legislation also
provides approximately $500 million for assistance to tobacco-producing
communities. The package costs $2.1 billion per year for the first ten years and
$500 million for years 11-25 for a total of $285 billion. For the most part,
tobacco farm leaders have been pleased with the proposal included in the McCain
legislation.

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

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

Which farmers will be affected by the legislation?

The tobacco settlement will have a wide-reaching impact on all segments of the
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tobacco industry, but a disproportionate effect on small and minority tobacco
quota owners and producers. Of the 338,000 individual quotas, about 66
percent are considered small farm operations. Five percent of all quotas are
owned by minorities, the majority of which are  small producers.

Why is tobacco so important to small farmers?

Tobacco is a high value crop that generates gross receipts of $4,000 to $5,000 per
acre. Profits from 1 acre of tobacco are equivalent to between 15 and 20 acres of
corn or soybeans. On small farms in Kentucky, with an average of 22 acres of
harvested cropland in 1992, tobacco is vital to the economic survival of farmers.
(source: 1992 Ag Census)

How much tobacco is grown in the United States?
In 1997, tobacco production totaled 1.7 billion pounds with a value of over $3

billion, the highest production and crop receipts since 1992. Sales of tobacco
products reached a record $50 billion in 1997.

GENERAL BACKGROUND ON TOBACCO LEGISLATION

Q: Has you endorsed the McCain bill?

A: I believe that this bill represents a dramatic step forward. It would raise the
price of cigarettes, give the FDA full authority to regulate tobacco products,
ban advertising aimed at children, and protect tobacco farmers.

But I also said we still have work to do on this legislation. Above all, we
need to put in place tough penalties that will cost the tobacco industry if it
continues to sell cigarettes to young people. We're not trying to put the
tobacco companies out of business; we want to put them out of the business
of selling cigarettes to kids. This week's progress in the Senate shows we
have real momentum in both parties to do just that. ’

Q: You’ve said we need stronger penalties on companies that continue to sell to
our children. What do you mean by that?

A: The McCain bill’s penalty provisions are deficient for two reasons. First,
the bill has a cap of $3.5 billion per year on industry-wide penalties, no
matter how much the industry misses youth targets by. Second, the McCain
bill contains no penalties on individual companies for failing to meet youth
smoking targets. Reducing youth smoking is our bottom line, and we must
make it each and every company’s bottom line,

Q: Does you have concerns about provisions of the McCain bill besides the
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I have serious concerns about this bill’s provision which would allow
individual States to “opt out” of the national smoke-free environment policy.
This provision creates a patchwork system in which states could decide to
adopt weaker laws or decide against taking any action at all, leaving people
with little or no protection from the hazards of environmental tobacco
smoke. In addition, there is no need to exempt the tobacco industry from
antitrust rules in order to reduce youth smoking. 1 strongly oppose any
exemptions that would allow price fixing agreements. Third, I believe it is
critical that tobacco legislation fund efforts to promote public health and
assist children.

What do you want the tobacco funds to be spent on?

I strongly believe that tobacco revenues should go toward protecting public
health and assisting children. My Fiscal Year 1999 budget provides for
funds for anti-smoking programs that will help us meet the goals of reducing
youth smoking rates and for a dramatic expansion of health-related research
to help us cure smoking-related disease. Finally, in recognition of the states’
role in bringing suit against tobacco companies, my budget provides for a
substantial amount of money to revert to the states. Some of this money can
be used for any purpose. Other funds must be used on state-administered
programs to assist children (specifically, for child care, Medicaid child
outreach, and class size reduction).

What is your view of the liability protections for the tobacco industry
contained in Senator McCain’s legislation?

As we have said on many occasions, I would prefer comprehensive tobacco
legislation without liability limits, but in the context of legislation that meets
all of my principles and dramatically reduces youth smoking, reasonable
limits on liability will not be a dealbreaker. Right now, I’m going to focus
on the aspects of the McCain legislation that I think fall short of what the I
have demanded: particularly, on the penalties in the bill to reduce youth
smoking. Until we get those right, we won’t address liability protections.

The tobacco industry has said that it will not agree to national tobacco
legislation that increases the price of a pack of cigarettes by $1.10 over five
years, as proposed by your budget and the McCain bill. Does that doom
your proposal?

No. We have always expected the tobacco companies to fight hard for their
economic interests, but needless to say we will not always agree, nor we think
will the US Congress. This price increase called for in my Fiscal Year 1999
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budget is necessary to meet my youth smoking targets, and I will continue to
demand it. What the companies do is up to them, but we will not back off

such necessary measures to reduce youth smoking.

Q: What are the five principles that you have said tobacco legislation must
meet?

A: I have said that I will only suppo'rt tobacco legislation that:
Raises the price of cigarettes by up to $1.10 a pack over S years and
$1.50 a pack over the next ten years, and imposes tough penalties on
companies that continue to sell to kids;

Affirms the FDA’s full authority to regulate tobacco products;

Gets companies out of the business of marketing and selling tobacco
to minors;

Promotes public health research and public health goals; and
Protects our tobacco farmers and their communities.

Qs How does the McCain bill compare to the Attorneys General proposed
settlement and the President’s proposal?

A: See chart below.

Comparison of Tobacco Proposals
April 7, 1998

Attorneys McCain President

General
Substantial Price Increase No Yes Yes
Strong Industry and No No Yes
Company Penalties
Full FDA Authority No Yes Yes
Strong Advertising and Yes Yes Yes
Access Provisions
Protections of Tobacco No Yes Yes
Farmers ‘
Comprehensive Plan to Use |Yes No* Yes
Tobacco Revenue to Protect
Public Health and Assist
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Children
Strong Environmental Yes No Yes
Tobacco Smoke Provision
Liability Protections for
Industry: ,
1. Liability Cap Yes Yes Only if bill meets
' President’s public
health principles.
2. Bar on Class Actions Yes No Only if bill meets
President’s public
health principles.
3. Bar on Punitive Yes No Only if bill meets
Damages President’s public
health principles.

Does not attempt to address most spending issues,

Is teen smoking going up or down?

On April 2, the Centers for Disease Control in Atlanta released a new study
("Tobacco Use Among High School Students --United States, 1997") which
found that cigarette smoking rates among high school students rose by nearly a
third between 1991 and 1997, from 27.5 percent to 36.4 percent, with the sharpest
increase among African American students. Cigarette smoking was highest
among white students (40 percent), rising by 28 percent from 1991 (31 percent).
While the level of cigarette smoking among African-American students was lower
than for white students, the rate increased by 80 percent between 1991 and 1997
(from 12.6 percent to 22.7 percent). Overall, the study found that nearly half of
male students and more than a third of female students used cigarettes, cigars, or
smokeless tobacco during the previous month. This 1997 data was derived from
a survey of over 16,000 students in grades 9-12.
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TEXT:
Here is the gist of what we should say in this options memo:

wWe have consulted gquietly with outside experts and advocates on both sides
of this issue. Elite and editorial opinion generally runs strongly in
favor of needle exchange. A number of respected scientists and public
health experts, including Harold Varmus and the AMA, believe the
scientific evidence is solid, as far as it goes. (It is impossible to
prove whether needle exchange programs actually reduce drug use, because
it would be unethical to run a controlled experiment that compares addicts
who have access to clean needles with addicts who don't.} Dr. Koop has a
more nuanced view. As Surgeon General, he visited a number of programs in
Europe, and concluded that 1) needle programs were a failure in
communities where they ran against the grain of the local society, but
there was no evidence that they attracted non-addicts to start a drug
habit; and 2) he doubts needle programs will be very effective here,
because most addicts are so far outside the mainstream that they will not
show up reliably, especially if they're not in drug treatment.

The AIDS community and the anti-drug community are miles apart. At a
minimum, AIDS groups want us to provide some legitimacy to needle
programs. We might be able to muster half-hearted support from HRC for
the compromise options below, but most groups will be disappointed if we
don't go along with Shalala's recommendations. (Of course, even if we do
go along, we will be back to square one with the groups a few months from
now unless we veto any attempt by Congress to overturn this action.)
Conversely, anti-drug advocates like Califano and Burke will oppose needle
exchange with the same fervor they express for drug legalization.

The options are:

1) Let Shalala certify. In taking this action, she could either put
forward an interim final regulation, which would allow federal funds to
flow to a community as soon as that community met the conditions in the
HHES regulation [EK -- you can describe these if you want, but there's no
need to], or she could issue a Notice of Proposed Rulemaking, which would
require a public comment period and would not take effect for 6 months or

so -- long enough for Congress to overturn it and/or the elections toc take
place. [You had asked whether HHS could actually require individuals in
needle programs to participate in drug treatment. They say that would be

counterproductive, because it would discourage the most at-risk addictse
from taking part.]

2) Let federal scientists declare that needle exchange programs reduce HIV
without increasing drug use, but limit federal funds to a few
demonstration cities, and ask Shalala and McCaffrey to study whether those
programs work. This approach will be harder to attack, because it does
not constitute an endorsement of needle programs -- but it may end up
pleasing no one.
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3) Let federal scientists declare that needle exchange programs reduce HIV
without increasing drug use, but withhold federal funds on the grounds
that no national consensﬁs exists, and ask Shalala and McCaffrey either to
build that consensus, or to study whether the competing goals of reducing
HIV and discouraging illegal drug use can be reconciled. This approach
will alsoc be somewhat more difficult to attack, because with no federal
funds going to needle programs, Congress can't do much to stop it. Howev
er, many in the AIDS community will regard this position as morally
bankrupt, arguing that we know these programs can slow the AIDS epidemic
but we don't have the courage to do anything about it.

EK -- You can elaborate on these if you want to. I don't actually know
Califano and Burke's position -- maybe Rahm could confirm for you. Also,
it would be worth knowing Kevin's view, Richard's view, Ron's view, Chris
or HRC's view, and dare-I-say-it, even McCaffrey's view (although that's
obviocusly the least important) on the various options. I feel a little
guilty that we're not consulting Sandy, but I don't know what to do abocut
it.

FYI -- Kevin told me he thinks the amount of money at stake is $30-90
million. I tried to get him to answer another question, whether there
were waiting lines for needle programs. He didn't know.
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SUBJECT: Higher Education Mtg. |

TO: Scott R. Palmer ( CN=Scott R. Palmer/OU=PIR/O=EQOP @ EOP [ PIR ] )
READ : UNKNOWN

TO: Barbara Chow ( CN=Barbara Chow/OU=0OMB/O=EQOP @ EOP [ OMB ] )
READ : UNKNOWN

TO: Tanya E. Martin ( CN=Tanya E. Martin/OU=OPD/O=EOP @ EOP [ OPD ] )
READ : UNKNOWN

TO: Elena Kagan { CN=Elena Kagan/QU=OPD/O=EOP @ EOP [ OPD ] )
READ : UNKNOWN

TO: Susan M. Liss ( CN=Susan M. Liss/0=0VP @ OVP [ UNKNOWN ] )
READ : UNKNOWN

TO: Peter Rundlet ( CN=Peter Rundlet/OU=WHO/O=EQCP @ EOP [ WHO ] )}
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i
TO: Robert M, Shireman ( CN=Robert M. Shireman/QU=0PD/0O=ECP @ EQOP [ OPD ] )
READ : UNKNOWN

TO: Michael Cohen ( CN=Michael Cohen/OU=0PD/O=ECP @ EQP [ OPD ] )
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TO: Karen E. Skelton ( CN=Karen E. Skelton/OU=WHQ/O=EQOP @ EOP [ WHO ] )
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TO: Maria Echaveste ( CN=Maria Echaveste/OU=WHO/O=EQP @ EOP [ WHO ] )
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CC: Laura Emmett ( CN=Laura Emmett/OU=WHO/0O=EOP @ EOP [ WHO ] )
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CC: Miriam H. Vogel ( CN=Miriam H. Vogel/OU=WHO/O=EOP @ EOP [ WHO ] )
READ : UNKNOWN

TEXT:
Sylvia Mathews will hold a Higher Education meeting in the Ward Rm. at
10:30am on Friday April 10.
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READ : UNKNOWN

TEXT:
The small Legislative Strategy group will meet today in Erskine's office
promptly at 11:30 a.m. in Erskine's office.

Once again, only the following individuals:
Legislative Strategy
Erskine Bowles

John Podesta

Sylvia Mathews

Rahm Emanuel

Doug Sosnik

Paul Begala

Larry Stein

Ron Klain

Gene Sperlin

Bruce Reed

Sandy Berger (Mara Rudman)
~ Bok Rubin

Frank Raines
Jack Lew
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April 9, 1998

MEMORANDUM FOR
FROM:
SUBJECT:

As you know, we have praised the McCain bill as a significant step forward, noting that it raises
the price of cigarettes by $1.10, assures FDA full authority to regulate tobacco, and protects

farmers and farming communities. We also believe we need several key changes to the McCain
bill to ensure it will meet our goals of reducing youth smcking and protecting the public health.

Youth Lookback Penalties

We believe that providing individual companies with a financial incentive to reduce youth
smoking will help ensure we meet our goal of reducing youth smoking by 60 percent within 10
years. Currently, the McCain bill levies an industry-wide surcharge when the targets are missed,
a cost which companies will pass onto consumers. We would recommend a company specific

- surcharge developed by our experts at Treasury and HHS, which would impose a $1000 fee for
every child by which a company misses the targets (i.e., if a company missed the target by
10,000 children, they would pay a fee of $10,000,000). A $1000 per child surcharge is twice
average company yearly profits per smoker.

Currently, the McCain bill caps industry-wide penalties at $3.5 billion. This means that the
surcharge would increase the price by $.30 per pack at most, no matter how much the industry
misses the youth smoking targets by. Because the price increase resulting from industry wide
penalties will provide additional deterrence to youth tobacco use, we believe we should lift the
cap from $3.5 to $4 to $5 billion.

We also recommend revising the McCain penalty language to ensure that both company and
industry surcharges are levied based on objective outcomes. The current language requiring the
federal government to show that companies engaged in bad behavior in addition to missing the



targets may subject these provisions to endless litigation. Automated Records Management
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Price per Pack and Spending

Price per Pack

As you know, many in the public health community argue that $1.50 per pack price increase is
needed to significantly reduce youth smoking. We do not believe, however, that we should
push for an additional increase in the annual industry payments in the McCain bill, because we
believe that Congressional scorekeepers will estimate that the yearly payments in the bill will
increase the price of cigarettes by nearly $1.50 per pack rather than the $1.10 we estimated. The
price per pack estimate would increase if the scorekeepers assume that 1) states will use the
opportunity to increase state excise taxes, further reducing the number of packs smoked and 2)
the bill will significantly increase the black market for cigarettes, resulting in fewer than expected
packs sold through the legitimate retail market. By reducing the number of expected packs sold,
both of these changes would increase the per pack price estimate because the annual industry
payment set in legislation would be spread among fewer packs, raising the price of each more.

Spending

We expect bipartisan consensus on 75-80 percent of the spending ($10 billion over 5 years
for farmers; $10 billion for cessation, counteradvertising, and other public health
programs; $10-15 billion for NIH; and $20-25 billion for states). The battle will be over
how to divide up the remaining $15 billion or so. Senate Republicans will seek money for
Medicare; House Republicans may push Rep. Archer's proposal for health care tax
deductions for small business and the self-employed; and Democrats will push for
everything from child care to school construction.

As vyou know, in our budget, we earmark 57 percent of the state funding for child care, class size,
and Medicaid outreach initiatives. As we go forward, we should argue at a minimum that a
significant portion of the state funds should be used for state programs such as child care and
education that are defined in a menu-like list in the legislation. For example, in the
Harkin-Chafee bill, half of the state funds must be spent on one of 20 listed programs, which
include child care, K-12 education, Medicaid, the Child Health Insurance Program, and Head
Start.

Antitrust Exemption

The McCain bill contains antitrust exemptions for the tobacco industry which are not necessary to
achieve the goals of the legislation and may have serious anticompetitive effects. The antitrust
exemption is not necessary to ensure that distributors and retailers don't sell tobacco products to
minors nor to allow companies to enter into agreements with the federal or state governments,



We believe we should oppose all antitrust exemptions, except for narrowly-drawn ones if
necessary to restrict advertising and marketing to children.
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As part of the public health spending noted above, we believe it is important to include
significant funding ($200 million a year) for international tobacco control efforts.  We believe
these funds should be spent on both governmental and non-governmental efforts to promote
public health and smoking prevention efforts abroad. ~ Such funds could be used to-provide .
technical assistance to public health departments in other countries and finance diplomatic,
media-related and grass-roots efforts to discourage youth smoking abroad.

The McCain bill has several international provisions which we believe should be amended to
ensure that they do not interfere with our diplomatic and trade priorities. For example, we

* support the bill's effort to prohibit U.S. government support for promotion of tobacco overseas,
but need to ensure that the language does not interfere with USTR's ability to negotiate tariff
reductions or interfere with treatment of other products. In addition, the McCain bill contains a
provision which the State Department and HHS consider problematic and unenforceable, which
would require U.S. companies to abide by the new advertising and marketing restrictions when
doing business in other countries. Instead, we recommend that we work on a multilateral basis
through the World Health Organization to encourage other countries to adopt laws like ours.

Environmental Tobacco Smoke

We have serious concerns about the McCain bill's provisions which would allow individual states
to "opt out” of the environmental tobacco smoke provisions that ensure public facilities are smoke
free. This provision creates a patchwork system in which states could decide to adopt weaker
laws or decide against taking any action at all, leaving many children with little or no protection
from the hazards of second hand smoke.

Preemption

We believe the bill's preemption provisions may go too far in preventing state and local
governments from enacting tougher anti-smoking laws if they so choose and may unfairly end
local lawsuits with the tobacco industry without including local governments as beneficiaries of
industry payments. [checking].

Constitutional Issues

We are prepared to recommend changes to the advertising, marketing, and other free
speech-related provisions to ensure they are narrowly tailored to meet the government's
compelling interest in protecting children. Provisions regulating non-commercial speech, such
as forbidding companies from lobbying Congress, are particularly problematic and should be
removed.
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In summary, we would recommend seeking these improvements:

Youth Lookback Penalties

. $1000 for every child by which companies miss the youth smoking reduction targets
. Increase the industry-wide surcharge cap from $3.5 to $4-5 billion

Price and Spending

. No change in annual payment amounts
. Consensus spending on public health efforts
. Menu including child care and education for significant portion of state spending

Antitrust Exemption

. Eliminate the antitrust exemption

International Tobacco Control

. Support funding for governmental and non-governmental organizations

. Prohibit U.S. support for promotion of tobacco overseas without limiting USTR
authority to negotiate treaties

. Work multilaterally through the World Health Organization to prevent companies {rom

marketing to children overseas, but do not impose difficult-to-enforce unilateral rules -

Envirecnmental Tobacco Smoke

. Eliminate "opt-out” provision that allow states to adopt weaker laws

Preemption

. Allow state and local governments to impose stricter anti-tobacco laws
. Permit local lawsuits to proceed

Constitutional Issues

o Recommend changes to minimize Constitutional difficulties
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CREATOR: Diana Fortuna ( CN=Diana Fortuna/OU=OPD/O=EQCP [ OPD 1 )
CREATION DATE/TIME: 9-APR-1998 11:05:35.00

SUBJECT: FICA/workfare

TO: Elena Kagan ( CN=Elena Kagan/OU=CPD/O=EOPF @ EOP [ CPD ] )
READ : UNKNOWN

TO: Cynthia A. Rice ( CN=Cynthia A. Rice/OU=0PD/O=ECP @ ECP [ OPD ] )
READ : UNKNOWN

TO: Bruce N. Reed ( CN=Bruce N. Re_ed/OU:OPD/O:EOP @ EOP [ OPD ] )
READ : UNKNOWN

CC: Laura Emmett { CN=Laura Emmett/OU=WHO/O=EQP @ EOP [ WHO ] )
READ : UNKNOWN

TEXT:

Charlie Salem of Gov. Chiles' office says Chiles isg itching to start
banging the drum again on the FICA/workfare notice issue with his fellow
Governors. He has been holding back after we quietly consulted just him
and Carper on the specifics of the notice right before the Feb. NGA
meeting. But there is an NGA executive committee meeting in DC on April
24 (where they will focus mostly on tobacco), and Charlie says it may find
its way onto the agenda by then. So perhaps that gives us a deadline in
pushing Podesta.

(By the way, Treasury says their desire to do the notice is not affected
by Rubin's chat with Sweeney. Rubin wants to be briefed on the issue, but
Scholz is certain that that briefing will just be informational and wen't
alter their position.)

Page 1 of 1
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CREATOR: Diana Fortuna { CN=Diana Fortuna/OU=OPD/O=ECP [ OPD ] )
CREATION DATE/TIME: $-APR-1998 11:27:00.00

SUBJECT: Update on prisoners and benefits

TO: Elena Kagan ( CN=Elena Kagan/OU=OPD/0=EOP @ ECP [ OPD ] )
READ : UNKNOWN

‘'TO: Bruce N. Reed ( CN=Bruce N. Reed/OU=0PD/0O=EOP @ EOP [ OPD ] )
READ : UNKNOWN

CC: Laura Emmett ( CN=Laura Emmett/OU=WHO/O=EOP @ EOP [ WHO ] )
READ : UNKNOWN

CC: Jose Cerda III ( CN=Jose Cerda III/QU=CPD/O=ECP @ EOP [ OPD ] )
READ : UNKNOWN

CC: Leanne A. Shimabukuro ( CN=Leanne A. Shimabukuro/QOU=0PD/0O=EOP @ EQP [ OPD } )
READ : UNKNOWN

CC:'Cynthia L. Rice ( CN=Cynthia A. Rice/QU=0QPD/QO=EQP @ EQP [ OPD ] )}
READ : UNKNOWN

TEXT:

We met yesterday with Rahm, Gene, Barbara Chow, and SSA on a possible
radio address on stopping fraud in benefit payments to prisoners. We
agreed that there is some potential in announcing that other agencies
(USDA, maybe VA and others) will take advantage of SSA's big new database
of prisoners to spot prisoners who are getting benefits. We will work
with OMB to survey agencies for programs where this might work. SSA notes
Shaw is doing an oversight hearing on SSI fraud this month and that there
will be a lot of heat from Congress in coming weeks on fraud, so this
would let us take the offensive a bit.
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CREATOR: Cynthia A. Rice ( CN=Cynthia A. Rice/OU=0PD/O=EOP [ OPD ] )
CREATION DATE/TIME: 9-APR-1998 11:32:55.00

SUBJECT: Conrad Priorities on McCain

TO: Laura Emmett ( CN=Laura Emmett/QU=WHO/O=EOP @ EOP [ WHO ] )
READ : UNKNOWN

TO: Elena Kagan ( CN=Elena Kagan/OU=OPD/O=EOP @ EOP [ OPD ] )
READ : UNKNOWN

TO: Cynthia Dailard ( CN=Cynthia Dailard/OU=0PD/O=ECP @ EOP { OPD ] )
READ : UNKNOWN :

TO: Bruce N. Reed ( CN=Bruce N. Reed/OU=0PD/O=ECP @ EOP [ OPD ] )
READ : UNKNOWN

Richard J. Turman
04/09/%8 10:36:31 AM

Record Type: Record
To: See the distribution list at the bottom of this message
cc:

Subject: Senate Dem e-mail on Tobacco

We received a copy of the attached e-mail, that was sent to Senate Dem
staff by Sen. Conrad's staff. It includes a current sense of their plans,
and a summary they prepared of concerns about Sen. McCain's bill. It

would be best if Sen. Conrad's staff did not know we received it -- thanks.
Subject: Preparation for Tobacco Floor Action

Author: Tom Mahr

Date: 4/8/98 5:59 PM

As most of you probably know, Senator Lott has indicated that he
intends to take up tobacco legislation on the floor in late May. We
are starting to gear up for Senate floor action and wanted to make
sure we touched base with other offices that might want to be
involved.

Our analysis is that, while it is good that a tobacco bill will be
taken up on the floor, the McCain bkill falls very short cf meeting the
public health goals that I think all of our bosses share. Attached is
a preliminary critique that explains why the McCain bill is not a
good, strong tcbacco bill that will succeed in protection kids from
tobacco.

We have talked with public health groups to identify priority areas
where the bill needs to be significantly strengthened, and we are

Page 1 of 6
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starting to reach out to Republican offices to try to set up
bipartisan working groups to help us develop amendments that would win

a majority on the floor and make the bill acceptable in these areas.

Here are the areas that we intend to concentrate on:

1) $1.50 price increase within no more than three years
2) strong, company-specific loock-back penalties
3) full, dedicated funding for tobacco control programs

4) no special liability protections for the tobacco industry

5) Strong second-hand smoke provisions

6) No pre-emption of stronger State or local tobacco control measures

7) No anti-trust protection for the tobacco industry

8) Full disclosure of all relevant tobacco industry documents.

We think it makes sense to make sure that people who have an interest

Page 2 of 6

in these issues work together rather than working at cross-purposes or
developing competing approaches, none of which then can generate a

majority on the floor. If your Senator is interested in working on

any of the above. issues, could you please let me know. Then we'll

make sure that everyone with an interest is included in any working

group that develops on the issue.

Also, if you have contacts with Republican offices and know of

Republican Senators who may be interested in taking an active role on

any of these issues, that would be very helpful information as we move

forward. Please let me know.

Message Sent
To:

Joshua Gotbaum/OMB/EQP
Melany Nakagiri/OMB/EOP

Wm G. White/OMB/EOP

Marc Garufi/OMB/EOP

Jim R. Esquea/OMB/EOP
Barry T. Clendenin/OMB/EQP
Frank J. Seidl III/OMB/EOP
Mark E. Miller/OMB/EOP
Jill M. Blickstein/OMB/EOP
Jill M. pPizzuto/OMB/EOP
Cynthia A. Rice/OPD/EOP
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O<DL!TS$&) \+-00d24XTO2DXX#2D2DM#2D2DPreliminaryAnalysisoftheCommerceCommitteeBil

1 QOD#XX2D##XXXX " #XXXXTheCommerceCommitteebill, althoughitimprovesuponthedefic
entJune20thproposal, falls p shortonkeypublichealthrequirementswhilegivingtheto
accoindustryunprecedentedlegalliabilityprotection. Itdoesnotincludeasufficientpr
iceincreaseorlook-backpenalties.TheFDAtitle,whilepassable, leavesFDAregulationun
necessarilyopentolegalchallenge.Theretailercomplianceprovisionsareweak.Thedocum
entprovisionsarecumbersome . Anunnecessaryanti-trustexemptioncreatesanopportunity
fortheindustrytodramaticallyincreaseitsprofits.AndStatesandlocalitiesremainlimi
tedintheirabilitytoenacttoughertobaccocontrollaws.OPricelncreaseisInadequate @
OPublichealthexpertsandeconomistsagreethatahealthypriceincreaseisthesinglemoste
ffective 00O waytosignificantlyreduceyouthsmokingrates.Theyhaveconcludedthati
akesapriceincreaseofatleast$l.50perpacktogetwithinrangecftheyouthsmokingreducti
ontargetssetoutinthelegislation.TheMcCainbillprovidesapriceincreaseofonly$l.10p
erpackinthefifthyearandthereafter.Thismeansthat, eachyear,morethanls0, 000ycuthsw
illstartsmokingwhowouldnothavestartedifthepricehadbeenincreasedthefull$l.S0perp
ack.Morethan50, C00ofthesechildrenwhostartsmokingeachyearbecauseoftheinadequatep
riceincreasewilleventuallydieprematurelyofatobacco-relateddisease--oraboutthesa
menumberofAmericansasdiedduringtheentireVietnamWar.Althoughthetobaccoindustryan
dothershaveassertedthata$l.l0Orealpriceincreaseatthemanufacturerlevelwillsomehow
turnintoa$l.50realpriceincreaseatretail, theTreasuryDepartment, FederalTradeCommi
ssionandthevastmajorityofeconomistsandindustryanalystsagreethattherewillbenosig
nificantmark-up.Infact, someanalystspredictthatmanufacturerswouldrespondtoaprice
increasecf$l.10bysqueezingretaileranddistributormarging. Similarly, althoughtheto
baccoindustrytriestoraisethespecterofablackmarket, TreasuryandBATFsaythereisnomo
resignificantlikelihoodofablackmarketwitha$l.50priceincreasethanwitha$l.l0price
increase.0Look-backProvisionsareWeakandIneffective 5! DEffectivelook-backpenalt
iescanchangethecurrentincentivesthatdrivetobaccomanufacturersto % " markettochi
ldren.Currently, manufacturersknowthatchildrenaretheonlyavailablesourceof replac
ementsmokerstotaketheplaceofthe2millionAmericansmokerswhoquitordieeachyear.Ifso
meonedoesntstartsmokingasachild, heorsheisextremelyunlikelytostartsmokingasanadu

1t .Moreover, tobaccomanufacturersknowthatsmokersareveryloyaltothefirstregularbra
ndsmoked.Takentogether, thesefactsmeanthattobaccomanufacturerswouldnotbeservingt
heirshareholdersinterestsiftheydidntmarkettochildrenbecausetheywouldbegivingupt
heirfuturemarket.Stronglook-backpenaltiesturnthisincentivestructureupsgside-down.
Theycreate

anaffirmativemarketincentivefortobaccomanufacturerstoputtogocodusetheknowledgeth
ey -P(* haveaccumulatedabouthowtogetchildrentostartsmeokingandinsteadgetchildren
nottousetobaccoproducts.

Unfortunately, theMcCainlook-backswillnotdothis.First, theydonotimposethepenaltie
sonacompanyspecificbasis.Imposingthemindustrywidecreatesaperversedisincentivefo
rcompaniestoreduceyouthsmokingoftheirbrandsbecausetheywillstillbepenalizedifthe
restoftheindustrybuildsfuturemarketsharebycontinuingtoselltochildren.Second, the
penaltiesaretoosmall.Theyamounttoonlyl/3oflcentperpackforthefirstfivepercentage
pointsbywhichthetargetsaremissed, 2/3centforthenextfivepercentagepoints, andlcent
forthenextlOpercentagepoints.Theyarecappedat$3.6billion, orl5centsperpack.Thissm
allpenaltycaneasilybeabscorbedbythecompaniescrpassedalongtoconsumers, andisnotsuf
ficienttochangecompaniesbehavior.Finally, themethodologyusedincalculatingthelook
-backsisskewedtounder-reportyouthsmokingrates.OFDAAuthorityOpensFDAtoUnnecessar
yLegalChallenges

OTheChairmansmarkattemptstotransferauthorityovertobaccoprod
uctsfromthedrug/device ChapterofFDAlawintcanewChapter. Thiscouldprovetobeafulle
mploymentactfortobaccoindustrylawyers.Itwillcreatenewopeningsforthetobaccoindus
trytochallengetheFDArulebecauseitwaspromulgatedunderthedrug/deviceauthority.and
itwillcreateadditionalopportunitiestochallengeanyregulationsnecessarytoimplemen
tthenewChapter, becauseitwillnothavethebenefitofdecadescfagencypractice, caselaw,
interpretations, cranyotherhistorytowhichtheCourtsgenerallygivegreatdeference.Th
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ereisnoreasontorunthisrisk; tobaccoproductsshouldberegulatedasdrugsanddevices.OT
obaccoControlPrograms 0 OThemarkincludesauthorizationforavarietyoftobaccocontro
lprograms.AlthoughSenator p McCainrepeatedlysaidthatheintendedtofundtheseprog
amsfromtobaccorevenuesandnotleavethemsubjecttoannualappropriations, thatisnotref
lectedinthecurrentdraft.Fullyfundingtheseprogramsiscriticaltothesuccessoftobacc
olegislaticon.OYouthAccessRestrictionsNotToughEnough OResearchshowsthatunless
‘theretailercomplianceratereachesatleast90%, childrenwillcontinue ! tohaveeasyacc
esstotobaccopreducts. Itsjusttooeasyforchildrentogototheretailersthatareknowntos
elltominors.Acompliancerateof95%isnecessarytoproducesignificantreductionsinyout
haccesstotobaccoproducts. TheMcCainmarkonlyprovidesfor75%complianceinyear5s, 85%co
mplianceinyear7,and90%complianceinyearl0.Thesecompliancetargetsarenottoughenoug
htoserveasaneffectivecomplementtotheotherprovisionsinthebill.Infact, theyincreas
ethelikelihoodthattheyouthsmokingreductiontargetswillnotbereachedandputanincrea
sedburdenonmanufacturers.Thesetargets, andthepenaltiesformissingthetargets, shoul -
dbestrengthenedtoensurethatretailersandtheStatesdotheirpartinreducingyouthtobac
couse.OEnvironmentalTobaccoSmokeProtectionsareWeak +p&) DRecentstudiesconfirmt
hatETScausessignificantandlastinghealthdamage.YettheMcCainkill T'* failstoseta
ninimumFederalfloortoprotectagainstETSexpogure.ItallowsStatestoopt-cutofthesemi
nimumgtandards.Inaddition, itexemptsallnon-fastfoodrestaurantsfromtheprovisions
-@), andprovidesnospecialprotectionsforfacilities--suchasschoolsordaycarecenter
s--wherechildrenaremostlikelytobeexposedtoETS.Finally, thenon-pre-emptionlanguag
efailstooverrideinconsistentprovisionsofOSHAlaw, andwouldthereforeprohibitmanySt
atesfromenactingtougherETSlaws.JAnti-TrustExemptionCouldVastlyIncreaseIndustryP
rofits OAlthoughtheprovisionisdescribedasalimitedanti-trustexemption, itspr
isionswouldappear P
toallowcompaniestocolludeandfixpricestocomplywiththeAct.Infact, whencoupledwith
thepass-throughrequirementandpenaltiesforfailingtopassthroughthepriceincreases,
theMcCainmarkappeadarstocreateanincentiveforcompaniestoconspiretoincreasepricesab
ovetheamountnecessgsarytoachievethepriceincreasessetoutinthemark.AstheFederalTrad
eCommissionanalysiscftheproposedsettlementconcludedlastyear, thiswouldallowtheco
mpaniestoearnmonopolyprofitsfarinexcessofthosetheycurrentlyearn. TheFTChastestit
iedthattheanti-trustexemptionisunnecessaryanddangerous. Itshouldbedropped.OState
andLocalPre-emptionFailstoAllowStatestoAct OAlthoughtheMcCainmarkpurportsnotto
pre-emptstrongerregulationattheStateorlocallevel, thisnon-preemptionisinfactg
itelimited.ItfailstooverrideexistingpreemptivelanguageinFederalstatutes, suchast
heFederalCigarettelabelingAhct.ODocumentDisclosurelsCumbersome p OThetobaccoindu
stryhashiddenbehindmisuseoftheattorney-clientprivilegeforyears.TheCourt ~ inMin
nesotahasruledthattheindustryhasabusedthisprivilegetoshieldthousandscfdocuments
,andhasorderedthemreleasedtotheStateofMinnesotainitstrial.Particularlygiventhat
theMcCainbillgivestheindustrypartiallegalimmunity, thepublichasarighttoknowwhatt
heindustryhasknownanddoneaboutthehealtheffectsoftobaccoproducts, theaddictivenes
sofnicotine, andmarketingaimedatchildren.TheMcCainbill, though, setsupacumbersomep
rocesswherebydocumentsforwhichtheindustryclaimsattorney-clientprivilege--includ
ingthosethathavebeenorderedproducedinMinnesota- - couldcontinuetobeshieldedforyea
rs.Thebillalsogivesextraordinarydeferencetoindustryclaimsoftradesecretprotectio
n,givingtheindustryyetanotherdefenseagainsttheproductionofdocumentsthatcouldrev
ealcriticalpublichealthinformation.OInternationalandAnti-Smugglingd #! TheMcCai
nmarkprovidedstronginternationalprovisionstoprotectchildrenoverseasfromthedange
roftobaccoproducts.Italsoincludesanti-smugglingprovisionsthatwillhelppreventthe
developmentofablackmarketfortobaccoproductsinthiscountry.Theseprovisionsareoppo
sedbySenatorsFordandHollings.AttheendoftheCommitteemark-up, agreementwasreachedt
hatSenatorsHollings, FordandWydenwouldtrytoreachagreementonthislanguage.Itisnotc
learwhatwillhappenifnoagreementisreached, buttheymaybedroppedfromthebill.OLiabil
ityLimitsGiveIndustryUnprecedentedProtection +p&) OThefullSenatevotedoverwhelm
ingly (79-19)onthebudgetresolutionforanamendment , ~'*

expressingthesenseoftheSenatethattobaccolegislationshouldnotprovideimmunitytoth
e . -P(+ tobaccoindustry,yettheMcCainbillprovidesunprecedentedlegalprotectiontot
etobaccoindustry.
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Thetcbaccoindustry,ofallindustries, doesnotdeservethisspecial, privilegedprotecti
on.IthasmigledtheAmericanpublicandtheCongressaboutthehealtheffectsoftobaccouse,
theaddictivenessofnicotineanditsmanipulationcfnicotinetomakeitmoreaddictive,and
itseffortstomarketitsproductstochildren. Itissupremelyironicthattheproposallimit
svictimsrightsforrecovery--andasksthemtopayfortheprivilegethroughhigherpriceson
tobaccoproducts.OCaps
P OLiabilitycapswillinevitablydelayordenyjusticetovict
imsofthetobaccoindustry.Bylimiting b
therecoveryforthosewhodiefromtobacco-relateddiseasestoanaverageofjust$le, 250pe
rdeath,a$6.5hillioncapseverelydiscountsthevalueofhumanlife.Moreover, itplaysinto
theindustrysstrategyofprotractedlegalbattlesthatbecometocexpengiveforplaintiffs
topursue.Inaddition, the$6.5billicncapamountstopenniesonthedollarcomparedtothepo
tentialliabilityofthetobaccoindustry.TheTreasuryDepartmentrecentlyestimatedthat
tobaccocostsoursociety$l130billioneachyear.Thepotentialliabilityexposureofthetob
accoindustryfordamagesbasedonpastactionsofthecompaniescouldeasilyexceedS$2trilli
ondollars, excludingpunitivedamageclaims.At$6.5billionperyear, itwouldtake300year
sforthetobaccoindustrytopaythesedamagesinfull.Thesecapswillprovideahugefinancia
lwindfalltothetobaccocompanies.WallStreetanalystsreportthattobaccostockpricesin
cludea litigationdiscountthatreducestheirvalue.Providingcertaintybyimposingcaps
willreducethisdiscount, providingawindfalltocompanyexecutivesandshareholders. Tha
tis, ratherthanputtingtheindustrysextensiveassetstoworkforitsvictims,itincreases
theindustrysassetshyprotectingthemfromthevictims.Finally,administeringthecapsfa
irlyandrationallywouldbeextremelydifficult.Whowoulddecidewhichjudgmentorsettlem
entawardsgetpricrityandwhichonesaredelayed?00therIssues ! OInadditiontotheprobl
emscreatedbythecaps, theMcCainproposalcontainsseveralothertroubling "  features.
First, itbarsalladdictionanddependenceclaims.Althoughtheintentofthisprovisionisn
otclear (particularlywhenviewedinconjunctionwiththe generalcausationassumptionth
atstipulatesthatnicotineisaddictive), itwouldappeartoblockanyargumentorevidenceb
asedonaddiction.Thishasveryimportantimplications.Itrulesouttheonlypossibleargum
entthatcanbeusedtocountertheindustrys assumptionofriskargument. (Theindustryargu
esthatbecausesmokersshouldhaveknownofthedangerbutcontinuedtousetheproduct, theya
ssumedtherespensibilityforanythingthathappenedandtheindustrycannotbeheldliable;
theonlycountertothisargumentisthatthesmokerwasnotabletoexerciseanychoicebecause
heorshewasaddicted.Itisnotclearhowthe generalcausationassumptionwouldaffectthea
ssumptionofriskargument.Certainly, theindustrywouldappeartobeabletousetheassumpt
ionofriskargumentsolongasitcanrebutspecificclaimsofaddiction.Ifanindividualcann
otmakeaclaimofaddiction, itwouldbehardtocountertheindustrysclaimthataddictionwas
notpresentinaspecific,individualcase.) -@), Thiswouldappeartogivetheindustryavi
rtuallyinvincibledefenseagainstallindividualcasesorclassactions.Second, theMcCai
nproposalbarstheusecfanyevidencerelatingtothedevelopmentofreducedriskproductsaf
terthedatecofenactment.Iftheindustrycouldhaveproducedareducedriskproductbutchose
notto,thisisaverymaterialfactinprovingthattheindustrywasrecklessornegligentinde
gsigningadefectiveproduct.Eventhoughthisappliesonlytofuturedevelopmentefforts, th
everyfactthattheindustrycouldeasilydevelopareducedriskproductwouldberelevanttoa
jurysdecisiononacompanyspastbehavior--particularlyifthediscoveryweretouncoverre
ferencestoprevicusresearchonsimilareffortsthatwereabandonedas infeasibleor unpr
omising.Barringthisevidenceaddsyetanotherlayertotheindustrysarmor.Third, theMcCa
inproposalappearstolimitpunitivedamagesforfutureconductbytheindustry,givingitas
afeharborifitcomplieswiththetermsoftheMcCainbill. Thissafeharborwouldappeartoapp
lyevenincasescfmisconductthatwasnotanticipatedbytheMcCainbill.Fourth, theCommerc
eCommitteebillappearstoallowdomestictobaccocompaniestosevertheiraffiliationwith
domesticnon-tobaccocorporateparentsandsiblingsandinternationaltobaccooperations
.Thiswouldallowthetobaccoindustrytoshieldtensofbillionsofdollarsinassetsfromvic
tims.Finally,althoughsomeassertthatcapsarenecessary, noneoftheargumentsputforwar
dinsupportofthisassertionwithstandcarefulscrutiny.First, somearguethatthecompani
eswillgobankruptifwedonotcaptheirliability, andthenvictimswillbeleftwithnothing.
Thisisjustnottrue.Theindustryhassuchsubstantialassets, thatbankruptcyisanextreme
lyunlikelyprospect.Evenifanindividualcompanyweretogobankrupt, however, thisdoesno
tmeanthat victimsgetnothing.Underbankruptcy, thecompanysassetswouldbeorganizedfo
rthebenefitofvictims;underacap, asnotedabove, thecompanysassetsareenrichedattheex
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pensecfvictims.Second, somearguethattherewillbea rushtotheCourthouseifwedonotimp
osecaps.Infact, capsmaydiscouragelawsuits, becausethelimitonrecoverywouldmakethee
xpenseoflitigatingagainstthetobaccoindustryapoorinvestment.Third, somearguethatw
eneedtogivetheindustrythisliabilityprotectioninordertoobtainitscooperationonady
ertisingrestrictions.However, theindustryhasmadeclearthatitwillopposetheCommerce
Committeebillandwillnotcooperate, sowemaybebuyingnothingwiththesecaps.Mostlikely
,theindustryisbluffing;webelievethattheindustrywouldsignconsentdecreesforthefar
morelimitedpurposeandprotectionofresolvingjustgovernmentalclaims. Inanycase,even
iftheindustrysignsconsentdecrees, thereisnoguaranteethattheseconsentdecreeswillb
eConstitutionalorenforceable.Ifnot, theCongresswillhavegiventheindustryanextraor
dinarybenefitandgainednothinginreturn.ThisisnotagambletheCongressshouldtake.OMi
tigatingFactors 0*%( OTheMcCainpropoesalincludesa generalcausationpresumptiontha
tnicotineisaddictiveandthat +p&) certaindiseasesarecausedbytobacco.Thisisanimp
ortantmoveinthedirectionofprovidingbalancetotheproposal . However, itdoesnotoffset
theeffectofthecapsonliabilityorotherspeciallegalprotectionsprovidedtotheindustr
V. #XXXXf================== END ATTACHMENT l ==================
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The McCain bill ends local lawsuits with the tobacco industry without
including local governments as beneficiaries of industry payments. In
addition, the bill does not repeal current law which prohibits state and
local governments from enacting tougher advertising restrictions. However
the bill allows gtate and locals to enact tougher access restrictions.
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Talking Points for Vice President Al Gore
Federal Welfare-to-Work Hiring Program
Thursday, April 9, 1998

I’'m pleased to be here today to make an important announcement about our
progress in hiring people off welfare and into available jobs in the government -- to

do our share to replace welfare checks with paychecks.
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Before President Clinton and I took office, only two years out of the previous
sixty saw the welfare caseload drop more than a quarter million. Now we are

about to have our third straight annual decline of more than one million, for a total

drop of 4.3 million since January of 1993. This performance is so far out ahead of

any previous administration’s that if it were a footrace, no one would have the time

to wait and see who finished second.
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Our philosophy dn welfare reform is simple: most people on welfare want to
be productive members of society, but they have been locked in a system with all
the wrong incentives. We’ve changed all that. By working with the states, and
by passing a national welfare reform law, we have made welfare a second chance,

not a way of life. But that means we must do everything we can to make sure

welfare recipients can find work.
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That’s why -President’Clinton-and I have launched a comprehensive initiative
to help welfare recipients find and keep good jobs. Our plan includes welfare to

work grants, housing vouchers, transportation grants, and mentoring programs.

4

We’re offering states a big bonus for moving more people into work.  But most

importantly, we have helped mobilize the business community to hire welfare
recipients through our Welfare-to-Work Partnership, which now boasts 3,000

employers.
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As part of that initiative, the President asked me -- one year ago -- to spearhead an
effort to hire at least 10,000 welfare recipients into available jobs in the

government by the year 2000.

I am delighted to announce today that federal agencies -- in the past year --

have hired more than 3.600 former welfare recipients.
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In other words, we are less than one-third of the way toward our deadline. and

more than one-third of the way toward our goal.

We owe thanks to our agency heads, and to the federal employees involved in

recruiting, mentoring and training. But we especially owe our thanks to the

former welfare recipients themselves.
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Everyone knows the zeal of a new convert -- whether it’s someone who just found
the joy of personal renewal through physical exercise, or a healthy new diet, or
giving up tobacco. The employers who have hired welfare reéipients have found
that this same spirit of self-renewal animates people who te-discover the virtue and
satisfaction of a hard day’s work. Their enthusiasm is infectious, and they can
often boost the morale of the entire office just by their willingness to work and

their eagerness to learn.
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That’s a big reason why business members of our Welfare-to-Work
Partnership have been making commitments to hire welfare recipients:  they are
productive, they have low turnover, and they come with tax incentives. The fact

is, hiring welfare recipients is not an act of charity; it is an act of economic

self-interest.
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And now our business partners are sharing that message. In a meeting with
the Welfare-to-Work Partnership late last year, I learned from Gerry Greenwald
that United Air Lines and a lot of the other partners have had great success

encouraging their contractors and suppliers to hire former welfare recipients.
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Our efforts in Reinventing Government have taught me never to overlook a
good 1dea from the private sector, and so I passed this idea on to our agencies.
They have pursued innovative approaches to encourage federal contractors and
suppliers to hire welfare recipients, and based on the early results of their efforts, I

am convinced it i1s something we should do all across the government.
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Therefore, I am asking every federal agency to encourage their contractors

and suppliers to join us in a voluntary effort to recruit. mentor, and train welfare

recipients, and help us accelerate our efforts to move people from welfare to work.

Together, we can make responsibility a way of life, all across America.
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Now, I’d like to begin a brief discussion with our panel to hear about the

successes of private businesses and federal agencies in putting welfare recipients to

work ...

Question for Janice Lachance, Director of OPM

Janice, what are the basics of making the welfare to work program succeed in

OPM?
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Question for Alexis Herman, Secretary of Labor

Alexis, I know job retention is key in the success of moving people from welfare to

work. Based on what you heard on your tour, and what you're doing in your own

agency, what retention strategies do you recommend?
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Question for Mort Downey, Deputy Secretary of Transportation

Mort, what are the transportation challenges faced by those moving from

welfare to work - and what can we do to address them?
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Question for Jim Sines, Vice President, United Airlines
Jim, United Airlines has already done what I'm asking federal agencies to do -

you've urged your contractors to get involved in welfare-to-work. Tell us how

you did it, and how it's working?

Question for Lillie Bedney, currently OPM employee

Lillie; now that you're such a success at OPM, what are your plans for the future?
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Auttraiad Records Management System
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