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Erskine, Lany, and we held a series of meetings today in an attempt to reach agreement 
with Sen. McCain on a manager's amendment to his tobacco bill. Although we have not yet 
nailed down a deal with McCain, our discussions with him were very fruitful. In later 
discussions, Sen. Daschle indicated real enthusiasm for the deal that we believe we can make. 
As explained further below, however, Sen. Conrad expressed severe disappointment on several 
issues. 

The key features of the manager's amendment under discussion are as follows: 

1. Price As you know, the McCain bill imposes payments of about $65 billion over the 
next five years. OMB ha:; calculated that these payments, when passed on to price, will increase 
the price of a pack of cigarettes by $1.10. We expect, however, that CBO will say tomorrow that 
if the McCain bill becomes law, the price of a pack of cigarettes will rise by over $2 in the next :.' 

~ 
five years. A large part of this price differential reflects disparate assumptions about how much 
the volwne of cigarettes sold will decline in this period. (The more consumption declines, the 
larger the per-pack price increase nece&';ary to make the annual industry payments.) 

To combat the new CBO figures, which will tend to support the indUStry's recent 
arguments. we would agree in the manager's amendment to incorporate an explicit "volume 
adjustment" in the first five yem of the McCain bill. (There is already an explicit volume 
adjustment after year six; prior to this point, OMS's estimates about volume reduction were 
laken into account in setting the annual payments, but there is no correction mechanism if OMB 
is wrong.) This volume adjustment would ensure that the price increase attributable to the annual 
industry payments would not exceed $1. tOper pack, no matter how much volume declines. . 
(CBO assumptions regarding additional factors, such as wholesale and retail mark~ups and state 
excise tax increases. should bring the total price increase to about is 1.50 in five years.) The 
downside of this approach is that ifCBO is right about how steeply consumption will fall, a. 
volume adjustment will bring down the total revenue generated by the bill - OMB estimates by 
between $5 and $10 billion in the firSt five years. 

Sen. Conrad is worried that if we go this route. we win wind up with far less revenue than 
is necessary to fund what people expect from a tobacco hill. It is unclear. however, what Sen. 
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Conrad would do to respond to the forthcoming CBO estimates. He seems to want to insist on 
an $1.50 per pack excise tax, but CBO would score that as above 52 as well, rendering this 
approach utterly impractical. 

2 

2. LookbackS As you recall. the McCain bill has industry-wide lookback penalties 
capped at approximately 53.S billion per yest, with no company-specific penalties at all. We 
have gotten McCain and Hollings to agree to raise the cap on industry-wide penalties to $4 
billion. We have also gotten them to add a company-specific penalty wholly outside the cap of 
$1000 per child for every child by which the company misses its you.th smoking targets. This 
figure represents ~ the lifetime profits that a company earns from any youth smoker. Finany, 
we have gotten McCain and Hollings to agn:e to strengthen the provision linking B 20 percent 
miss to the 108s of liability protection. Under the cummt provision, when a company misses by 
more than 20 percent, the government must show that a company committed affirmative 
misconduct in order to trigger the loss of liability provisions, Under the new provision, when a 
company misses by this amount, the tobacco company will have to show both that it did not 
engage in affirmative misconduct. that it used best efforts to reduce youth smoking in order to 
escape the loss ofliability protections. 

Sen. Daschle was sllpportive ofthis agreement, but Sen. Conrad thought the provision on 
company-specific lookbacks is weak. His own proposal would impose far more onerous 
company-specific penalties, perhaps as much as ten or twenty times higher. We believe penalties 
ofthis magnitude would ensure that the companies never return to the bargaining table; we also 
could not possibly convince McCain and Hollings to accept company-specific penalties of this 
magnitude. 

3 Ljabiljty. As you recall, the McCain bill provides for an annual liability cap of $6.5 
billion. while avoiding the question of whether this money comes from the annual industry 
payments or from other industry assets. McCain has now agreed to push the liability cap to $8 
billion, the exact amount of the Harkin-Chafee liability cap. (As you recall, you said you would 
sign Hstkin-Cbafee.) We have tentatively agreed that (I) half of the upfronr payment that the 
industry makes will go to pay legal judgments and (2) when that amount is depleted, half the 
amount of judgments will come from the annuill payments and half from other assets ofthe liable 
company(ies). 

Another, perhaps even more tricky set of issues has arisen around other liability 
provisions in McCain. First, the legislation provides that suits for tClbacco related disease can be 
brought only against a tobacco product manufacturer. and not against a wide variety of other 
parties. including their parents and affiliates; officers. directors. employees. agents. or attorneys; 
importers. distributors. wholesalers. and retailers; suppliers of component or constituent parts; 
growers; and insurers. We have succeeded in removing this liability protection for parents and 
affiliates. We do not think. anyone eares about removing protection for growers. suppliers, or 
panies down the distribution ehain. Conrad. however. has objected strongly to giving liability 
protection to attorneys, and we are trying to remove this provision. We may also try to remove 
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Second, the McCain bill settles the Castano lawsuits, which are lawsuits brought on 
behalf of addicted (but not ill) persons for cessation services. We have succeeded in ensuring 
that the language in the bill does not at all affect the ability of plaintiffs claiming inj ury from 
disease to use evidence of addiction in their lawsuit. (Evidence of addiction generally would 
come in to the!i,e suits in response to the industry's charge that the plaintiff chose to smoke and 
thus assumed the risk of injury.) As cwrently written. however, the bill QQ.ej bar all future chums 
based solely on addiction. The rationale for this provision is that the legislation itself provides 
funds for cessation services -- the exact remedy that addicted (but not ill) persons seek. Conrad. 
however, wants to continue to allow these claims in the future. We do not believe this result can 
be accomplisbed while settling the Castano lawsuits, which many Senators would like to do. 

Third, the McCain bill provides that no evidence relating to reduced-risk tobac:eo 
products is admissible in suits aUeging harm from tobacco-related disease. The rationale for this 
provision, which is very similar to one of the federal rules of evidence, is to assure manufacturers 
that their development of safer products will not come back to haunt them in a legal proceeding. 
We have succeeded in narrowing this provision somewhat (so that such evidence, although not 
admissible at trial, will be discoverable), but apparently not enough for Conrad. We intend to 
take another run at this provision tomorrow, not because we think Conrad is right., but because 
we think the liability cap will be easier to maintain if we remove as many objections to other 
liability protections as possible. 

4 Second.HNld Smoke As you recall. the current McCain bill has a strong 
envirorunental tobacco smoke (ETS) provision. but gives states the opportunity to opt out of it 
entirely. We have tentatively agreed to maintain the opportunity for an opt-ou.t, hut only if the 
state is able to demonstrate to OSHA that it has an ETS standard at least as protective of public 
health as the federal standard. This compromise, ifit holds up, should get us all we need on this 
issue. 

S. International We think that Sens. McCain, Hollings, and Wyden have agreed to 
eliminate many of the international provisions in the current McCain bill. (Wyden was their 
original sponsor.) Under this agreement, the manager's amendment would eliminate the 2 cents 
per pack export fee, eliminate extraterritorial restrictions on advertising and marketing, and 

,~eliminate restrictions on tobacco products in duty-free stores and on military bases. The 
'V \ProVisions would continue to fund international tobacco control efforts and would establish a 

mechanism for multi-lateral negotiations on tobacco marketing and advertising. 

(i. Spendjn~ We have yet to have a full disl;U5sion of spending with McCain, but we 

~ 
believe we can convince him to divide money among (I) the states, (2) public health money 
(cessation, prevention, counteradvertising, etc.), (3) health research, and (4) farmers. We doubt 
we can convince McCain to earmark any ofthe state money to the specific programs we ' 
proposed in OUT budget -- child care and class size reduction. We think, however, that he will 
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agree that states must use a portion of their money (representing the federal government's share 
of Medicaid recoveries) on programs appearing on a specified menu. We are currently 
developing an agreed-upon menu with the NGA; we hope it will include between 8 and 12 health 
and childrcn,'s programs, includin~ child care and class size reduction. 

: ~.. 7 Bureaucracies. As you know, the industry and other opponents of the McCain 
legislation have accused it of setting up 17 new federal "bureaucracies." (Charts pwporting to 

: , illustrate the legislation -- similar to those used in the health care debate -- are appearing all . 
; . lover.) We succeeded today in eliminating all of these 17 supposed bureaucracies, leaving a 

stripped-down, much simpler bill. . 

8 Farmers. We agreed to give Sen. Hollings help in ensuring passage ofthe LEAF Act. 
Hollings is worried that he will lose a vote on the floor to substitute Sen. Lugar's farming pllll1 
for his own. As you know, Lugar's plan would buyout all tobacco farmers and then end the 
tobacco price support system: Hollings's plan would compensate tobacco farmers for any loss 
uffered as a result of legislation (through buyouts and/or subsidies), while keeping the price 

support system in place. 

Please let us know if you have any thoughts on, or objections to, what we are doing in 
ese negotiations. 
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Tobacco Negotiations Status Report 

Erskine, Larry, and we held a series ofmeetings today in an attempt to reach agreement 
with Sen. McCain on a manager's amendment to his tobacco bill. Although we have not yet 
nailed down a deal with McCain, our discussions with him were very fruitful. In later 
discussions, Sen. Daschle indicated real enthusiasm for the deal that we believe we can make. 
As explained further below, however, Sen. Conrad expressed severe disappointment on several 
issues. 

The key features ofthe manager's amendment under discussion are as follows: 

1 Price. As you know, the McCain bill imposes payments of about $65 billion over the 
next five years. OMB has calculated that these payments, when passed on to price, will increase 
the price of a pack of cigarettes by $1.10. We expect, however, that CBO will say tomorrow that 
if the McCain bill becomes law, the price of a pack of cigarettes will rise by over $2 in the next 

~
" five ye;rn;. A large part of this price differential reflects disparate assumptions about how much " 

the volume of cigarettes sold will decline in this period. (The more consumption declines, the 
larger the per-pack price increase necessary to make the annual industry payments.) 

To combat the new CBO figures, which will tend to support the industry's recent 
arguments, we would agree in the manager's amendment to incorporate an explicit "volume 
adjustment" in the first five years ofthe McCain bill. (There is already an explicit volume 
adjustment after year six; prior to this point, OMB'sestimates about volume reduction were 
taken into account in setting the annual payments, but there is no correction mechanism if OMB 
is wrong.) This volume adjustment would ensure that the price increase attributable to the annual 
industry payments would not exceed $1.10 per pack, no matter how much volume declines. 
(CBO assumptions regarding additional factors, such as wholesale and retail mark~ups and state 
excise tax increases. should bring the total price increase to about $1.50 in five years.) The 
downside of this approach is that if CBO is right about how steeply consumption will fall, a 
volume adjustment will bring down the total revenue generated by the bill -- OMB estimates by 
between $5 and $10 billion in the first five years. 

Sen. Conrad is worried that if we go this route, we will wind up with far less revenue than 
is necessary to fund what people expect from a tobacco bill. It is unclear, however, what Sen. 
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Conrad would do to respond to the forthcoming CBO estimates. He seems to want to insist on 
an $1.50 per pack excise tax, but CBO would score that as above $2 as well, rendering this 
approach utterly impractical. . 

2 

2, Lookbacks, As you recall, the McCain bill has industry-wide lookback penalties 
capped at approximately $3.5 billion per year, with no company-specific penalties at all. We 
have gotten McCarn and Hollings to agree to raise the cap on industry-wide penalties to $4 
billion. We have also gotten them to add a company-specific penalty wholly outside the cap of 
$1000 per child for every child by which the company misses its youth smoking targets. This 
figure represents ~ the lifetime profits that a company earns from any youth smoker. Finally, 
we have gotten McCain and Hollings to agree to strengthen the provision linking a 20 percent 
miss to the loss of liability protection. Under the current provision, when a company misses by 
more than 20 percent, the government must show that a company committed affirma~ve 
misconduct in order to trigger the loss ofliability provisions, Under the new provision, when a 
company misses by this amount, the tobacco company will. have to show both that it did not 
engage in affirmative misconduct .a,nd that it used best efforts to reduce youth smoking in order to 
escape the loss ofliability protections. 

Sen. Daschle was supportive of this agreement, but Sen. Conrad thought the provision on 
company-specific lookbacks is weak. His own proposal would impose far more onerous 
company-specific penalties, perhaps as much as ten or twenty times higher. We believe penalties 
of this magnitude would ensure that the companies never return to the bargaining table; we also 
could not possibly convince McCain and Hollings to accept company-specific penalties of this 

" magnitude .... ·· , " 4· ' ... ' '-,'.' , . ' ''. ". • ,',' 

3. Liability. As you recall, the McCain bill provides for an annual liability cap of$6.5 
billion, while avoiding the question of whether this money comes from the annual industry 
payments or from other industry assets. McCain has now agreed to push the liability cap to $8 
billion, the exact amount of the Harkin-Chafee liability cap. (As you recall, you said you would 
sign Harkin-Chafee.) We have tentatively agreed that (1) half of the upfront payment that the 
industry makes will go to pay legal judgments and (2) when that amount is depleted, half the 
amount of judgments will come from the annual payments and half from other assets of the liable 
company(ies). 

Another, perhaps even more tricky set of issues has arisen around other liability 
provisions in McCain. First, the legislation provides that suits for tobacco related disease can be 
brought only against a tobacco product manufacturer, and not against a wide variety of other 
parties, including their parents and affiliates; officers, directors, employees. agents, or attorneys; 
importers, distributors, wholesalers. and retailers; suppliers of component or constituent parts; 
growers; and insurers. We have succeeded in removing this liability protection for parents and 
affiliates. We do not think anyone cares about removing protection for growers. suppliers. or 
parties down the distribution chain. Conrad. however, has objected strongly to giving liability 
protection to attorneys, and we are trying to remove this provision. We may also try to remove 
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Second, the McCain bill settles the Castano lawsuits, which are lawsuits brought on 
behalf of addicted (but not ill) persons for cessation services. We have succeeded in ensuring 
that the language in the bill does not at all affect the ability of plaintiffs claiming injury from 
disease to use evidence of addiction in their lawsuit. (Evidence of addiction generally would 
come in to these suits in response to the industry's charge that the plaintiff chose to smoke and 
thus assumed the risk of injury.) As currently written, however, the bill ~ bar all future claims 
based solely on addiction. The rationale for this provision is that the legislation itself provides 
funds for cessation services -- the exact remedy that addicted (but not ill) persons seek. Conrad, 
however, wants to continue to allow these claims in the future. We do not believe this result can 
be accomplished while settling the Castano lawsuits, which many Senators would like to do. 

Third, the McCain bill provides that no evidence relating to reduced-risk tobacco 
products is admissible in suits alleging harm from tobacco-related disease. The rationale for this 
provision, which is very similar to one of the federal rules of evidence, is to assure manufacturers 
that their development of safer products will not come back to haunt them in a legal proceeding. 
We have succeeded in narrowing this provision somewhat (so that such evidence, although not 
admissible at trial, will be discoverable), but apparently not enough for Conrad. We intend to 
take another run at this provision tomorrow, not because we think Conrad is right, but because 
we think the liability cap will be easier to maintain if we remove as many objections to other 
liability protections as possible. 

4. Second-Hand Smoke As you recall, the.current McCain bill has a strong 
environmental tobacco smoke (ETS) provision, but gives states the opportunity to opt out of it 
entirely. We have tentatively agreed to maintain the opportunity for an opt-out, but only ifthe 
state is able to demonstrate to OSHA that it has an ETS standard at least as protective of public 
health as the federal standard. This compromise, ifit holds up, should get us all we need on this 
issue. 

5. International. We think that Sens. McCain, Hollings, and Wyden have agreed to 
eliminate many of the international provisions in the current McCain bill. (Wyden was their 
original sponsor.) Under this agreement, the manager's amendment would eliminate the 2 cents 
per pack export fee, eliminate extraterritorial restrictions on advertising and marketing, and 

"\,,~. eliminate restrictions on tobacco products in duty-free stores and on military bases. The 
V \provisions would continue to fund international tobacco control efforts and would establish a 

mechanism for multi-lateral negotiations on tobacco marketing and advertising. 

6. Spendin~ We have yet to have a full discussion of spending with McCain, but we 
'~ believe we can convince him to divide money among (1) the states, (2) public health money 
\' (cessation, prevention, counteradvertising, etc.), (3) health research, and (4) farmers. We doubt 
\ we can convince McCain to earmark any of the state money to the specific programs we 

proposed in our budget -. child care and class size reduction. We think, however, that he wiI! 
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agree that states must use a portion of their money (representing the federal government's share 
of Medicaid recoveries) on programs appearing on a specified menu. We are cUrrently 
developing an agreed-upon menu with the NGA; we hope it will include between 8 and 12 health 
and children's programs, including child care and class size reduction. 

~
' 7. Bureaucracies. As you know, the industry and other opponents of the McCain 

. legislation have accused it of setting up 17 new federal "bureaucracies." (Charts purporting to 
• ~ f illustrate the legislation -- similar to those used in the health care debate -- are appearing all 
: lover.) We succeeded today in eliminating all of these 17 supposed bureaucracies, leaving a 
, . stripped-down, much simpler bill. 

8, Fanners, We agreed to give Sen. Hollings help in ensuring passage of the LEAF Act. 
Hollings is worried that he will lose a vote on the floor to substitute Sen. Lugar's farming plan 
for his own. As you know, Lugar's plan would buyout all tobacco farmers and then end the 
tobacco price support system; Hollings's plan would compensate tobacco farmers for any loss 
uffered as a result of legislation (through buyouts and/or subsidies), while keeping the price 

support system in place. 

Please let us know if you have any thoughts on, or objections to, what we are doing in 
ese negotiations. 
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May 12, 1998 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

Bruce Reed 
Elena Kagan 

Tobacco Negotiations Status Report 

Erskine, Larry, and we held a series of meetings today in an attempt to reach agreement 
with Sen. McCain on a manager's amendment to his tobacco bill. Although we have not yet 
nailed down a deal with McCain, our discussions with him were very fruitful. In later 
discussions, Sen. Daschle indicated real enthusiasm for the deal that we believe we can make. 
As explained further below, however, Sen. Conrad expressed severe disappointment on several 
Issues. 

The key features of the manager's amendment under discussion are as follows: 

1. Price. As you know, the McCain bill imposes payments of about $65 billion over the 
next five years. OMB has calculated that these payments, when passed on to price, will increase 
the price ofa pack of cigarettes by $1.10. We expect, however, that CBO will say tomorrow that 
ifthe McCain bill becomes law, the price of a pack of cigarettes will rise by over $2 in the next 
five years. A large part of this price differential reflects disparate assumptions about how much 
the volume of cigarettes sold will decline in this period. (The more consumption declines, the 
larger the per-pack price increase necessary to make the armual industry payments.) 

To combat the new CBO figures, which will tend to support the industry's recent 
arguments, we would agree in the manager's amendment to incorporate an explicit "volume 
adjustment" in the first five years of the McCain bill. (There is already an explicit volume 
adjustment after year six; prior to this point, OMB's estimates about volume reduction were 
taken into account in setting the annual payments, but there is no correction mechanism if OMB 
is wrong.) This volume adjustment would ensure that the price increase attributable to the annual 
industry payments would not exceed $1.10 per pack, no matter how much volume declines. 
(CBO assumptions regarding additional factors, such as wholesale and retail mark-ups and state 
excise tax increases, should bring the total price increase to about $1.50 in five years.) The 
downside ofthis approach is that if CBO is right about how steeply consumption will fall, a 
volume adjustment will bring down the total revenue generated by the bill -- OMB estimates by 
between $5 and $10 billion in the first five years. 

Sen. Conrad is worried that if we go this route, we will wind up with far less revenue than 
is necessary to fund what people expect from a tobacco bill. It is unclear, however, what Sen. 



Conrad would do to respond to the forthcoming CBO estimates. He seems to want to insist on 
an $1.50 per pack excise tax, but CBO would score that as above $2 as well, rendering this 
approach utterly impractical. 
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2. Lookbacks. As you recall, the McCain bill has industry-wide lookback penalties 
capped at approximately $3.5 billion per year, with no company-specific penalties at all. We 
have gotten McCain and Hollings to agree to raise the cap on industry-wide penalties to $4 
billion. We have also gotten them to add a company-specific penalty wholly outside the cap of 
$1000 per child for every child by which the company misses its youth smoking targets. This 
figure represents twice the lifetime profits that a company earns from any youth smoker. Finally, 
we have gotten McCain and Hollings to agree to strengthen the provision linking a 20 percent 
miss to the loss ofliability protection. Under the current provision, when a company misses by 
more than 20 percent, the government must show that a company committed affirmative 
misconduct in order to trigger the loss of liability provisions. Under the new provision, when a 
company misses by this amount, the tobacco company will have to show both that it did not 
engage in affirmative misconduct and that it used best efforts to reduce youth smoking in order to 
escape the loss of liability protections. 

Sen. Daschle was supportive of this agreement, but Sen. Conrad thought the provision on 
company-specific lookbacks is weak. His own proposal would impose far more onerous 
company-specific penalties, perhaps as much as ten or twenty times higher. We believe penalties 
of this magnitude would ensure that the companies never return to the bargaining table; we also 
could not possibly convince McCain and Hollings to accept company-specific penalties of this 
magnitude. 

3. Liability. As you recall, the McCain bill provides for an annual liability cap of$6.5 
billion, while avoiding the question of whether this money comes from the annual industry 
payments or from other industry assets. McCain has now agreed to push the liability cap to $8 
billion, the exact amount of the Harkin-Chafee liability cap. (As you recall, you said you would 
sign Harkin-Chafee.) We have tentatively agreed that (1) half ofthe upfront payment that the 
industry makes will go to pay legal judgments and (2) when that amount is depleted, half the 
amount of judgments will come from the annual payments and half from other assets of the liable 
company(ies). 

Another, perhaps even more tricky set of issues has arisen around other liability 
provisions in McCain. First, the legislation provides that suits for tobacco related disease can be 
brought only against a tobacco product manufacturer, and not against a wide variety of other 
parties, including their parents and affiliates; officers, directors, employees, agents, or attorneys; 
importers, distributors, wholesalers, and retailers; suppliers of component or constituent parts; 
growers; and insurers. We have succeeded in removing this liability protection for parents and 
affiliates. We do not think anyone cares about removing protection for growers, suppliers, or 
parties down the distribution chain. Conrad, however, has objected strongly to giving liability 
protection to attorneys, and we are trying to remove this provision. We may also try to remove 
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the protection for officers, directors, employees, agents, and insurers. 

Second, the McCain bill settles the Castano lawsuits, which are lawsuits brought on 
behalf of addicted (but not ill) persons for cessation services. We have succeeded in ensuring 
that the language in the bill does not at all affect the ability of plaintiffs claiming injury from 
disease to use evidence of addiction in their lawsuit. (Evidence of addiction generally would 
come in to these suits in response to the industry's charge that the plaintiff chose to smoke and 
thus assumed the risk of injury.) As currently written, however, the bill does bar all future claims 
based solely on addiction. The rationale for this provision is that the legislation itself provides 
funds for cessation services -- the exact remedy that addicted (but not ill) persons seek. Conrad, 
however, wants to continue to allow these claims in the future. We do not believe this result can 
be accomplished while settling the Castano lawsuits, which many Senators would like to do. 

Third, the McCain bill provides that no evidence relating to reduced-risk tobacco 
products is admissible in suits alleging harm from tobacco-related disease. The rationale for this 
provision, which is very similar to one of the federal rules of evidence, is to assure manufacturers 
that their development of safer products will not come back to haunt them in a legal proceeding. 
We have succeeded in narrowing this provision somewhat (so that such evidence, although not 
admissible at trial, will be discoverable), but apparently not enough for Conrad. We intend to 
take another run at this provision tomorrow, not because we think Conrad is right, but because 
we think the liability cap will be easier to maintain if we remove as many objections to other 
liability protections as possible. 

4 Second-Hand Smoke. As you recall, the current McCain bill has a strong 
environmental tobacco smoke (ETS) provision, but gives states the opportunity to opt out of it 
entirely. We have tentatively agreed to maintain the opportunity for an opt-out, but only ifthe 
state is able to demonstrate to OSHA that it has an ETS standard at least as protective of public 
health as the federal standard. This compromise, if it holds up, should get us all we need on this 
issue. 

5. International. We think that Sens. McCain, Hollings, and Wyden have agreed to 
eliminate many of the international provisions in the current McCain bill. (Wyden was their 
original sponsor.) Under this agreement, the manager's amendment would eliminate the 2 cents 
per pack export fee, eliminate extraterritorial restrictions on advertising and marketing, and 
eliminate restrictions on tobacco products in duty-free stores and on military bases. The 
provisions would continue to fund international tobacco control efforts and would establish a 
mechanism for multi-lateral negotiations on tobacco marketing and advertising. 

6. Spending. We have yet to have a full discussion of spending with McCain, but we 
believe we can convince him to divide money among (1) the states, (2) public health money 
(cessation, prevention, counteradvertising, etc.), (3) health research, and (4) farmers. We doubt 
we can convince McCain to earmark any ofthe state money to the specific programs we 
proposed in our budget -- child care and class size reduction. We think, however, that he will 
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agree that states must use a portion of their money (representing the federal government's share 
of Medicaid recoveries) on programs appearing on a specified menu. We are currently 
developing an agreed-upon menu with the NGA; we hope it will include between 8 and 12 health 
and children's programs, including child care and class size reduction. 

7. Bureaucracies. As you know, the industry and other opponents ofthe McCain 
legislation have accused it of setting up 17 new federal "bureaucracies." (Charts purporting to 
illustrate the legislation -- similar to those used in the health care debate -- are appearing all 
over.) We succeeded today in eliminating all ofthese 17 supposed bureaucracies, leaving a 
stripped-down, much simpler bill. 

8. Farmers. We agreed to give Sen. Hollings help in ensuring passage of the LEAF Act. 
Hollings is worried that he will lose a vote on the floor to substitute Sen. Lugar's farming plan 
for his own. As you know, Lugar's plan would buyout all tobacco farmers and then end the 
tobacco price support system; Hollings's plan would compensate tobacco farmers for any loss 
suffered as a result of legislation (through buyouts and/or subsidies), while keeping the price' 
support system in place. . 

Please let us know if you have any thoughts on, or objections to, what we are doing in 
these negotiations. 


