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HOUSE JOINT RESOLUTION NO. 12 NO FED. CLAIM ON STATE TOBACCO SETTLEMENT

Relating to federal claims against funds obtained by settlement of state tobacco litigation.
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F I S C A L  N O T E

REVENUE '~ | ' ' Q.o| 0.0 | 0.01 0.0| 0.01 ~Eo
CAPITAL 0.0| 0.0| 0.0 o.o| o.o| 0.0

EXPENDITURES/REVENUES: (THOUSA MDS OF DOLLARS)
OPERATIC" FY 00

Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures 

Grants, Claims 

Miscellaneous

STATE OF ALASKA BILL NO. HJR 12
1999 LEGISLATIVE SESSION

Title: NO FED. CLAIM ON STATE TOBACCO
SETTLEMENT ~

Sponsor: Rep. Harris
Requestor. H FIN

Dept. Affected: Law______________
BRU: Civil Division 

Components: Fair Business Practices'

Serial # 2206

FUNDING: (THOUSANDS OF DOLLARS;
General Fund 
Federal Fund 
Other
TOTAL ‘ " 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS:
Pull-Tlme
Part-Time
Temporary

0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

ANALYSIS: (ATTACH A SEPARATE PAGE IF NECESSARY)____________________ _______________
This resolution has a zero fiscal impact. However, if federal law is not enacted to prevent HCFA from asserting its claim 
against the settlement money, the result could be a loss to the State of Alaska of $400 million over 25 years.
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P R E S E N T A T I O N  O N  T O B A C C O  I S S U E S  

a n d  H J R  1 2

A l a s k a  D e p a r t m e n t  o f  L a w  
t o  

H o u s e  F i n a n c e  C o m m i t t e e  
F e b r u a r y  1 6 ,  1 9 9 9  

IN TR O D U C TIO N

During the past two years, the Knowles administration, with the help ot the Alaska 
Legislature, has addressed the problems caused by tobacco and the challenge of 
limiting access on a number of fronts. Our joint efforts have included legislation to 
increase taxes on tobacco products, measures to lim it youth access to tobacco, and 
stepped-up enforcement activities, and, of course litigation and participation in the 
national settlement with the industry. The Department of Law's efforts have been 
closely coordinated with the Alaska Departments of Health and Social Services and 
Revenue, local tobacco control groups, and other state attorneys general.

E N FO R C E M E N T OF TOBACCO VEN D O R  AND TAX LAWS

> TOBACCO VEN D O R  EN FO R C M EN T (STING  O PERATIONS): During 
1997 and 199S, the Department of Law (“Law”) worked closely with the 
Anchorage and Juneau Police Departments to coordinate enforcement and 
prosecution of tobacco vendors that sold tobacco products to persons under 19. 
Law plans to work with the Fairbanks Department of Public Safety and 
Fairbanks City Attorney’s Office to enforce state tobacco laws during the early 
spring.

•  Today, Law will announce a settlement related to tobacco business 
licensing litigation with 9 vendors operating a total of 11 stores (5 in 
Anchorage and 6 in Juneau). The vendors agreed to a settlement that 
requires: (1) a three-day suspension of their tobacco licenses, (2) that they 
re-train all of their tobacco sales clerks in stores where violations 
occurred, and (3) that vendors make contributions totaling more than 
$50,000 to a statewide youth tobacco prevention television campaign. 
This television campaign will air statewide for a month this spring.
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> STATE SALES TAX EN FO R C EM EN T: State law requires any person who 
causes cigarettes to be brought into the state for personal consumption or resale 
to obtain a license from the Alaska Department of Revenue and pay the 
appropriate taxes. A federal law known as the “Jenkins Act” requires persons 
shipping cigarettes into Alaska to provide the state with a list identifying the 
recipients. With the growth of Internet sales, the Alaska Departments of Law 
and Revenue have worked closely with the federal Alcohol, Tobacco and 
Firearms investigators and U.S. Attorney’s Office to vigorously pursue illegal 
cigarette shipments. Investigations are cuirently underway, and additional 
investigations are likely,

L IT IG A T IO N  AND T H E  N A T IO N A L S E TTLE M E N T

> ALASKA’S L IT IG A T IO N : In April, 1997, Alaska filed suit against the major 
tobacco manufacturers based on state consumer protection and antitrust laws. 
The suit was scheduled to go to trial in February, 2000.

> N A TIO N A L SETTLEM ENT: On November 23, 199S, after extended
negotiations the State of Alaska and \5  other states reached a final settlement of 
litigation with the tobacco industry -  Mississippi, Texas, Florida, and Minnesota 
had already settled their lawsuits. The settlement, which was approved by the 
Juneau Superior Court on , ends the State’s litigation with the industry. The 
settlement will mean payments of nearly $670 million to Alaska over the next 25 
years, starting in FY 2000.

> P U B LIC  H E A LTH  TERM S: The significant public health terms of the
settlement require: bans on marketing to youth; changes in corporate culture; 
disbanding trade associations; lobbying restrictions; opening industry research; 
and creation of a national teen smoking foundation and public education fund. 
The full settlement agreement is available at www.naag.org on the Internet.

> TH E  PA YM ENT STREAM: The State of Alaska does not need to pass any 
legislation to receive payments under the settlement. However, legislation is 
required to protect Alaska’s payments from the rather remote possibility of a 
nonparticipating manufacturer reduction, which is discussed in more detail 
below. The State also needs protection against attempts by HCFA (the federal 
Health Care Finance Administration) to recoup a portion of the state’s funds, as 
will also be discussed below.
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Under terms of the settlement agreement, Alaska will receive the following 
payments:

PAYMENTS TO ALASKA  
under

SETTLEM EN T OF TOBACCO L IT IG A T IO N

D a te  o f  P n y m c n t
A m o u n t o f  
P a y m e n t

U p - f r o n t  P a y m e n t

A n n u a l P a y m e n ts

b etw een  April 1999 
and Ju no 2000  
(depending on  

action s o f other 
sta tes)

$8 ,1 94 ,049 .5 4

betw een April and  
J u n e 2000

$ 2 1 ,890 ,91 5 .46

April 2001 $ 2 3 ,638 ,67 2 .09

April 2002 $ 2 8 ,383 ,14 5 .58

A pril 2003 $ 2 8 ,651 ,76 1 .36

A pril 2004 $ 2 3 ,912 ,96 7 .90

April 2005 $ 2 3 ,912 ,96 7 .90

April 2006 $2 3 ,912 ,96 7 .90

April 2007 $2 3 ,912 ,90 7 .90

A pril 20 08 $ 2 4 ,3S 7,539.93

April 2009 $24 ,387 ,53 9 .93

April 2010 $ 2 4 ,3S 7,539.93

April 2011 $24 ,387 ,53 9 .93

April 2012 $ 2 4 ,387 ,53 9 .93

April 2013 $ 2 4 ,387 ,53 9 .93

April 2014 $ 2 4 ,387 ,53 9 .93

A pril 2015 $2 4 ,387 ,53 9 .93

April 2016 $24 ,387 ,53 9 .93

April 2017 $ 2 4 ,387 ,53 9 .93

April 2018 $ 2 7 ,327 ,15 5 .20

April 20 19 $ 2 7 ,327 ,15 5 .20

April 2020 $ 2 7 ,327 ,15 5 .20

April 2021 $ 2 7 ,327 ,15 5 .20

April 2022 $ 2 7 ,327 ,15 5 .20

April 2023 $2 7 ,327 ,15 5 .20

April 2021 $ 2 7 ,327 ,15 5 .20

April 2025 $ 2 7 ,327 ,15 5 .20

T O T A L $ 6 6 8 ,903 ,0 56 .53

3



> T IM IN G  OF UP-FRO NT PAYM ENT: On December 28, 1998, the tobacco 
companies paid an up-front payment into escrow as part of the agreement. No 
legislation is required for Alaska to receive its up-front payment, which will be 
disbursed to Alaska only when 80 percent of tne states’ lawsuits are dismissed 
without any appeal, or on June 30, 2000, whichever comes first. Right now, 
there are appeals in California and New York, so the anticipated receipt of the 
up-front payment will probably come closer to June 30, 2000.

> T IM IN G  OF ANNUAL PAYMENTS: The first annual payment will be 
available no later than June 30, 2000. No legislation is required for Alaska to 
receive its annual payments. Alaska’s first annual payment could come as early 
as April 2000, if  80 percent of the states’ lawsuits are dismissed without any 
appeal, but in any case will be made no later than June 30, 2000. Beginning in 
2001, the annual payments will be made to the state on April 15 each year.

>  ATTORNEY'S’ FEES: The State of Alaska was represented in the tobacco 
litigation by the law firm of Hagens & Berman, which represented all the 
Northwest states. The settlement agreement allows the state’s outside counsel to 
seek payment from the tobacco companies without affecting Alaska’s share of the 
settlement. Hagens & Berman requested reimbursement directly from the 
tobacco companies, which agreed to pay $10 million as full payment for the 
firm’s representation of Alaska. This payment did not affect Alaska’s share of 
the settlement. However, when compared to the state’s settlement of 
$668,903,056.53, the Hagens & Berman fee is approximately 1.5 percent.

TH R EA T TO SE TTLE M E N T FR O M  HCFA

> FE D ER A L RECOUPM ENT: The U.S. Health Care Finance Administration 
(HCFA) has taken the position that as much as half of the funds recovered 
through the national settlement are subject to the agency’s right of recoupment. 
HCFA apparently bases its position on an interpretation of § 1903(d)(2)(A-B) of 
the Social Security Act, which states that reimbursements to a state by a third 
party are “overpayments” from which HCFA may claim a pro-rata share.

• The agency’s position is based on the assumption that the state was 
specifically suing to collect state and federal dollars under a Medicaid 
reimbursement theory. One estimate shows that HCFA’s interpretation of 
§ 1903(d) could result in a loss to the State of Alaska of $400 million over 25 
years. The Department of Law is working through Alaska’s congressional 
delegation and other states to solve this problem, and it will defend the 
state’s right to settlement funds in court if necessary. HCFA has represented
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that it will assert its claim against annual state payments beginning after 
the Year 2000 payment.

>  ALASKA’S RESPONSE TO THREAT: Alaska’s Objectives - The State hac! 
four primary objectives when it brought suit against the tobacco industry: (1) to 
end the industry’s targeting of Alaska’s children as new consumers for its 
products; (2) to force the industry to disclose the harmful effects of smoking and 
decades of research demonstrating that tobacco kills; (3) to thwart the industry’s 
apparent efforts to prevent the development of a safer product; and (4) to require 
the industry to pay for the harm it already has caused and, in the future, fund 
public health programs directed at alleviating the related public health concerns.

• Alaska Sued to Protect Alaskans: Alaska brought suit to protect
Alaskans and to protect the fiscal integrity of the state’s Medicaid program 
against future smoking-related treatment costs. Unlike other states, Alaska 
did not specifically plead a federal Medicaid recoupment claim in state 
superior court. Collecting federal dollars is the responsibility of HCFA and 
the U.S. Department of Justice. The U.S. Department of Justice declined to 
sue the t )bacco industry on behalf of HCFA, and HCFA provided no support 
to the states during the litigation.

• F irs t Proposed Settlem ent and Congress vs. State Settlem ent: The first 
settlement was signed by the states and tobacco industry on June 20, 1997. It  
called for the tobacco industry to make payments to the states and fund federal 
enforcement programs totaling $368.5 billion over 25 years. This settlement 
also required congressional approval, which did not occur. Accordingly, the 
states returned to litigation and resumed negotiations with the industry on 
their own. The litigation and resumed negotiations resulted in the second state 
settlement of November 23, 199S. HCFA could have acted along with the 
states to protect its rights during the second settlement process, but chose not 
to.

• Use of Settlem ent Funds: A key provision of the McCain Bill in the 105th 
Congress provided that if  states directed 50 percent of the settlement money (of 
the proposed 1997 settlement) to supplement but not supplant existing health 
care programs, HCFA could not assert its claim for recoupment. While the 
states take the position that all settlement dollars are state funds, many states 
are abiding by the provisions of the McCain Bill (spending no less than 50 
percent to supplement health care-related programs) to protect against 
recoupment by the federal government.

• Recent Development: SB 346: On February 3, 1999, U.S. Senator Frank 
Murkowski and U.S. Senator Kay Bailey Hutchinson co-sponsored SB 346. SB
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346 would protect all the states’ settlement dollars from HCFA’s attempted 
recoupment.

LE G IS LA TIO N

> M ODEL STATUTE: The state is not required to pass the model statute included in 
the settlement to receive settlement payments. However, if  the stale does not pass 
the model statute, the state will risk a possible reduction in payments under the 
nonparticipating manufacturers’ payment (NPM) reduction formula of the settlement. 
The settlement provides for an adjustment to the state’s payments if  the participating 
manufacturers experience a disadvantage and lose market share for sales of their 
tobacco products to other nonparticipating manufacturers as a result of the marketing 
restrictions, payments, and other restrictions in the settlement agreement.

• NPM  Risk Low In  Alaska - At this point, the risk to Alaska of a non­
participating manufacturer reduction is minimal, given that many of the very 
small tobacco product manufacturers have decided to sign on to the settlement, 
which reduces the risk that they will take market share away from the largest 
companies. The risk is further lowered bj' the fact that the small tobacco products 
manufacturers only represent 1-2 percent of the U.S. market, making it unlikely 
that sales of their products will trigger the nonparticipating manufacturer 
reductions.

• N PM  Risk Can Be E lim inated - The risk of nonparticipating manufacturer 
reductions can be eliminated by passage of the model statute. Under the terms of 
the settlement agreement, if  the state passes the model statute and enforces it, the 
state will be exempt from any payment reductions even if  the settlement was a 
significant factor contributing to the participating manufacturers’ loss of market 
share.

CONCLUSION

In the upcoming months, Law will be working closely with the Alaska Departments of 
Revenue and Plealth and Social Services, and the federal Alcohol, Tobacco and Firearms 
investigators to assure full compliance with state tax laws. Law is also working closely 
at the direction of the governor with members of Alaska’s congressional delegation to 
protect the state settlement from HCFA.

Prepared by Alaska DeparLinent o f Law
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CS F O R  H O U S E  J O I N T  R E S O L U T IO N  NO. 12(FIN)

IN T H E LEGISLATU RE OF THE STATE OF ALASKA

TW EN TY -FIR ST LEGISLATURE - FIRST SESSION

BY T H E  H O U SE  FIN A N C E  C O M M IT T E E

O ffered:
Referred:

Sponsor(s): R E PR E SE N T A T IV E S H A R R IS, R okcbcrg, Green

A R E S O L U T IO N

Relating to federal claims against funds obtained by settlement of state tobacco 

litigation.

B E IT  R E S O L V E D  BY T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A SK A :

W H E R E A S  the State o f  Alaska, taking all of the risks inherent in litigation, brought 

suit against major cigarette and smokeless tobacco manufacturers based on state antitrust and 

consum er protection claims solely to collect the state’s smoking-related expenditures; and

W H E R E A S  none o f  the claims asserted by the state were based on a Medicaid 

recoupm ent statute or included the assertion of claims based on federal law for the federal 

government's tobacco-related M edicaid expenditures; and

W H E R E A S  the State o f  Alaska entered into a settlement agreement in state court 

based on state antitrust and consum er protection law claims with cigarette and  smokeless 

tobacco com panies for $669,000,000 on N ovem ber 23, 1998; and

W H E R E A S  the federal government, through the Health Care Finance Administration, 

has asserted that it is entitled to a significant share o f  the state settlement on the basis that it 

represents the federal share o f  Medicaid costs; and

W H E R E A S  the federal government declined to bring its own action to assert a claim

-1- CSHJR 12(FIN)
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for the federal m oney it spent for the treatment o f  smoking-related illnesses in A laska and 

provided no assistance to the state during the litigation or during settlement negotiations; and 

W H E R E A S  the federal government asserts that it is authorized and obligated, under 

the Social Security Act, to collect its share o f  any settlement funds attributed to Medicaid; and 

W H E R E A S  the state tobacco lawsuit was brought for violation o f  state law under state 

law theories and the state lawsuit did not make any federal claims; and

W H E R E A S  the state bore all the risk and expense in the litigation brought in state 

court and settled without any assistance from the federal government; and

W H E R E A S  the state is entitled to all of the funds negotiated in the tobacco settlement 

agreem ent without any federal claim;

B E  I T  R E S O L V E D  that the Twenty-First A laska State Legislature respectfully 

requests the Congress to enact and the President to sign legislation to prohibit any federal 

claim against m oney obtained by settlement o f  state tobacco litigation; and be it

F U R T H E R  R E S O L V E D  that the Twenty-First Alaska State Legislature respectfully 

urges the President o f  the United States to direct the Health Care Finance Adm inistration to 

review the facts related to the tobacco settlement with the State o f  A laska and refrain from 

taking steps to pursue recoupment of dollars to which the federal governm ent is not entitled.

C O P IE S  o f  this resolution shall be sent to the Honorable Bill Clinton, President o f  the 

United States; the Honorable A1 Gore, Jr., Vice-President o f  the United States and President 

o f  die U.S. Senate; the H onorable Donna E. Shalala, Secre.ary o f  the U.S. D epartm ent of 

Health and Hum an Services; the Honorable Trent Lott, Majority Leader o f  the U.S. Senate; 

the H onorable J. Dennis Hastert, Speaker o f  the U.S. House o f Representatives; and to the 

Honorable Ted  Stevens and the Honorable Frank Murkowski, U.S. Senators, and the 

Honorable Don Young, U.S. Representative, members o f  the Alaska delegation in Congress.

WORK 'M A F T  WORK DRAFT 1-LS0418\G

CSHJR 12(FIN) -2-



iQ n c s l
F e d e r a l  B u d g e t  &  T a x  U p d a t e
An Information Service of the API Federal Budget and Taxation Committee
February 2, 1999, Vol. 5, N o. 1

P r e s i d e n t ’s  B u d g e t  f o r  F Y 2 0 0 0  R e l e a s e d  
S t a t e  T o b a c c o  F u n d s  T a r g e t e d

The President’s Fiocal Year 2000 Budget released on 
February 1, 1999 calls for $1,765 trillion in funding for the 
president's fiscal priorities. The budget reserves 62% of die 
expected budget surplus (over the next 15 years) for Social 
Security Reform. The president intends to reserve the 
entire projected FY 2000 surplus, or 117.3 billion for Social 
Security reform (see chart below). The president’s five-year 
proposal raises spending by $30 billion.

Tht Projected Budget Surplus. The president’s broad 
plan for the surplus includes die following;
• reserve 62% of the surplus for Social Security, setting 

aside roughly one-fifth of thar portion for investment in 
private securities;

• reserve 15% of the surplus for Medicare;
• dedicate 12% to fund a new presidential initiative for 

Universal Savings Accounts; and
• reserve 11 percent of the projected surplus for military 

readiness and domestic priorities.

Presidential Priorities. The FY 2000 Budget includes 
many of the proposals previously announced by the White

House, including a $1,000 tax credit for long term care costs (55 
billion over five years) and for a variety of health care, 
education, environment, international affairs and defense 
proposals. In education, the president proposes to spend $200 
million for performance accountability, $600 million for after­
school services, $450 million for technology, $22 billion for 
school construction and $1.4 billion to continue the 
administration’s 100,000 new teachers initiative.

The budget increases funding for child care, including $6.3 
billion over five years to expand the child and dependent care 
tax credit, $1.2 billion to increase the child care and 
development fund in 2000, $3 bilion over five years for a new 
Early Learning Fund and $173 million in 2000 for quality 
improvements.

Labor spending includes $965 million for job trairn.̂ , $144 
million m additional spending in Welfare-to-Work to support 
housing and transportation and $150 million to states to 
support fathers' efforts to pay child support

The budget increases the Icw-mcome housing tax credit from 
$1.25 to $1.75 per capita ($1.7 billion in cost over five years).

P r e s i d e n t ' s  F Y  2000 B u d g e t  P r o p o s a l  
Budget Summary 

(Dollsr tmounti in bilboni)

1998 Estimates
Actual 1999 2000 2001 2C02 2003 2004

Receipts 1721.6 1806.3 1883.0 1933.3 2007.1 2075.0 2165 5
Outlays 1652.6 1727.1 1765.7 799.2 18203 1893 0 1957 9
iwescrvc Pending Social 
Security Reform 69.2 79.3 117.3 134.1 186.7 182.0 207.6
Surplus 00 00 00 0 0 00 0 0 00

On-budget Deficit (•) -29.9 -41.7 -12.2 0 2 44.4 31.4 4 9  a
Off-Budget Surplus 99.2 121 0 129 5 133 9 142 3 1507 1578

Resources contingent upon 
Defease

Social Security Reform
5.0 17.1 13.0 15.0

Non-Defense as.. . . . . „ „ 15.1 19 7 16.5 9.2
Priority initiatives . . . . . . . . 1.6 4.1 7.0 9.9
Debt Service • t i ■ Ml. . . . . 0.7 2.3 4.3 6.3
Remaining Reserve . . . . . . . . . . . . 107.2 143.6 141 3 167.3

Cesuomcc Officers Commincc S tdl W iMungion Office
r y W n • G*m  M id n d , Stc*>r Policy Sp-culm, 2C2-6244670 *** North  Capital S a v e t , N  W
• Nsecy Kopp, M srylsr.d SueeS lS
V ice  C h a in : • Jennifer G tsr.:, Sa/T A iiiits r .; , 202-62S-818B W si hice-.cn, D C  200C1
• Senas* Luty Bon t; In d u e s  jcE c if t tg r s c n g n u lfr tg  P conc 2C2/624-JSOO
• Seea:cr W sltKUvsnsugh , S iw J ta tj  Hue 202/T37-1C69
• lu p r& tc u c r e  J im  K ing, PUmtU 
■ D e k g c e  H ir ry  P u r - jh ,



Health care spending includes $930 millian aver five years 
to extend Medicaid benefits to legal immigrants, $1.2 billion 
to help disabled workers buy into Medicaid and Medicare, 
and $358 million for mental health grants. States would 
have the option to provide health care to legal immigrant 
children, to restore SSI eligibility to legal immigrants with 
disabilities, and to restore Food Stamp eligibility to certain 
aged immigrants ($1.1 billion over five years). The proposal 
would allow sates to provide health coverage to legal 
immigrant children and pregnant women under Medicaid or 
CHIP.

$200 million supports sate and local efforts to reduce 
emissions, $ BOO million for the Clean Warer Stare Revolving 
Fund, a reduction of $55 million from 1999 levels, and $825 
million for the Drinking Water SRF, and increase of $50 
million over 1999.

Discretionary and Mandatory Offsets. Tobacco 
revenues, FAA user fees, health care savings, superfund 
revenues and other fees offset the $17.1 billion in increased 
discretionary spending above the caps that the president 
recommends for 2000. Health care, student loan, revenue 
and other offsets totaling $65 billion offset the das', size, 
child care, health care, revenue initiatives and other 
mandatory program increases the president has proposed 
Annual examination fees of state-chartered member banks 
of the Federal Reserve ($450 million over Five years) and 
state-chartered FDIC insured banks ($458 million over five 
years) are indudcd in the offset package.

Tax Plans, The president’s budget indudes an increase m 
the federal cigarette tax of 55 cents-per-pack and speeds up 
the timetable for the 15 cents-pcr-pack increase included in 
the 1997 BBA. These increases combined raise $34.5 billion 
over five years. The budget offsets $32 billion in spending 
by dosing “tax loopholes and eliminating unwarranted 
benefits,” the majority of these proposals are aimed at 
corporate taxes. Proposals that affect individuals indude 
taxation of signing bonuses and income from residence 
rental, disallowance of interest on debt allocable to tax- 
exempt obligations, increased penalties for failure to file 
correct infocmation on returns, withholding of gambling 
winnings, and a change to the foster child definition under 
EITC.

Human Service*. The president’s proposal restores Social 
Services Block Grant (Tide XX) funding to its authorized 
level of $2.38 billion, an increase of $471 million over 1999. 
The president decreases the amount of TANF that may be 
transferred to SSBG from 10% to 4.25%, providing federal 
savings of $600 million in 2000. The budget reduces die 
TANF Contingency Fund by $360 million along with a 
legislative proposal making it easier for sates to access the 
money. The proposal freezes Supplemental TANF Grants 
for population increases at FY 1999 levels, for federal 
savings of $241 million over Free years.

The proposal also eliminates die child support hold harmless 
payment and reduces the march for establishing paternity from 
90% to 66%, providing federal savings of $324 million over five 
years and adjusts child support orders, saving the feds >85 
million over Five years.

Medicaid Co#t Allocation. As was done with Food Stamps in 
the Agricultural Research bill, the president’s budget reduces 
stare administrative funds by $300 million annually. For the 
impact on individual sores of this reduction see: 
http://www.ffis.orf /  miuc/cos t.htm.

T ra n sp o rta tio n . Transportation spending includes $6.1 bllion 
for public transit and $2.4 billion for planning and congestion. 
Highway obligation is $28.3 billion in 2000, an increase of $1.3 
billion above 1999 funding. While providing an inctease, the 
levels set m the president's proposal violate TEA21 because 
rather than distributing die revenue aligned budget authority 
(RABA) proportionately to the free cote highway programs, the 
administration prioritizes the increase of highway trust fund 
revenues to other specific categories v/ithin rransportarion. 
FAA budget authority is set at $10.1 billion for 2000. The 
president proposes to eliminate general fund contributions to 
aviation, reducing funding for the Airport Improvement 
Program.

Pension Portability. The president's budget allows the use of 
403(b) and Section 457 plan funds to purpose service credit 
through a direct transfer to state and local plans without having 
to take a taxable distribution of these amounts.

Support for Selected State Program*. A summary of Major 
discretionary and Mandatory Program funding prepared by 
Federal Funds Information for Sates follows this update. The 
information is available online in PDF format at 
http://www.ffi*.org/nii*c/99jmpb.pdf

President Budget Available On-Line. Access the president's 
budget at hcrp://www. gpo.gov/uibudget.
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MAJOR DISCRETIONARY AND MANDATORY PROGRAM FUNDING
(fodx?&J fbc&l yean, dolUn in milliciu)

MAJOR DISCRETIONARY FY 1998 FY 1999 FY 2D 00P top«m <I
2000 VB. 1999

DF”ARTMEVr OF AGRICULTURE
WCMEN, INFANTS A  CHILDREN (W1C)
RURAL COMMUNITY ADVANCEMENT FROCSUM 1/

JA57
3,92
65.

7 14,64
4 3,92 

72

7 54.77 
4 4,10 

67

5 312
18

5 -5

8 2. S’/I
L 4 6% 

-73%
DEPARTMENT OF COMMERCE
ECONOMIC DEVELOPMENT AS S B TANCE 36

39]
39"

36
36

-2
-2

8 -7.1%  
-7 l*o

DEPARTMENT OPEDUCATION 26,70. 294 73 29,411 231 08%
m i E  L EDUCATION FOR THE DBADVANTAOED V 8,032 8,37 8,74. 37: 45%
GOALS 2000 <91 491 49 00%
SCHOOL.TO.WOiO; (Eixm-JT.) 20C 125 55 -7 -560SS
TECHNCLOOY LITERACY CHALLENGE FUND 423 425 43C 23 5.9%
D f.V C T  AID 808 864 73< ■128 -148%
TITLE V I EDUCATION BLOCK GRANT 330 375 C -375 Bit
EBENH W E R  FRCFE33IONAL DEV GRANTS 335 333 335 C 0.0%
CLASS SIZE SEDUCTION 0 1,200 1.40C 200 167%
DP.UGJFREE SCHCXXS A  COMMUNITIES 531 441 439 -2 43.5 %
SPECIAL EDUCATION 3/ 4.811 5,334 5,430 116 22%
BILINGUAL AND IMMIGRANT EDUCATION 354 380 415 35 9.2%
CHASTER SCHOOLS 80 100 130 30 300%
WORK STUDY 830 870 934 64 74%
F E U  GRANTS *! 7,345 7,704 7,463 -341 -3.1%
FEDERAL SUPPLEMENTAL ED  OPPORTUNITY 614 619 631 12 1.9%
VOCATIONAL*ADULT EDUCATION 1,308 1,339 1,738 199 129%

HEALTH AND HUMAN SERVICES 13̂ 27 14,777 15330 1J5S 7..1H
SUBSTANCE ABUSE BLOCK GRANT 1,310 1,585 1,615 30 1.9%
MENTAL HEALTH BLOCK GRANT 273 289 359 70 242%
MATERNAL *  CHILD HEALTH BLOCK ORANT 681 700 695 -5 -0 7%
CONSOLIDATED HEALTH CENTERS 825 925 940 15 16%
HEALTHY START INTnATTVB 96 105 103 0 0.0%
PREVENTIVE HEALTH BLOCK GRANT 149 150 120 -30 -20.0%
FAMILY PLANNINO 203 218 240 22 101 %
IMMUNIZATION GRANTS 410 421 526 105 249%
8EXUAUY TRANSMITTED DEBASES 112 124 131 7 5.6%
RYAN WHITE AID6 GRANTS 1,150 1,411 I J U 100 7.1%
HEAD START SI 4,347 4,660 5,267 607 130%
CHILD WELFARE SERVICES 291 292 292 0 00%
COMMUNITY SER.VICES BLOCK GRANT 490 500 500 0 0 051
CHILD C A R E*  DEV BLOCK GIANTS 1,002 1,000 1,183 183 18.3%
LOW INCOME HOME ENEROY ASS 1ST 1,000 1,100 1,100 0 00%
REFUGEE ASSISTANCE 415 415 423 8 1.9%
ADMINB TRATION ON AGING 871 832 923 41 46%

HUD A N D  IN D E P E N D E N T  A G E N C IE S 13,241 13,530 13,171 J S 9 -2.7%
COMMUNITY DEV BLOCK 0RANI5 4,805 4,750 4,725 -25 -0 5%
HOMELESS ASSISTANCE QUANTS 823 973 1,020 43 46%
HOME PROGRAM 1,500 1,600 I <85 -15 -09%
PUBLIC HOUSINO CPERATINO FUND 2,900 2,818 3,003 185 6 6%
EPA CLEAN WATER STATE REV FUND 1,350 1,350 800 •350 40 7%
ERA DSUNKINO WATER STATE REV FUND 725 775 825 50 65%
FROCSAM AND INFRASTRUCTURE ASSISTANCE (4 1,138 1,262 1,213 -49 -3 9%

DEPARTMENTS OF ENERGY AND LNTERIOR
WEATHERIZATION AND ASSISTANCE PROGRAM 
ABANDONED M INE EEC FUND

300
125
178

318
133
185

365
154
211

47
21
26

14.8%
158%
141%

DEPARTMENT OF JUSTICE
VIOLENCE AGAINST WOMEN 
CCPS/21 u  CENTURY POUONO 7/
LOCAL LAW ENFORCEMENT BLOCX ORANT 
CRIMINAL AUEN  ASSISTANCE 
E  BYRNE FORMULA GRAN.'S 
7UY8NILE ACCOUNTABILITY BLOCK ORANT 
VIOLENT CFFENDER INCARCERATION

4J121
172

1,430
323
585
505
330
556

4,056
207

1,430
523
585
505
250
556

IASI
207

1,275
0

500
4U0

0
75

-1.S59
0

-155
323
45

-105
•250
-481

-35.4% 
00% 

-10 8% 
n/t 

-145% 
•208% 

tVt
465%

(cobUn d )
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MAJOR DISCRETIONARY (cont'A) FY1958 FY 1999 FY 2000 Prcpo*4 S Chug. V. C h u g .
DEPARTMENT OF LABOR 7 7,473 7,722 249 3J56
DISLOCATED WCRKERS UJ1 1,390 U32 142 102V,
ADULT WORKFORCE DEVELOPMENT 953 955 935 0 0.056
YOUTH ACTIVITIES 1/ 0 0 1,001 1,001 nia
YOUTH TRAINING GRANTS ti 130 130 0 -130 of*
SUMMER YOUTH FROC3UM H 871 871 0 •871 a/a
SCHOOL-TOWCRN (LABCR.) 200 190 116 -74 -38.931
EMPLOYMENT SERVICE STATE ADMIX 762' 762 762 0 0051
ONE S TCT CAREER CENTERS 163 147 130 ad 2056
WELFARE-TO-WORK <V 1,105 893 1,000 107 12.051
UNEMPLOYMENT COMP 5 TATE ADMIN 2,114 2.135 2J06 71 3 3 'i

DEPARTMENT OF TRANSPORTATION S29J40 S34J42 331958 51.816 SJ*/«
AIRPORT OBLIGATION CEILINO 1,700 1,950 1,600 -350 •179%
HIGHWAY OBLIGATION CEIL INO10/ 21,500 25,511 •312 1,801 7.134
h ig h w a y  e x e m p t  f r c m  c b il  WO 1490 1,424 V12 •292 >20.536
STATE A OOMMUNITY HIGHWAY SAFETY 150 150 15: 3 2.0%

MASS TRANSIT:
FORMULA GRANTS 2^00 2,850 3410 460 161%
DISCRETIONARY (SANTS 2,000 2,257 2,451 194 8.631

SUBTOTAL: DISCRETIONARY 599,925 5106,506 5110,153 51,645 1.5%

MANDATORY/E VTITLEMENT FY 1998 FY 1999 FY 2000 Propo«ad
2000 S’S. 1999 

SChug*  34 C h u g .
CHILD NUTRITION 58,797 19,183 59,56* 5385 4.2%
COMMODITY ASSISTANCE PROGRAM 141 131 135 34 IB. 3 36
FOCD STAMPS 24,907 22,5*5 22,487 -98 -0.431
SOCIAL SERVICES BLOCK ® ANT(SS BO) 2499 1,909 2,380 471 24.7%
CHILD HEALTH INSURANCE (CHff) 4435 4,247 4449 2 0.05S
WELFARE REFORM

Child C»eEo ia l« rw«u to S ue*  11/ 2,070 2,167 4,122 1455 90231
Taap a»y  Aaaarxc to Needy F « a ie i (TANF) 16,653 17,034 16,640 •394 •2336

CHILD SUPPORT ENFORCEMENT 2,556 3,009 3,178 169 5.651
FOSTER CARE, ADOPTION ASSISTANCE, AND

INDEPENDENT U M N O *1411 4,922 5,667 745 15.1%
FAMILY SUPPORT AND FRESEF.VAHON 255 275 295 20 7.3%
MEDICAID VENDOR 99.137 102,265 10845* 5493 5.9%
MEDICAID ADMINISTRATION 4473 3.740 5.157 117 1056
VOCATIONAL REHAB STATE (HANTS 2447 2.304 2439 35 1.5%

SUBTOTAL MaNHaTORY/ENTTTLEMENT 5172381 5175.771 5185J95 59,424 5456

|TOTAL: SELECTED CRANTS-ES'-AID 5272J06| 5284,2791 52954481 Sn,069| 3.9361

F O O T N O T E S
V  Th'u progrian uacorparttata taae Rura l Vttlidm Aaaialtmoa Progrmai
2/ F Y  1994 m ciudo i xn o d im c *  apprcpriatuwi e f i l .4  b illum , undbcak F Y  1999 ao idFY  2000 bududa m  odrm ce apprcprittion i f  16 }  b i l l ia i
V  F Y  2060 In d u d n  an adyrnc* appropriation o f 31. 9 b illion .
V  TkaAAtainia»ra4um a  prtpaa'mg f  1125 burorue  iw  the m ax im um  Pa il Gram! Aw ard lo  13J50 fa t  F Y  2 000.
S '  F Y 3000 B am dS u n  fund ing in d u d a  t i l l  m ilh a , fa r Em ly  ilrm dS trrt
6/ Thia program  btdudta fu n d n g  fo rtk eS la z irm i border. A bakan n a iv e  v illagm , categoricol grrmata andinfroaJrurXure grrnita.
V  The COPSprogram  xxp lsc  In F Y  19ft. The h rd d u ra  prop tsao aatm llar " lis t  Caraury Po ild ng  InMaatvt" fo r F T  2<KK>.
t/ Youth Tra in ing Graoata amdStonmtr Youth Frogr.ona ware 'oaociidotadbt Youth A a iv idm  in  the Workforce la nm o nm i A a  c f 1994.
V  The Aabruruatratum  b  prapoabag to reaatharifa th ii program fo r  FY1000. Y keFY1999fund ing  lend  n f lx o  a 9137 m illion

radaton  t o  P .L  103-277.
Ih/ Tha P rm idmd p rcp o aa  to f u n d  th ii progrmaa at 11.4 b il l ia t  la n  than tha maximum  amount prtrridnd b i TEA-31.
I V  F Y  1009 bertudm th aP rm idm t ip a p o a n lto p ro a dU  am adattirmai 11.i  b iH um for low-imceana working fm n it im , teofy tann ing , aaad improring

d ie  pa alky m d  t t fn p  4  child cart.

» 1 S  CanxcL K e rr i*  H t w » d  (20 2 ) <24-5322 

N O A C o n u a  J im  M « i o  (30 2 ) 624-5313
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F R E Q U E N T L Y  A S K E D  Q U E S T I O N S

1. Who are the parties to the Tobacco Settlement? -The parties to the settlement include 46 states (Florida, 
Minnesota, Mississippi, and Texas had previously settled with the tobacco manufacturers), Puerto Rico, the U.S. 
Virgin Islands, Guam, American Samoa, the Northern Mariana Islands and the District of Columbia, Brown & 
Williamson Tobacco corporation, Lorillard Tobacco Company, Philip Morris Incorporated, R.J. Reynolds Tobacco 
Company, Commonwealth Tobacco, and Liggett & Myers.

2. What is the effective date of the tobacco settlement? The parties signed the Master Settlement Agreement 
(MSA) on Monday, November 23,1998, the Master Settlement Agreement Execution Date. States that sued the 
tobacco manufacturers must go to state court and file a motion for the approval of the settlement agreement by 
December 11,1998. States that had not filed a suit, must go to state court to file suit and to make a motion to 
approve the settlement agreement by December 23,1998. The effective dates for the non-economic provisions 
of the MSA vary, but many are related to the MSA Execution date (e.g. 60 days after the MSA Execution date). 
There are two important effective dates related to the economic provisions of the MSA: the State Specific 
Finality Date and the Final Approval Date. The State Specific Finality Date is the date when a state court 
gives final approval to the settlement and the consent decree. The Final Approval Date is the earlier of June 30, 
2000 or the date when 80 percent of the states have obtained State Specific Finality and those states represent 
80% of the payments.

3. When do the settlement funds become available to the states? No funds can be dispersed to the states 
until Final Approval is attained. If the requisite number of states have not reached State Specific Finality before 
June 30,2000, the funds will become available to all states that have reached State Specific Finality on June 30, 
2000. If a state fails to obtain State Specific Finality by December 31,2001, its participation in the 
settlement is terminated.

4. I understand that tobacco manufacturers will begin making payments in December 1998. Where will 
these funds go if they are not available to states until June 30,2000? The payments made by the tobacco 
manufacturers will be deposited into an escrow account. When a state obtains State Specific Finality, the funds 
that are to be allotted to that state will be moved from the general escrow account into a state specific escrow 
account, where the funds will accrue interest and will become available to the state on the Final Approval date.

5. What must states do to attain State Specific Finality? States must get the settlement approved by a state 
court. This includes approval of the consent decree. In addition, all opportunities for appeal of the approval 
must have expired, so that the court’s approval is final.

6. What will state legislatures need to do to implement the tobacco settlement agreement? State 
legislatures will need to enact the model statute included in the Master Settlement Agreement (See question 
#12), regarding the treatment of non-participating manufacturers, before the state begins receiving its allotment 
from the settlement. In addition, if there is any question about the legislative appropriation of the settlement 
funds, legislatures may want to enact laws to clarify' the treatment of the funds under state law. The settlement 
agreement is silent on that issue. Finally, the legislature should probably review the state's consent decree, the 
document that implements the settlement agreement in the state.

7. Wha! is the purpose of the model statute included in the Master Settlement Agreement? What happens 
if my state fails to enact the statute? The model statute creates a reserve fund for non-participating 
manufacturers to pay future claims, establishing a level playing field between participating and non-participating 
manufacturers. The model act must be enacted by states exactly as it is drafted in the MSA (Exhibit T) and 
as a stand-alone piece of legislation or the state must enact a “Qualifying statute," as determined by a 
firm jointly retained by the settling states and the original participating manufacturers. The ruling of the



firm is final. A “qualifying statute" is defined in the MSA as a settling state's statute, regulation, law 
and/or rgle (applicable everywhere the state has authority to legislate) that effectively and fully 
neutralizes the cost disadvantages that the participating manufacturers experience (as opposed to the 
non-participating manufacturers) experience as.a result of the MSA. If a state fails to enact the model 
statute or if a state enacts the model and a court subsequently overturns it. the state allotment will be 
reduced by no more than 65 percent.

8. When the Final Approval Date arrives and the funds become available to the states, who controls the 
funds? The Master Settlement Agreement is silent on the matter; therefore the general belief is that the funds 
will be appropriated according to state law.

9. How are the amounts each state will receive determined? Are the state allotments listed in the Master 
Settlement Agreement the actual amounts each state will receive? The state allotments were established 
by a formula developed by the Attorneys General. These allotments are subject to a number of adjustments, 
reductions and offsets. In addition, the federal government is laying claim to more than half the settlement 
dollars. The exact amount a state will receive is the net of the listed allocation minus any adjustments, 
reductions and offsets and may also be subject to recoupment of any settlement funds attributable to Medicaid.

10. What is the basis of the federal claim on state tobacco settlement funds? The U.S. Department of Health 
and Human Services (DHHS) contends tin t existing Medicaid law (Section 1903(d) of the Social Security Act) 
compels it to recover its share (federal Medicaid matching percentage) of third party payments, collected by 
states on behalf of Medicaid clients, and argues further that state tobacco settlement funds are third-party 
recoveries under the provisions of the Medicaid statute. DHHS has “recouped" some funds from states that 
reached an earlier settlement agreement with the Liggett Group, but temporarily suspended the collection of 
state tobacco settlement funds pending comprehensive federal tobacco legislation. An amendment to the 
Medicaid statute that would exempt tobacco settlement funds from recoupment musl be enacted to 
prevent the seizure of state tobacco settlement funds when they become available to states in 2000.

11. Does the Master Settlement Agreement restrict or earmark the settlement funds? No. States will 
determine how the funds will be spent.

12. if the federal government adopts an excise tax on tobacco products, will my state receive less money 
from the tobacco settlement? Maybe. Under the provisions ol the settlement, if the federal government 
enacts a tax or fee on tobacco products, and uses the proceeds to provide either unrestricted funds to states or 
funds earmarked for health care or tobacco-related health care, these funds would be subtracted from the state 
allotment on a dollar-for-dollar basis. The federal legislation offset would not apply if the funds were 
earmarked for assistance to tobacco growers or impacted communities.

13. Aside from determining funding priorities and enactment of the model statute, are there other legislative 
actions related to the tobacco settlement state legislators might consider? Yes. The settlement 
agreement prohibits the sale and manufacture of cigarettes in packages of less than 20 cigarettes. This 
prohibition sunsets December 31,2001. The settlement agreement also prohibits tobacco manufacturers from 
opposing state legislation prohibiting the sale and manufacture of these small cigarette packages. If a state 
wants to continue the ban, considered a key provision to discourage youth access to cigarettes, state legislation 
would be required. In addition, the settlement agreement identifies areas of state legislation, law and 
administrative rule related to youth access to tobacco products, that the tobacco industry is prohibited from 
opposing. That list provides a starting point for considering future legislation. Finally, there is a wide range of 
youth access issues that are not addressed in the settlement agreement that could be the subject of state 
legislative initiatives.
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D a n i e l  T. B l u e .  J r .

January  19, 1999

The Honorable Bill Clinton 
President o f  the United States 
1500 Pennsylvania Avenue, N W  
W ashington, D C 20500

D ear Mr. President:

T h o m a s  R.  T c d c a i t l e
* H -

“ i.*«y \ /
William T. Pound
c,\i . : l>:rt .: -

W e are writing to urge you to enact legislation early in the 106th Congress that will ensure that 
states retain all o f  their tobacco settlement funds. These funds result from the historic accord 
reached on Novem ber 23, 1998 between 46 states, U.S. territories and com m onw ealths and the 
District o f  Colum bia and tobacco industry representatives. These funds result from the effort put 
forth by state attorneys general in which states solely assumed enormous risks and displayed 
determination to initiate a settlement that will lead to reduced youth sm oking and reduced access 
to tobacco products. These accomplishments mirror similar efforts put forth by four states, 
Florida, Minnesota, Mississippi and Texas, that settled tobacco-related suits in 1997-98 Having 
displayed admirable leadership on this matter, states should not have these settlement funds 
com prom ised  in any way. Furthermore, states are now in the midst o f  finalizing the settlement, 
carrying out the terms o f the settlement agreement and making initial fiscal determinations about 
how to most responsibly apply settlement funds to public health and other needs. W e cannot and 
should not be threatened with the seizure o f  these funds by any entity.

In the fall o f  1997, states were notified by the U.S. Department o f  Health and Hum an Services 
(HH S) o f its intention to "recc ip" the federal match from funds states received through suits 
brought against tobacco manufacturers, citing a provision in existing Medicaid law. Since then, 
HHS has suspended recoupment activities. NCSL believes that suspension should be converted 
into an outright prohibition. States initialed the suits and the federal government played no role in 
these suits or the subsequent settlement agreement. Additionally, the settlement agreement makes 
no mention o f  Medicaid. It is clear to us that the federal government has no claim to these funds. 
W e urge you to further clarify this through legislation.

The nation's state legislators have m ade recoupment prohibition a top state-federal priority for 
1991, W e urge its enactment as expeditiously as possible. States are carrying out the directives 
o f  thi se tt’em ent agreements and cannot tolerate any uncertainty as to the status o f  settlement 
funds t r any other related matter. W e also believe that swift enactment o f  a recoupment 
prohibh»on is critical to our mutual efforts to reduce youth smoking, abate youth access to
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tobacco products and address the econom ic  im p a c to f  anticipated demand for tobacco products. 
W e look forward to resolving this issue w ith  you in the 106th Congress.

Sincerely,

Representative Dan Blue
House Democratic Majority Leader, North  Carolina 
President, NCSL

Representative Paul M annweiler 
House Republican Leader, Indiana 
President-Elect, NCSL

Speaker o f the House, Texas
Chair. Assembly on Federal Issues, N C S L

Senator Richard Finan 
Senate President, Ohio 
Immediate-PasrtPresident, N C S L

4l k-
Senator Jim Costa 
State Senator, California 
Vice-President, N C S L




