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* INVEST OPINION: WE REMAIN NEUTRAL ON RN AND UST AND ACCUMULATE ON MO
Over the last two years, the legislative, judicial, and regulatory
environment confronting the domestic tobacco industry has become
increasingly difficult and has lead to our relatively cautious industry
cutlook. As tobacco issues have become more politicized, election outcomes
-= and subsequent tobacco policy implications -- are likely to become
increasingly important to the industry.

Since the election of Prasident Clinton, there has been a significan<
negative shifv in Washington's Le slavive/regulatory attitude towards the
industry. This, combined with a well above normal level ¢f tobacco-related
lggues currently outstanding (class-action lawsuit state

1icare/Medicaid s 5; EPA findings that second-hand smoke i1is a human
Lreinogern: OBHA's discussions of workplace smoking restrictione: FDA's
investigations of alleged nicotine manipulation and addiction, excise
, health-care form, and s0 on) makes the outcome of today's election
particularly important. Overall, we believe that election developments
could be itive for the tobacco industry: the magnitude of the victory
T the industry is the uncertain issue. Below, we review the key election

igssues as related to the tobacco lndustry:
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President to pass health-care refcrm Legislart:
isimilar in scope year's proposal) during the second-half of his
term. Inscofar as exsi taxes are likely to be an element of health-care
reform legislation, anything that would potentially make the passage of a
"Clinton"-styled heath-care bill more difficult, is a net positive for the

tobacece industry.
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* POTENTIAL REPUBLICAN MAJORLTY CONTROL OF SENATE AND/OR HOUSE
Pelitical pundits gensrally believe that there is a 40-60% probability that
the Republicans can gain control of the Senate (seven seat pick-up
necessary), and a somewhat smaller likelihood that Republicans can gain
control of the House (40 seat pick-up is necessary). The ruling party in
easch chamber determines the respective chairmanships of all Congressional
mittees and subcommittees. Therefore, for example, if the Republicans
were to gain majority control ¢f the House, Representative Waxman (D-
Calif.:, who is among the most visible anti-tobacco legislators, would no
longer be Chairman of the House Energy and Commer Committeea's
Subcommittes on Health and the Environment. I[f the Republicans were to gain
cantrol of the Senate, Sen. Moynihan (D-N.Y.;, who has proposed significant
increases in federal excise taxes, would lose the chairmanship of the
powerful Senate Finance Committee.
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In Florida, Jeb Bush, the Republican candidate for governor, is running
against Gov. Lawton Chiles. Gov. Chiles approved a bill that allows the
state to sue the tobacco industry under extremely favorable conditions
legislation has been appealed). Gov. Chiles has indicated that he
to "snuff out the Marlbhoro man."

SEVERAL STATE TOBACCO EXCISE TAX INCREASES ARE ON THE BALLOT, INCLUDING

1) CALIFORNIA ~- Proposition 186 would raise the state per-pack cigarette
excise tax by $1.00, to 8$1.37 from $0.37, effective January 1, 1996. The
proposed excise tax increase is one element of an overall comprehensive
health-care reform program. Also on t ballot in California is proposition
188, which has been supported by the tobacceo, hotel and restaurant
industries. Proposition 188 would set state-wide standards on smoking
restrictions.

2) ARIZONA == Proposition 200 would raise the per-pack cigarette tax by
$0.40, to $0.58 from $0.1%. Funds are expected to be put toward health-care
programs and tobacco-related education.

lolo}ie

COLIORADO - - Amendmant . would rd the state per-pack cligarette excd
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tax oy SO.50 per pack, te S0.70C from $G.20.
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