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The Master Settlement Agreement
(MSA)

Negoetiated Inf 1998 between 46 states andi the 4
Major tehaceco companies teraddress States pPriox
losses on health care costs related to tohacco

Uses and constrain future: actions

Set forth varieus restrictions on tohacco
marketing anadl corporate enavior

Establishes revenue: stream
estimated to exceed $200 billion for states over

29 \/ears
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The Overarching Research
Question

Comparing 46, states with: an identicall new
and unrestricted revenue: stream,
constittiting an average 2% ofi total
revenues (more than most lottery or
Special revenue sources)

What factors influence state allocation
decisions? And, Where Is the money now?
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The Theoretical Construct

Political
Influences

Budget
Processes and
Financial
Management

Economic
Conditions
MSA
Allocation
Decisions

X

Competing
Systems (e.g.,
education,
transportation,
etc.)

Public Health
and Health
Systems Needs
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Budget Processes
and Revenue Streams

Bldgeting tends te be incremental
Changes are effected at the margin

Revenue once absorbed Is difficult to
redirect

General revenues become part of the
“base”

In the elected and! legislative world, all
money. Is fair game
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States’ Allocation of MSA Funds by Reporting Category

Number and Percentage of States Reporting in MSA Funds in Category of Expenditure/Allocation (Based on GAO Reports)

Fiscal
Year

Budget
Shortfalls

9
(19.6%)

18
(39.1%)

2
(15.2%)

2005 4
projec (8.7%)
ted

Debt Economic
Service Developmen
on t and
Securitiz Tobacco
ed Growers

v
(15.2%)

7
(15.2%)

8 7
(17.4%) (15.2%)

13 7
(28.2%) (15.2%)

14 7
(30.4%) (15.2%)

Education
and Social
Services

19
(41.3%)

24
(52.2%)

23
(50.0%)

27
(58.7%)

25
(54.3%)

General
Purpose
and
Reserves

23
(50.0%)

23
(50.0%)

19
(41.3%)

26
(56.5%)

24
(52.2%)

Health

35
(76.1%)

38
(82.6%)

37
(80.4%)

36
(78.3%)

35
(76.1%)

Infrastru
cture

10
(21.7%)

=
(15.2%)

7
(15.2%)

8
(17.4%)

8
(17.4%)
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Tax
Reductions

2
(4.3%)

il
(2.2%)

1
(2.2%)

1
(2.2%)

Tobacco
Control

36
(78.3%)

35
(76.1%)

30
(65.2%)

29
(63.0%)

29
(63.0%)

Unallocate
d

21
(45.6%)

11
(23.9%)

12
(26.1%)

9
(19.6%)

7
(15.2%)




2001

2002

2003

2004

2005
projec
ted

Average Allocation of MSA Funds by Reporting Category

Average of States’ Reported Proportional Use of MSA Funds by Category of Expenditure/Allocation

Debt Economic
Service Developm
on ent and
Securitiz Tobacco
ed Growers

Educatio
n and
Social

Services

General
Purpose
and
Reserve
S

Infrastruct

Tax Tobacc

Reductio o Unallocat
ure w
ns Control
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Trends of Total MSA Fund Investments
Using GAO Reporting Categories
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Factors Influencing Allocations - The Data

Dependent Variables: Five GAO Reports Representing Six Years (2000 - 2005)
with Allocation Categories and Two Weighted Composites

Independent Variables

m States’ Economic and Employment Conditions
State Own-Source Revenue Per Capita, 2000-2003
Annual Unemployment Rates, 2000 — 2004
Three Year Average Median Household Income, 2001-2003
Tannenwald’s Index of Fiscal Comfort, 1996

= States’ Health Care Needs Specifically Related to the MSA
State Population
Medicaid Expenditures as a Percentage of Total State Expenditures, 2000-2003
Medicaid Payments Per Enrollee, SFY2001
State Health Expenditures as a Percentage of Total State Expenditures, 2000-2003
Lung Cancer Attributable Death Rates, 1997-2001

= Budget Process and Political Influences
State Fiscal Management, GPP Scores 1999 and 2001
Restriction Against Supplantation
Tobacco Growing and/or Manufacturing State
State Political Culture, Revised Sharkansky Scale
State Party Control, 2000-2004
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State MSA Investment Scores (Four Point Composite), FY2001 — FY2004
Ordinary Least Squares Regression Results

Independent Variable - FY2001 FY2002 FY2003 FY2004
Annually Adjusted as Required
Estimated t-value Estimated t-value Estimated t-value Estimated t-value
Coefficient (p-value) Coefficient (p-value) Coefficient (p-value) Coefficient (p-value)
(Constant) 279.513 1.360 304.626 1.925 161.519 .909 391.471 2.191
FM GPP Score -12.368 -.616 20.219 1.330 26.048 1.452 32.594 1.2
Restrictions Against Supplantation .210 .007 -7.639 -.330 9.033 .361 13.723 .504

Tobacco Growing/Manufacturing
S -4.758 -.108 -50.020 -1.402 -31.477 -.828 -4.478 -.109

Political Culture -5.846 -.635 3.509 .486 14.387 1.734* 6.337 717
State Party Control -5.196 -.900 -10.400 -2.056** -.914 -.172 -7.544 -1.378
State Population .000 .599 .000 1.858 .000 1.115 .000 -.252

Medicaid Expenditures as % of
Total State Expenditures -4.932 -.690 -10.750 -1.943* 1.766 .270 1.851 .293

Medicaid Payments Per Enrollee,
FY2001

State Health Expenditures as % of
Total State Expenditures

Smoking Attributable Lung Cancer
Deaths, 1997-2001

State Own-Source Revenue - U. S.
Census Bureau

Annual Unemployment Rates

Average Median Hous ehold
Income, 2001-2003

Tannenwald's Index of Fiscal
Comfort, 1996

Model R2

F value/Significance
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Factors Influencing Allocations -
The Findings

Economic (specifically, uUnempleyment
conditions) arerassociated With categoencal and
everall MSA spending. Other econemic factors
ave litte or ne predictive utility.

IHealth status concerns andi related fiunding
demands; do net Increase MSA Investments In
health areas

Past Medicaid expenditures; appear to, e
assoclated with greater spending on budget
shortfalls, reflecting a “crowdingl eut”
phenomenon
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The Findings

Procedulal aspects of budgeting have no
elbsenved relationship with “rational” spending

be
Su

Po

Javior fer the MSA. Safeguards against
pplantation make ne difference.

itical factors (parnty andi culiure) are

assoclated with MISA spending, buit only.
eccasionally’ and not consistently,

TO

Paceo producing states will spend MSA

fiUnding torsupport tehacco growers and regions;
other investment choices for these states are
distinctive
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The Findings

Bludgeting hehavier with the MSA tends to be
lncrementall (predicted more by pProK year
fiunding patterns tham: any. rational,
environmental factors), but noet always

In times of extreme fiscall stress, states may.
tend toward budgeting hehavier that Is shaped
Py economic and environmental forces (I.e.,
punctuated equilibrium)
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Policy Considerations

Econemics anal Equity.
s SMoking Rates and Settlement Dollars
= Doner anadl Beneficiary: States

Litigation as Poelicy Tool and Means of
Generating Revenue
How Forty-Six States Agreed

= Recognizing that the MSA Actors Were net the
Budget Players
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Per Capita Cumulative MSA Funding for 2000 through 2005*
(Using 2004 Estimated Population Figures)

State Per Caplta State Per Caplta
MSA Funds MSA Funds

Alabama 146.42 New Hampshire 210.86
Alaska 223.66 New Jersey 184.80
Arizona 104.71  New Mexico 128.68
Arkansas 126.15 New York 120.70
California 74.06 North Carolina 116.59
Colorado 125.07 North Dakota 239.26
Connecticut 218.43 Ohio 183.19
Delaware 200.41 Oklahoma 117.89
Georgia 114.47 Oregon 133.10
Hawaii 202.57 Pennsylvania 192.03
Idaho 100.26 Rhode Island 278.29
Illinois 143.78 South Carolina 115.83
Indiana 135.28  South Dakota 188.27
lowa 121.65 Tennessee 172.39
Kansas 129.05 Utah 70.47
Kentuc ky 176.05 Vermont 259.80
Louisiana 208.38 \Virginia 112.62
Maine 245.08 Washington 137.89
Maryland 172.26 West Virginia 203.99
Massachusetts 267.25 Wisconsin 157.53
Michigan 181.77 Wyoming 210.31
Missouri 145.65 Mean Per Caplta 163.57
Montana 189.97 Minimum 70.47

Nebraska 131.63 Maximum 278.29

Copyright 2007, Valerie Hepburn, vhepburn@gsu.edu




Five-Year Average Use of MSA Funds for Tobacco Control
as compared to State Smoking-Attributable Lung Cancer Rates
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Policy Considerations

TThe Cost of “Free” Revenues
a Fallure to correct structural imbalances
» Lack of commitment te the agreement

'he Case for Securitization
The Merits of Earmarking

Tax Purpose — Suppression of Use or
Creation off Revenue?
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Learnings and Future Steps

Health advecates need te be better versed In
pudget and finance theory and Processes

Litigation’ may: be a teel for punishment and
remedies;, Ut not ideal for “punlic” finance

The imbalance lhetween treatment and
prevention in the US will drive resoulces

Unrestricted revenue will be treated as just that

Copyright 2007, Valerie Hepburn, vhepburn@gsu.edu



Learnings and Future Steps

Electeral time: frame: makes litigation and
taxation “deals” unsustainable

Persenalities are fleeting, politics Is everlasting

Bludgets don't change pelicies; Policies must e
UiSed te change buadgets

Ber careful using| “sin’ taxes™ as a means te create
[evenue stream

Wihat deal have we ferged — with eur officials,
for eurselves?

Copyright 2007, Valerie Hepburn, vhepburn@gsu.edu



