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(1)

THE NECESSITY OF A TOBACCO QUOTA 
BUYOUT: WHY IT IS CRUCIAL TO RURAL 
COMMUNITIES AND THE U.S. TOBACCO

INDUSTRY 

TUESDAY, APRIL 13, 2004

U.S. SENATE, 
SUBCOMMITTEE ON PRODUCTION AND PRICE 

COMPETITIVENESS, COMMITTEE ON AGRICULTURE, NUTRITION 
AND FORESTRY, 

Washington, DC. 
The subcommittee met, pursuant to notice, at 10:08 a.m., at the 

Central Tobacco Marketing Exchange, Smithfield, North Carolina, 
Hon. Elizabeth Dole, [Chairwoman of the Subcommittee], pre-
siding. 

Present: Senator Dole. 

STATEMENT OF HON. ELIZABETH DOLE, A U.S. SENATOR 
FROM NORTH CAROLINA, CHAIRWOMAN, SUBCOMMITTEE 
ON PRODUCTION AND PRICE COMPETITIVENESS,
COMMITTEE ON AGRICULTURE, NUTRITION, AND
FORESTRY 

Senator DOLE. Good morning, ladies and gentlemen. As Chair of 
the Subcommittee on Production and Price Competitiveness on the 
Senate Agriculture, Nutrition and Forestry Committee, I am 
pleased to call this subcommittee hearing to order. 

When I was elected to the U.S. Senate, I chose to serve on the 
Agriculture Committee and to Chair this subcommittee because I 
wanted very much to help advance one of the chief issues from my 
campaign. That issue, of course, is tobacco quota buyout. 

This hearing is not intended to repeat what has been examined 
in previous hearings. The Senate Agriculture Committee held sev-
eral hearings on the tobacco buyout when the issue first came to 
national attention in 1998. This past year, the House Agriculture 
Committee held a hearing focusing on the positions of the growers, 
the companies and the public health community. 

Their positions are important, obviously, and those who wish will 
have the opportunity to submit comments for this record any time 
before the end of this week. 

The real purpose for the hearing today is to examine this issue 
from a different vantage point, to look at it from the perspective 
of the long-term viability of the tobacco farm family and the rural 
community that depends on tobacco production. 
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In the year 2003, farm receipts from tobacco sales were less than 
$600,000,000; a decline of over $500,000,000 as compared to 1997. 
That equates to a $1.1 billion hit on North Carolina’s economy at 
current quota levels. The decline in our tobacco industry will con-
tinue to cause a negative ripple effect across our state. 

Tobacco production is crucial not only to our farmers and our leaf 
dealers, it also affects our equipment dealers, chemical dealers and 
so many others. Under the status quo, we are simply exporting eco-
nomic progress to Brazil and other developing countries when in 
fact we could be doing a better job here if only given the oppor-
tunity. 

I look forward to the testimony of two of North Carolina’s Con-
gressmen, our farm leaders, the leaf dealers, financial institutions, 
one of the major players in crop protection and the Chairman of 
the Johnston County Board of Commissioners; all of whom will pro-
vide their valuable insight on the need for a tobacco quota buyout 
from their particular area of expertise. 

Before we move to the panels, let me give a brief overview of 
where the buyout stands in the U.S. Senate. As all of you know, 
this past year, the tobacco state members of the Senate for the very 
first time were able to come together on a consensus bill that was 
placed on the Senate calendar and we were very proud of the fact 
that we were together on that legislation. 

Given the current make-up and interest of the members of the 
Senate, and perhaps most importantly given the rules of the U.S. 
Senate, the object was to attach the buyout to FDA regulation after 
that piece of legislation was marked up in the HELP Committee, 
which is the Health, Education, Labor, and Pensions Committee in 
the Senate. 

Because a deal could not be reached with the public health com-
munity, an FDA bill was never reported from the Committee, end-
ing our hopes of passing a tobacco buyout coupled with FDA regu-
lation on the Senate floor before the end of the first session. 

Considering the quota cut that was looming at the time and the 
necessity of getting this buyout achieved, we led an effort to try 
and get a buyout attached as part of the end of the year consoli-
dated spending bill called the Omnibus Bill. 

Because a bill had not passed on the floor of either chamber—
the House or the Senate—in the final analysis there just was not 
enough support to get it included in the Omnibus Bill. 

That effort did raise the profile of this issue significantly, and we 
remain committed to leaving no stone unturned as we move for-
ward this year. 

Now, it is my goal that our hearing today will help keep this 
issue on the front-burner and provide those skeptics in non-tobacco 
states an opportunity to see a different side to this issue than per-
haps what they’ve been witness to so far. 

At this point, I would like to introduce the Subcommittee’s first 
panel, my colleagues on the House side, Congressman Richard 
Burr, who represent many of the smaller tobacco farmers in this 
state from the fifth district, and Congressman Bobby Etheridge, a 
tobacco farmer himself whose district we are in today. 
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They will present their views on the tobacco buyout and any 
other comments they’d like to make regarding the status of this im-
portant issue in the House of Representatives. 

[The prepared statement of Senator Dole can be found in the ap-
pendix on page 38.] 

Congressman Burr, welcome. 

STATEMENT OF HON. RICHARD BURR, A REPRESENTATIVE IN 
CONGRESS FROM NORTH CAROLINA 

Mr. BURR. Thank you very much, Senator Dole, and more impor-
tantly, thank you for holding this important hearing and for invit-
ing Representative Etheridge and I to testify before you on the sta-
tus of buyout legislation in the House of Representatives. 

If I could also, let me thank the audience. It is wonderful to see 
that you understand the importance of this issue to this state—to 
every community, to the families that make up those communities 
and at some point in this process, we will rely on you to really be 
the push that hopefully helps us push this legislation over the goal 
line. 

As you and many others know, Senator Dole, several months 
worth of effort—starting in January with a core group of tobacco 
state members—recently culminated in the introduction of H.R. 
4033, the Fair and Equitable Tobacco Reform Act of 2004. 

The lead authors of the legislation, which was introduced with 
thirty-five original co-sponsors, are Representative Bill Jenkins of 
Tennessee and North Carolina’s Mike McIntyre. It’s now at 38 co-
sponsors, including seven North Carolinians, and we expect to pass 
the Fletcher co-sponsorship total of 42 when we return to session. 

The teaming up of Representative Jenkins and Representative 
McIntyre is significant. They are the Chair and the ranking mem-
bers, respectively, of the Specialty Crops Subcommittee of the 
House Agriculture Committee, which has jurisdiction over the to-
bacco issues, including quota buyout proposals. 

H.R. 4033 is the first quota buyout bill Representative Jenkins 
has sponsored or co-sponsored. H.R. 4033 proposes to pay quota 
holders $7 a pound and active producers of tobacco $3 a pound over 
a 5-year period. 

It would do so by diverting revenues from the Treasury up to a 
ceiling that is determined by the total revenue received by the gov-
ernment through the tobacco taxes. The payments would be based 
on 2002 quota. Estimates place the total buyout payments under 
the Bill at approximately $9.6 billion; unlike previous quota buyout 
bills, though; however, H.R. 4033 would not result in the termi-
nation of phase II, meaning that approximately $3 billion in phase 
II checks would continue to be mailed. 

Finally, the bill would limit tobacco production post-buyout to 
traditional tobacco counties plus contiguous counties, similar to the 
Georgia model in the McConnell Buyout Bill. 

The impact of H.R. 4033 on North Carolina’s economy, particu-
larly in tobacco communities, would be tremendous. Estimates by 
agricultural economists put the total economic impact of the Bill for 
North Carolina at $6.1 billion over 5 years as farmers and quota 
holders pay off debt, diversify crops, obtain training and education, 
or simply spend more on goods and services for their families. 
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It is believed that this new economic activity would support more 
than 11,000 jobs—many of them in areas where employment oppor-
tunities surely are lacking. As a 9-year representative of tobacco 
country in the House, I am fully aware of the dire situation facing 
our state’s tobacco families and communities. 

Introduction of H.R. 4033 represents one step in our effort to al-
leviate some of the problems facing tobacco production in our state 
and a great deal of work still needs to be done. To be fair, that 
work has been and will remain an uphill effort. If it were easy, we 
would have finished the process months, if not years, ago. 

We are working on a number of fronts to get this proposal mov-
ing through the Agriculture Committee and to the floor of the 
House for consideration. We are pursuing opportunities for the Bill 
to be considered as a stand-alone measure, but we are also working 
to identify possible vehicles for the buyout to be attached to. Our 
efforts in the house have been focused more around what we can’t 
do than what we can do. 

Our leadership has indicated that they will not move any buyout 
that is perceived to increase taxes, so we had to eliminate user 
fees, assessments, increase in the Federal excise tax and other op-
tions. Taking care of this particular issue gives us the bonus side 
effect of allowing Phase II to stay intact. 

They also indicated to us that FDA was a non-starter in the 
House of Representatives, so we had to remove that from consider-
ation. They told us last year’s efforts were too expensive, so we had 
to come down on the payment level. We have worked to overcome 
those hurdles, and I believe that H.R. 4033 presents us with an ex-
cellent alternative to tries that we have had before. 

Is H.R. 4033, at $9.6 billion, a smaller buyout than what we 
would like? Absolutely. Would we prefer to be able to offer quota 
holders and farmers $8 and $4? Certainly. 

Unfortunately, the political and economic realties we face pre-
vent either from having a chance. Politics is the art of the possible 
and I, for one, would rather get the buyout done than spend time 
lamenting the fact that the buyout couldn’t be bigger. The situation 
on the ground in tobacco communities is too desperate for fantasy, 
and we simply can’t afford to let the perfect become the enemy of 
the good. 

Our effort here is to jumpstart the legislative process. It has been 
stalled for far too long. We have identified some technical and defi-
nitional corrections that need to be made in H.R. 4033, but we 
firmly believe those issues and potentially some of the others men-
tioned above can be resolved in a conference with the U.S. Senate. 
We need to get to conference first. 

Senator Dole, thank you for the opportunity to be here. I would 
be happy to answer questions that you might have. Thank you, 
very much. 

Senator DOLE. Congressman Etheridge. 

STATEMENT OF HON. BOB ETHERIDGE, A REPRESENTATIVE 
IN CONGRESS FROM NORTH CAROLINA 

Mr. ETHERIDGE. Thank you, Madame Chair, and Senator Dole, 
let me thank you for holding this Subcommittee hearing and 
issuing the invitation for myself and Representative Burr to join 
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me today. As a Johnstonian who grew up just down the road on 
a tobacco farm, welcome you to my hometown here, and having 
driven over this morning from Harnett, where Faye and I own 
some property and have a tobacco farm, we really appreciate this 
opportunity to talk about an issue that’s important to the people 
in this audience today and a lot of others who aren’t here today. 

As you mentioned, last July, the House Agricultural Committee 
held a hearing and testimony from tobacco growers, from compa-
nies and from the health community on the possibility of a tobacco 
buyout. The focus of that hearing, as you know, was to hear about 
the issue at that time and starting to move a piece of legislation. 

The focus of this hearing today is why a buyout is critically im-
portant to rural communities, and I commend you for that. It’s im-
portant. I do want, though, to applaud you for having the hearing 
and looking at the broader scope of this issue. 

A buyout—or even more importantly, the failure to pass a 
buyout—would impact banks, agri-business, rural towns and com-
munities and even county government. The entire economy and the 
infrastructure of rural North Carolina could be transformed by the 
billions of dollars that would be made available from the invest-
ment of a buyout payment. 

This hearing and the testimony that you will hear later today 
will broaden and talk about those benefits. I commend you for hold-
ing the hearing and thank you for it. 

I also want to talk briefly about the buyout efforts in the House 
during this Congress. Five tobacco buyout bills have been intro-
duced in the House of Representatives. These bills differ widely in 
how much each farmer would be paid, or quota holders, whether 
there would be any kind of safety net for farmers in a post-buyout 
world. 

Unfortunately, none of these, as you have already heard from 
Congressman Burr, have anywhere. Everyone here wants to know. 
Why can’t we pass a buyout? That is really why you are here today. 
You want to know how Congress can pass a bill that will give relief 
to the farmers in North Carolina. 

There are people in this audience and some have already men-
tioned it to me, why in the world can we pass a bill to send billions 
of dollars to Iraq that help put that country back together and we 
can’t have just a little bit of money to help our farmers here in 
North Carolina and across the southeast who are hurting or are in 
deep trouble. 

I believe, and I would think you and Congressman Burr would 
agree, that the single biggest obstacle to passing buyout legislation 
is really the lack of political leadership at the highest level. We can 
plan and fuss and work all we want to, but it’s going to take lead-
ership at the highest level—a leadership, for one reason or another, 
that cannot help members from tobacco producing states answer 
our most difficult question and that is how to pay for a buyout. 

The bottom line—and Congressman Burr talked about it, we all 
want to talk about it—that is really, the ultimate issue. 

The Senate buyout plan introduced by Senate Majority leader, 
Whip Mitch McConnell and yourself last year, and I commend you 
for it, answered this question and what it wanted was an assess-
ment to be paid by the tobacco companies. That was enacted. 
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This is similar to the same user fee in the approach of a piece 
of legislation introduced by then-Congressman Ernie Fletcher and 
myself. Unfortunately, that bill was characterized as a tax increase 
and did not get going, and I believe those attacks against you and 
your approach were unfounded and absolutely irresponsible. As 
your office so succinctly put it, ‘‘assessments against the cigarette-
makers are not a tax’’—and I happen to agree. 

With our country facing a $521 billion deficit, finding a budget-
neutral way to pay for a buyout, I believe, strengthens our argu-
ment for the passage of a piece of legislation this fiscal year. 

The Jenkins buyout bill mentioned by Congressman Burr would 
pay for a buyout by using five cents of the current excise tax. How-
ever, this approach has faced heavy criticism from the Speaker al-
ready in, and Riley and Locall in Washington, and he has said that 
‘‘we are not going to add to the deficit.’’ ‘‘Well, if we aren’t going 
to use that, and we aren’t going to use an assessment,’’ my ques-
tion is how do we get there? 

Some authors of the Jenkins buyout legislation publicly acknowl-
edged that the leadership has told them that the $7 and $3 bill 
that would provide funds for farmers in Georgia is too generous—
to the tobacco farmers and quota holders. Everybody in this room 
would absolutely disagree with that statement. Well, we started 
out much higher and now we keep getting chiseled down and 
squeezed again. 

If we can’t raise excise taxes and if user fees and assessments 
are unacceptable, and if the leadership opposes using current ex-
cise taxes, what else is left for us? The situation of tobacco farmers 
has deteriorated so badly and for so long, that they desperately 
need the relief that the buyout offers, regardless of the source of 
the funding. We have to have some relief. 

In my view, a viable buyout must have two components. First, 
it must fairly compensate the farm families and quota holders 
whose lives have been uprooted by the economic catastrophe that 
we have faced now for the last several years. 

Second, we must be able—and this is the critical piece—we have 
to be able to get the votes in the House and the Senate to pass this 
legislation and then we have to get the signature of the President 
of the United States if we hope to get relief for the people on the 
farm in our communities. 

If a buyout meets these criteria, I have said from day one I will 
support it regardless of who introduced it; regardless of what part 
of the country they come from; regardless of what their party affili-
ation is—and you would agree with that. It doesn’t matter. The fact 
is, we need to get the job done. 

Anything else that we talk about or anything else is shown is 
nothing more than window dressing. Our focus should be and 
should remain on helping North Carolina’s farm families and mak-
ing sure that they aren’t forgotten one more time and we just do 
a lot of talking. The tobacco companies have plenty of friends to 
protect their interests in Washington. My focus is on the farmer 
and I know, Madame Chair, that is what your focus is, and I thank 
you this morning. 

North Carolina is fortunate to have you engaged in this issue. 
Our state also is lucky enough to have farm leaders, who are fight-
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ing every day for a buyout this year. Let me take just a moment, 
if I may, to commend several of them. I don’t know if they are here 
today or not. 

Keith Parrish, who is a past president of the Tobacco Growers 
Association, has walked the halls in Washington many, many days 
and he continues to do it. 

Larry Wooten and the Farm Bureau folks—they have been in 
Washington almost every week to bring the attention to the Mem-
bers of Congress and to the National Association and Bruce Flye 
and his Stabilization Team have been working to broaden support 
for a buyout among the health groups in this country whose sup-
port we are going to have to have if we are going to get any legisla-
tion passed in Congress. 

Finally, Sam Crews, the current North Carolina Tobacco Growers 
Association President has kept the faith of his members who, after 
facing year after year of disappointment, have almost given up 
hope—but not quite. They are still there fighting. 

I look forward to reviewing all the testimony that comes in today 
and thank you again for holding this hearing. 

Tobacco farmers and quota holders are just barely hanging on 
the edge of a cliff by their fingertips. This December, when the to-
bacco community faces a possible thirty-three percent cut in 
quotas—that just might be the last straw—and who’s going to be 
there to catch them? We can do it if we make this buyout a top 
priority and we get the leadership focused and this becomes part 
of their commitment when they need our vote for something very 
important in the halls of Congress in Washington, DC. 

Thank you, Madame Chair. I look forward to any questions you 
might have. 

Senator DOLE. Thank you very much. I will apply the usual pro-
fessional courtesy for my colleagues. There is no question that to 
achieve a tobacco buyout, we must have strong bipartisan support. 
There are many obstacles to overcome. Everyone has a constituency 
they must report to. Our problems have not arisen overnight, as we 
all know. It goes back for a decade. 

I want to thank both of you for your testimony this morning. It 
is imperative that we accomplish a tobacco quota buyout this year 
and I look forward to our continued work together to reach this 
goal. Thank you very much for being with us this morning. 

Senator DOLE. Now I would like to call forth the second panel; 
Larry Wooten, President of the North Carolina Farm Bureau; 
Bruce Flye, President of the Flue-Cured Tobacco Cooperative Sta-
bilization Corporation; Sam Crews, President of the North Carolina 
Tobacco Growers Association and Keith Parrish, President of the 
National Tobacco Growers Association. 

Mr. Wooten, will you start, please, and we will proceed one by 
one down the panel. Welcome. 

STATEMENT OF LARRY WOOTEN, PRESIDENT, NORTH 
CAROLINA FARM BUREAU, RALEIGH, NORTH CAROLINA 

Mr. WOOTEN. Thank you very much, Senator Dole. North Caro-
lina Farm Bureau is pleased to testify today on this critical issue 
of a buyout of the tobacco price support and quota system. Senator 
Dole, I want to thank you for putting your shoulder to the wheel 
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on behalf of North Carolina’s farmers and quota owners in pushing 
for a reasonable buyout of this badly broken system. 

We recognize that this is not an easy issue to tackle. You have 
made it your top priority and have worked tirelessly in a bipartisan 
manner to move this issue toward a successful conclusion. For this, 
all of us thank you. 

The tobacco price support and quota system has been good to 
farmers. I cannot say enough good things about the economic, so-
cial and environmental benefits that this sound program has 
brought to thousands of North Carolina communities since its in-
ception in the forties. Today, the program is not working for farm-
ers and the tobacco industry for the following reasons: 

No. 1, the tobacco price support program was never designed for 
the current intense world competition that our farmers face today. 

No. 2, the price support program was never designed for the 
massive, large-scale farming operations that many of us have today 
in this state. 

No. 3, the tobacco price support program was never designed to 
operate under the current marketing conditions, especially con-
tracting. 

Last, the Federal tobacco price support program was never de-
signed to withstand the consequences of the Master Settlement 
Agreement. 

North Carolina’s rural economy has taken many hits as tradi-
tional industries, including tobacco, resize, restructure and adjust 
to world economic realities. According to Dr. Blake Brown, Exten-
sion Economist at North Carolina State, and Senator Dole alluded 
to these numbers in her opening statement. North Carolina farm-
ers have seen a $500 million drop in annual farm gate income from 
tobacco since 1997. 

Barring a weather disaster, economists are forecasting potential 
for another $200 million loss next year because of an unprece-
dented forecast of another huge quota cut of around thirty percent. 
These combined figures represent a $700 million loss of equity that 
is used to finance farming operations. Anyone who operates a busi-
ness understands what happens when the balance sheet reflects 
such a loss of assets. 

I am sure that the panel of Ag lenders who will be up next will 
address the impact of the loss of collateral on credit worthiness and 
the ability to repay loans. 

If—and I say if—the projected quota cut for 2005 would come to 
pass, the Flue-Cured Tobacco Stabilization Coop will again be 
under tremendous pressure to mitigate the impact. I am sure that 
the Coop chairman who will speak next will explain the difficulty 
and the consequences on that board of further intervention. 

In addition, quota cuts of additional sizes signal the end of the 
United States being a reliable supplier of flue-cured tobacco to the 
world market. We have steadily lost foreign buyers due to high 
prices and low leaf selectivity. 

Further loss of quota, ladies and gentlemen, I fear will seal our 
fate. Our foreign customers are watching this buyout issue very 
closely and they are being forced to make business decisions on 
whether to remain customers of American leaf. Once we have lost 
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these markets for leaf tobacco, it will be extremely difficult to get 
them back. 

Additional quota cuts will cause the already high rent for quota 
to further escalate—neighbor bidding against neighbor; friend 
against friend for whatever quota there is left to rent. We will see 
farmers forced to exit tobacco farming without an option for orderly 
transition or have a safety net. 

As we will have to consider massive restructuring of the current 
program to salvage some stability for tobacco producers, the ques-
tion is who will win that political tug-of-war—the east, the pied-
mont, the quota owners or the producers? 

Tobacco quota impacts farmland values. The check-off funded ex-
port promotion program run by Tobacco Associates is currently 
running out of necessary funding. The check-off funded Tobacco Re-
search Commission that is so important to the future of this indus-
try is also hurting. 

As assessments spiral out of control, the whole no-net-cost infra-
structure has become a house of cards and is on the verge of col-
lapse. All of you know that political realities make Federal funding 
of these programs impractical. Where do we go and what do we do? 

The impending collapse of the tobacco price support system, la-
dies and gentlemen, will be a harsh and financially devastating oc-
currence for farmers and rural North Carolina. We have plowed 
this row, Senator Dole, to the cliff and we can go no farther. 

Farmers were not at the table when the Master Settlement 
Agreement was negotiated in 1998. The public health community 
hoped that the Master Settlement Agreement would begin the de-
mise of tobacco and cigarette manufacturing. Senator Dole, just the 
opposite happened. 

Today, we have startup cigarette companies that are not only 
growing but they are thriving and prospering using cheap, im-
ported tobacco and making minimal contributions to the Master 
Settlement Agreement funds. Because of the impact that the Mas-
ter Settlement Agreement has had on the quota system, our farm-
ers all across tobacco regions in the southeast United States are 
swallowing the economic consequences while state governments 
and city governments balance their budgets with the proceeds of 
the settlement. 

Senator Dole, for there to be a future for North Carolina tobacco 
farmers, our producers must be unfettered from a program that I 
said earlier has been extremely beneficial to this industry but has 
regrettably run its course. Farmers must be allowed to compete 
and meet their customers’ needs, and this can only be obtained 
when we have a complete, adequately funded, total buyout of the 
current tobacco quota system. 

Adequate compensation for their investment in this program will 
allow many farmers to exit the industry with dignity. However, 
there must be a stable future for those farmers who wish to invest 
in growing and continue selling tobacco. 

Senator Dole, in conclusion, North Carolina Farm Bureau is at 
your disposal any time, any where, any place to continue to work 
in a serious way with any group—the cigarette manufacturers, the 
leaf dealers and the public health community and other farm orga-
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nizations to make certain that farmers have a future. Thank you 
for giving me this opportunity. 

Senator DOLE. Thank you. Mr. Flye. 
[The prepared statement of Mr. Wooten can be found in the ap-

pendix on page 41.] 

STATEMENT OF BRUCE FLYE, PRESIDENT, FLUE-CURED
TOBACCO COOPERATIVE STABILIZATION, BATTLEBORO, 
NORTH CAROLINA 

Mr. FLYE. Thank you, Senator Dole. On behalf of the member-
ship of Flue-Cured Tobacco Coop Stabilization, I appreciate the op-
portunity to submit testimony regarding the economic plight of to-
bacco farmers and the future of tobacco production in the United 
States. 

In 1998, the Master Settlement Agreement attempted to address 
the plight of our tobacco farm communities. Unfortunately, neither 
tobacco farmers nor community leaders were allowed to participate 
in these discussions. Tobacco companies raised the prices of tobacco 
products to pay for the Master Settlement Agreement and to pro-
tect their profits. 

The very foundation of their prosperity—tobacco farmers and 
their communities—were left out. A user fee to pay for the tobacco 
quota buyout would help rectify this mistake. 

Since then tobacco quota reductions of almost fifty percent, sky-
rocketing quota rent and thousands of tobacco farmers and their 
families are being pushed to verge of bankruptcy. While the tobacco 
farmers’ plight is serious, the lack of action is killing our rural 
communities. 

Our state and county governments are struggling with declining 
revenues; our schools, churches and small businesses are reeling 
and worst of all, our young people, our future farmers, are leaving 
the farm in droves because they see no opportunity. 

For every tobacco farmer at risk of being forced out of business, 
there are ten other people in the farm community who are part of 
the farm economy, who are in danger of suffering the same fate. 
Banks, grocery stores, fertilizer and farm equipment dealers and 
automobile dealerships all depend on the cash-flow from the to-
bacco economy. Tobacco farmers’ problems don’t stop at the farm. 
They affect the entire community. 

How do we justify a tobacco quota buyout? All the major row crop 
commodities—corn, cotton, soybeans and peanuts. Peanuts even 
have a quota buyout, a lower buyout, but we still have a safety net 
for peanuts. They are all subsidized. 

Tobacco is not subsidized and it is not part of the Agricultural 
budget. Tobacco farmers pay for their program and have paid a no 
net cost assessment to the government since 1982. Tobacco farmers 
pay for USDA inspection and they pay for the losses on CCC loans. 

The combination of a tobacco quota buyout and reasonable FDA 
regulation of tobacco products which includes a listing of the ingre-
dients of cigarettes on the packaging so that our young people will 
know what the risk is of what they would be ingesting into their 
bodies—this will be good for the health of our young people and 
good for our tobacco-producing communities. 
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Only the U.S. Congress has the authority and the power to set 
things right. The flue-cured tobacco production section can no 
longer afford to wait until next year. We are possibly faced with 
another huge quota decrease and increased no net cost assessment 
in 2005. 

If this happens before Congress can act, the economic toll and 
human suffering will be catastrophic. Without immediate action, 
Congress will bear full responsibility for the devastation and ruin 
of an important sector of our economy and the dashed hopes and 
dreams of thousands of farm families and their communities. 

We are pleading for our very survival, for the survival of our 
communities. Only the U.S. Congress can intervene. Again, I thank 
you for the opportunity to give this testimony. 

Senator DOLE. Thank you. 
[The prepared statement of Mr. Flye can be found in the appen-

dix on page 43.] 
Mr. Crews. 

STATEMENT OF SAM CREWS, PRESIDENT, NORTH CAROLINA 
TOBACCO GROWERS ASSOCIATION, OXFORD, NORTH
CAROLINA 

Mr. CREWS. Thank you, Senator Dole. Thank you for holding this 
vitally important hearing. I am Sam Crews, a tobacco grower from 
Granville County and president of the Tobacco Growers Association 
of North Carolina. Additionally, my family owns and operates a 
Stabilization Marketing Center, formerly an independent ware-
house, and also a farm supply business. My remarks today will ad-
dress all of these perspectives. 

Many opponents have questioned the price of passing a tobacco 
buyout. Should we not in fairness argue the price of our failure to 
pass one? Every tobacco farm in North Carolina is a small family 
business. 

In my community of Oxford, the average size farm will grow be-
tween 50 and 100 acres. These growers will modestly spend $2,500 
to $3,500 per acre in Granville County buying fuel, fertilizer, crop 
protection inputs, labor, supplies, equipment, etcetera. 

On our farm, my brother Jimmy and I operate as a partnership. 
Beyond our business operating expenditures, we each spend to-
bacco income at a local grocery store, pay our local utility bills, buy 
clothes and other necessities for our wives and our school-age chil-
dren. I have two children and my brother has four. 

We use tobacco revenues to trade vehicles with the local auto 
dealer, secure various loans from the local bank. We also give to-
bacco profits in the church offering plate as well as donations to 
other important charitable causes. 

All of these activities stimulate the local, rural economy in Gran-
ville County. All of these have been negatively impacted as our 
quota has evaporated. My point is that the tobacco buyout or lack 
of one reaches far beyond the farm. The merits for achieving a 
buyout are that it would be the single largest contributor to saving 
the dismal economy of rural North Carolina. 

Nearly a decade ago the Tobacco Growers Association advocated 
for a tobacco quota buyout realizing that in the future increasing 
world production occurring while our domestic costs of production 
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were increasing would someday place us at a competitive disadvan-
tage. The future is now. 

The 1997 U.S. flue-cure crop approached one billion pounds. Two-
thirds of that crop was produced in North Carolina. In 2004, we 
will grow the smallest crop in the history of the tobacco program. 
In fact the entire U.S. production this year will be nearly 200 mil-
lion pounds less than we grew as a state just 7 years ago. 

In 1997, my brother and I grew 206 acres of tobacco. Our inde-
pendent warehouse sold five and a half million pounds at auction 
with nearly one hundred percent being purchased by traditional 
customers. The future for growing and marketing tobacco seemed 
consistently dependable and optimistic. 

This year we are reduced to 145 acres which if not for purchasing 
quota or renting of neighbors’ pounds who were going completely 
out of farming, we would have been less than 100 acres. As for our 
warehouse, if it were not for serving as a Stabilization Marketing 
Center, we would be completely out of that business. 

This year we may sell around 3 million pounds at the marketing 
center in a building that we built to potentially accommodate three 
times that volume. 

How did we arrive at this seemingly irreversible situation? In 
1998, a congressional effort to pass a buyout was overloaded—
largely due to FDA regulatory efforts and a massive price tag. The 
1998 effort, which we refer to as the McCain bill, was never passed. 
What occurred next none of us could have imagined would ever 
happen. 

In 1999, the major cigarette manufacturers entered into the Mas-
ter Settlement Agreement in order to avoid future individual state 
litigation. The price of the MSA was over $250 billion. Obviously 
it was funded on the backs of cigarette smokers who chose to en-
dure an undisclosed per pack increase. 

The option for smokers has been to stop using tobacco, but in 
more instances use a cheaper made, lower retail cost product. 
Often that product contains little to no U.S. grown leaf, which of 
course adversely affects our farms. 

The option for cigarette makers was to find ways to lower the 
costs of making a pack of cigarettes. Reports indicate corporate 
downsizing and mergers as one management practice. Many if not 
all of them have sought cheaper, offshore tobacco resulting in a 
sharp and unprecedented decline in the U.S. quota. 

All across rural North Carolina, the absolute costs of the settle-
ment has been thousands of displaced tobacco farm families. In-
deed thousands of growers have witnessed business foreclosures 
and today are struggling to make ends meet. 

Additionally the once thriving auction warehouse business like 
the one my family entered into, has been reduced to little more 
than a dozen operators in the nations largest tobacco producing 
state. 

Our growers have scrambled to invent new ways to economize 
their operations. The margins simply do not exist. For nearly every 
grower, the 2004 crop will be the smallest ever produced. Yet, the 
2004 crop will be the most expensive I have ever grown on my farm 
in Oxford. 
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Consider the recent spike in various input costs. Fuel is at a 
record high. Adverse wage rates for guest workers are now over $8 
an hour. Many growers find themselves in an escalating rental sit-
uation for leased tobacco pounds paying nearly twice the rental 
rates of 1997. Finally, the marketing assessment fee is double what 
it was just last year at 10 cents. 

If the aforementioned erosion of my chance for profitability isn’t 
enough to test my optimism then last week’s newspaper report 
quoting Dr. Blake Brown did. Dr. Brown predicts we could witness 
as much as a thirty percent reduction in quota for 2005 if we main-
tain the status quo. 

Senator I, nor any of my neighbors can endure such a catas-
trophe. 

Everything that I have described has occurred in just 7 years. 
The tragedy is that growers did not create this current plight be-
cause of poor business decisions or bad management practices. Un-
less sweeping changes are implemented, many more will unneces-
sarily succumb to the unprecedented and unpredictable increased 
pressures of simply trying to stay in business. 

Our challenge is not to simply rectify flawed policy. Ours is a 
complex arrangement of situations bound together by the Federal 
tobacco program. The program has served us well since the 1930’s 
but in today’s global marketing economy, it is now a deterrent to 
buying U.S. grown leaf. It is widely considered a relic whose pre-
vious merit is obvious and appreciated, but whose current incarna-
tion is crushing us in the world market. 

We have been greatly diminished as the world’s supplier of pre-
mium grown tobaccos. Customers say that our leaf is too expensive 
relative to the world market. As a producer of that leaf, I am con-
fident that it is worth its price and I am proud to deliver that 
value. However, as a businessman, I must pay close attention to 
the characteristics my customer values. We are dangerously ap-
proaching the reality of becoming a niche leaf producer for one 
major manufacturer. 

I become increasingly disturbed by the number of proud, yet 
broke tobacco farmers that I personally know. For the past 2 years 
many of them hung on hoping for a buyout. A buyout that would 
afford the opportunity to address debt and either remain profitable 
or transition away from growing tobacco. Sadly, they remain in-
debted and completely out of the tobacco farming business. 

Absent the achievement of an $8 and $4 tobacco buyout this 
spring, I, too, may join the ranks of unemployed former tobacco 
farmers. For too many of us, time has already run out. Please do 
all that you can to advance and achieve the buyout in the next sev-
eral months. 

On behalf of all NC growers, I thank you for your leadership and 
attention on this matter. 

Senator DOLE. Thank you. Mr. Parrish. 
[The prepared statement of Mr. Crews can be found in the ap-

pendix on page 49.] 
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STATEMENT OF KEITH PARRISH, EXECUTIVE DIRECTOR,
NATIONAL TOBACCO GROWERS ASSOCIATION, BENSON,
NORTH CAROLINA 
Mr. PARRISH. I feel like I am sitting on the bench over here. My 

name is Keith Parrish. I represent the National Tobacco Growers 
Association as its Executive Director and also am a lead plaintiff 
in the grower lawsuit for North Carolina. I am most of all a tobacco 
farmer and quota holder from Benson, North Carolina, and I thank 
you very much for holding this field hearing on legislation that is 
critical to the future of all tobacco growers, quota holders, con-
sumers and manufacturers in the American tobacco industry. 

Tobacco growers and quota holders have lived under the nation’s 
quota—tobacco quota and price support system since the 1930’s. As 
everyone else has said today, the system that was invented for a 
different time worked well for many years, but it is now clearly 
broken. It is imperative that we work together to create a land-
mark national initiative on tobacco. 

American tobacco farmers support a buyout of historic tobacco 
farm quotas and reasonable FDA regulation of tobacco consumer 
products. The goal is a healthy future and the path is fairness. 

Although it is a product at the economic core of many commu-
nities, today tobacco farmers are planting the smallest crop in his-
tory. All predictions for the next year are even more grim at a cut 
of thirty percent or more with a huge assessment—some say close 
to 20 cents. 

Due to the decline in tobacco production and the rising costs as-
sociated with production, tobacco growers have farmed our equity 
away. Today, entire farms are now growing houses where they 
used to grow field crops. Our bankers are no longer willing to gam-
ble on the promise of a buyout. Thousands are going out of busi-
ness and the health of our communities are going with them. 

Two aspects of the buyout are important to help address this 
point. First, we need the buyout to occur and occur now without 
delay. Second, we need to phase in the impact of the buyout on 
farmers who may be the smallest, the oldest, or the ones who were 
unfortunate in the last growing season allowing them to receive 
their money and their compensation in the quickest possible time 
period. The most basic of rights—the Federal marketing orders, in-
spections, FSA oversight—all of these must be maintained. Our 
commodity should have the same rights as all other crops. 

The buyout compensation needs to be handled by putting the 
money into the hands of the growers and quota holders. It is the 
farmers and their families who largely populate most agricultural 
towns and counties. They support retail businesses, services, 
schools and church activities. 

If you want an engine to generate a recovery and stabilize these 
communities as we go forward from the buyout, the compensation 
needs to be paid to the people who make their living there, who 
raise their kids there, who farm there and shop there. 

The real issue, also, is a health issue, and it faces all the commu-
nities in every state. Tobacco is legal commodity. The demand for 
tobacco leaf is not going to disappear. Increasingly, manufacturers 
are turning to imports. We can choose to regulate tobacco and 
make it a safe product and have it be produced here in the United 
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States or we can have it produced uncertified and imported in from 
Zimbabwe, Brazil, China or Mexico. 

One major manufacturer has been a main stumbling block in 
preventing a buyout, and I find it very ironic that they purchase 
most of their tobacco offshore and have a smaller percentage of 
their tobacco in our cigarettes that are consumed in America today. 
This is one of the reasons that we have had so many cuts and been 
subjected to so much hardship in the past. 

We are embarking on a new set of national tobacco policies and 
we need cooperation from all parties. Tobacco production is unique 
and the policy covering it needs to reflect its uniqueness, while si-
multaneously addressing the health concerns. Reasonable FDA reg-
ulation of tobacco consumer products is a non-grower issue. 

U.S. tobacco growers are willing to accept any form of safety or 
health check. Tobacco growers understand the Farm Service Agen-
cy’s system for tracking tobacco which is now in place, is one that 
they are very familiar with in the past and have used every day. 

The point today is that the purpose of tracking will not dis-
appear—it’ll change. Instead of tracking for quota, a new health 
policy on tobacco products will require tracking for health. We 
make a living growing tobacco, and as a business person, we would 
welcome the checks and balances that would enable us to grow a 
premier crop. 

We are very proud of what we grow. We would like for all of our 
consumers to know where our tobacco was produced and where 
their cigarette manufacturers used the tobacco—where it came 
from—it came from us. Because a governing organization already 
exists, any new legislation would not require the need to invent a 
new entity to register our crops and oversee their certification. 

With hundreds of thousands of class members, never in history 
has there been such a large group of farmers and growers and 
quota holders that have had the capability to speak as one voice. 
Tobacco growers were not invited to the table for the MSA, but now 
there is a unity of positions which has never happened before. The 
path of fairness allows us to reach our goal for a healthy future of 
tobacco production. 

Our state stands to receive over $6 million. Just imagine the eco-
nomic impact for our rural counties. I would invite our elected offi-
cials to think about this the only way it possibly can work. It is 
a rare moment for you to accomplish a difficult task—putting to-
gether a bipartisan coalition, including health organizations, in a 
singular direction without political risks. 

You can get it done. We need your help. We need your clear lead-
ership to come to our aid. We are looking to you to help us. You 
are our champion. You are our Senator, and we thank you for all 
that you have done. We appreciate the focus of your attention on 
these very important issues that threaten the future of America’s 
growers and I appreciate this opportunity to testify and deliver our 
views. 

[The prepared statement of Mr. Parrish can be found in the ap-
pendix on page 45.] 

Senator DOLE. Thank you very much. Now, as alluded to in the 
testimony this morning, Blake Brown, our great agricultural econo-
mist at N.C. State, just recently released his quota forecast for the 

VerDate 0ct 09 2002 07:21 Jul 12, 2004 Jkt 093359 PO 00000 Frm 00019 Fmt 6633 Sfmt 6633 C:\DOCS\93559.TXT SAG1 PsN: TOSH



16

2005 crop year based on fairly conservative numbers and it is an 
eye opener, for sure. A thirty plus percent cut. I would like your 
perspective on what a cut of that magnitude would mean for your 
communities back home. 

Let me start with Mr. Wooten. You are a native of Pender Coun-
ty. What kind of impact is it going to have there? 

Mr. WOOTEN. Senator Dole, this tobacco buyout—it’s more than 
an agricultural issue. It’s an economic development issue for all of 
North Carolina. As Mr. Parrish said a while ago, when you take 
five to six billion dollars and spread it across the state of North 
Carolina primarily in our rural communities for over a period of 5 
to 6 years—and tobacco money traditionally turns over four times 
in the economy—you can see what type of tremendous economic 
impact this will have not only for agriculture, but for the rural 
communities, grocery stores, the school boards and on and on and 
on. 

I did a—I was just looking in six southeastern North Carolina 
counties, the six southeastern counties of Bladen, Columbus, 
Duplin, Pender, Sampson and Wayne, in 1997, total tobacco income 
for those six counties was about $214 million. 

In 2002, that income was roughly $147.3 million, a decrease of 
thirty-one percent just in those six counties, so without this tobacco 
buyout, more than the farm economy is going to hurt, Senator 
Dole, in these primarily rural counties. 

Senator DOLE. Thank you. Mr. Flye, how is it going to affect your 
home community of Battleboro? 

Mr. FLYE. Senator Dole, more farmers will go out of business. It 
will affect the financing of the farmers, I believe, and as I men-
tioned in my remarks, when we lose one farmer, eventually a chain 
reaction is ten more people losing their livelihood. 

We’ll see a smaller tax base, but higher taxes on farm land. We’ll 
see schools rejuggled and there will be less students there; there 
will be more empty pews in our country church. It will have a far 
reaching effect on our communities, not just the farmers. 

Senator DOLE. Mr. Crews, you really answered this question in 
your testimony. I am going to come back to you in just a moment, 
but let me ask Mr. Parrish first—you are next door in Harnett 
County, what is your take on the economic impact of a cut of that 
magnitude? 

Mr. PARRISH. Well, if we don’t get it, I wouldn’t want to be a poli-
tician that had to face election in November—I had that in my 
speech—and I honestly mean no disrespect by that, I honestly do 
not. It’s a reality that farmers in Harnett County and every county, 
I believe, in this state and all the other states here and represented 
and there’s people here from Kentucky, there’s people here from 
South Carolina, Virginia—I’ve seen them here already. That’s how 
much this thing means to people. 

In my community, I know that it is something that is going to 
affect everyone in their heart. It’s going to affect their way of life; 
it’s going to affect their churches, their ag businesses—they’re al-
ready so negatively impacted, they’re teetering on the edge of dis-
aster, and I don’t think they can withstand what is going to happen 
here if we do not get a buyout. 
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A buyout is a saving thing that farmers are looking for and quota 
holders—everyone is hanging on for that one thing to occur. We 
desperately need it. 

Senator DOLE. Mr. Crews, as President of the North Carolina To-
bacco Growers Association, your organization represents commu-
nities all over the state. Now many in Washington, DC wonder why 
tobacco farmers can’t just transfer their equipment and their land 
to the production of another crop. 

Would you like to comment on that for the record, please? 
Mr. CREWS. Yes, Senator, thank you. Tobacco—a lot of tobacco 

equipment is tobacco-specific—tobacco barns, I don’t know of any 
other use you could make of a tobacco barn. Also, grain crops, vege-
table crops—it doesn’t seem to be any crop at all right now in 
North Carolina that’s very profitable, and that’s the major reason 
why we can’t transition to another crop without a buyout. 

Senator DOLE. Thank you, gentlemen, very much for your testi-
mony today. I appreciate it. Thank you. 

Senator DOLE. Now if the third panel will report to the table, 
please. We will receive testimony from Mr. Tommy Bunn, Execu-
tive Vice President of the Leaf Tobacco Exporter’s Association and 
Todd Haymore, Director of External Affairs for Universal Leaf. 

Mr. Bunn, thank you very much for being here. 

STATEMENT OF TOMMY BUNN, EXECUTIVE VICE PRESIDENT, 
LEAF TOBACCO EXPORTERS ASSOCIATION, RALEIGH, 
NORTH CAROLINA 

Mr. BUNN. Thank you, Chairwoman Dole and other Members of 
Congress for being here today and for the opportunity to partici-
pate in this important hearing. I would like to say that I am going 
to bring some good news, but unfortunately this is not possible. As 
you have heard, this may be the toughest times the U.S. tobacco 
industry has ever known. 

This morning I want to talk about the Leaf Tobacco Exporters 
Association’s views on the state of our industry and tell you what 
we think must be done to salvage our tobacco industry in this coun-
try. 

For decades, LTEA members and their companies have worked 
hard to support the U.S. market, its growers, workers and commu-
nities by making major investments in leaf processing facilities 
within the tobacco-growing region. Today, we find ourselves at a 
point where there is very little left to support. 

U.S. production of flue-cured and burley tobacco is currently less 
than half the level it was just a few years ago. The decline in pro-
duction continues as the domestic market for cigarettes fall. High 
support prices and the restrictive provisions of the Federal tobacco 
program make it impossible for U.S. growers to compete in the 
world market. During this same period, other countries have pro-
gressively expanded production. 

This is not news to any of us that many of the problems in the 
U.S. market have been brought about by numerous legislative and 
legal battles during the last decade. Yet the greatest impediment 
to recovery in the U.S. market remains inviolate and unchanged—
and that is the Federal tobacco program with the artificial costs it 
forces on domestic leaf prices. 
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Simply put, the program has become so antiquated and inflexible 
it is destroying the entire tobacco domestic and export trade. 
Changes must occur. They must occur now if we are to salvage 
U.S. flue-cured and burley production. 

The unnecessary costs that result from the ‘‘cost of quota’’ and 
the inherent rigidity in the program have dramatically reduced the 
competitiveness of U.S. leaf in the world market. Besides contrib-
uting to the large production cuts of the last 6 years, this situation 
also has reduced the amount of U.S. leaf exported into the world 
market. The number of export customers has been dropping for 
more than a decade and this list is rapidly getting shorter. 

Most recently, we lost two important and long-time export cus-
tomers who decided not to purchase any U.S. flue-cured tobacco, 
due primarily to the high costs of our leaf. It doesn’t stop there. 
While we continue to promise and promise and promise these cus-
tomers that U.S. price reform is just around the corner, we now 
have been informed by the remaining few export customers that 
they also are seeking less costly alternatives to U.S. leaf. 

Further declines in export sales will devastate the already crip-
pled domestic market by reducing our economies of scale for pro-
ducers and processors. 

Leaf Tobacco Exporters Association endures the principles of a 
buyout and we endorse the principles of a buyout because we be-
lieve that a buyout can make U.S. tobacco more competitive in the 
world market. However, we do have serious concerns about some 
aspects of the various legislation proposals that have been drafted 
for deliberation in previous legislative sessions. 

We are most concerned about legislative language that would re-
tain the market distorting features of the current Federal tobacco 
program that restricts production and inflates leaf prices to uneco-
nomic and non-competitive levels. 

We believe that any buyout proposal has to be written with the 
long-term interests of the grower in mind if the legislation is to be 
economically viable. By growers we mean those producers who in-
tend to continue producing tobacco post-buyout. All of us are feel-
ing the constraints of our shrinking market, but it is the growers 
who have been hurt the most by the current program’s free fall and 
unresponsiveness to market conditions. 

In the long run, growers will not be well served if some of the 
worst features of that program are permitted to continue ham-
pering farm efficiency and compromising competitiveness. 

I want to define LTEA’s position on specific features of legisla-
tion regarding a tobacco quota buyout and the Federal tobacco pro-
gram. 

First and foremost, LTEA strongly supports any and all efforts 
to make U.S. leaf tobacco more competitive in the world market. 
We believe a buyout of the program is an essential step in that di-
rection. The cost of leasing quotas probably adds fifty cents a 
pound on the average cost of U.S. leaf. The current law places the 
U.S. growers at a severe competitive disadvantage. There is no 
other tobacco-producing country in the world that requires growers 
to pay for the privilege of growing tobacco. 

Too often, we make excuses for our high prices saying other 
countries can pay low wages, they have government subsidies, the 
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currency exchange rates are against us. These so-called justifica-
tions miss the point altogether. These are advantages of our cus-
tomers and our competitors—they are not reasons we should fail to 
address the role of competitiveness in our market. 

Second, the interests of non-producing quota holders who out-
number the active producers by more than ten to one, are diamet-
rically different from the interests of the growers. Quota holders 
wish to maximize their income from quota rentals and may be un-
concerned if production is reduced as long as their income stream 
is protected. 

Quota owners have exercised a strong influence over the Federal 
tobacco program for years and have often resisted changes that 
they believed would reduce quota income. 

As a result, needed legislative changes in the program have not 
been made, and flue-cured and burley quota levels have been re-
duced by more than half since 1998. Quota rent levels have in-
creased significantly and while good growers have been forced to 
operate at production levels far below their optimum efficiency. 

This has contributed to the dramatic increase in quota lease 
rates, as growers have bid against each other in an effort to main-
tain an efficient scale of production. The resulting non-value-added 
costs have also made it difficult for U.S. growers to accept the 
lower prices that would be necessary to compete in the world mar-
ket. 

Third, we believe that the only solution to the problem today is 
dramatic policy change. We believe any legislation that seeks to re-
place the market distorting features of the existing program with 
new provisions that continue to limit production and maintain sup-
port prices at unrealistically high levels would guarantee a contin-
ued decline in the U.S. tobacco production. 

More important, it would represent the loss of a historic oppor-
tunity to restore the competitive position of U.S. leaf in the world 
market and provide U.S. growers a chance to stay in business. This 
can only be done by freeing up efficient growers to do the best job 
they can, unfettered by restrictions on production and arbitrary 
floors on price. 

Fourth, although Leaf Tobacco Exporter’s Association is not tak-
ing a formal position on legislative proposals regarding the amount 
of buyout payments to quota holders and growers, we do have 
strong concerns about the high cost of a buyout and the financing 
of these payments through assessments, or user fees, on manufac-
turers of tobacco products. 

Certainly, any assessments placed on the manufacturers would 
likely be passed along to the consumer, thus forcing the price of 
U.S. tobacco products to rise and the demand for tobacco products 
to continue to decline. The unintended consequences of this financ-
ing mechanism would likely create even more hardship on the U.S. 
growers by reducing the need for domestic leaf. 

Fifth, we also question the basis in some of these legislative pro-
posals for providing buyout funds to growers who choose to con-
tinue producing tobacco because such payments would be contrary 
to the World Trade Organization provisions on agriculture. 

Sixth, we fail to understand the rationale for allowing quota own-
ers and the growers to double-dip by receiving payments for both 
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their quota and their production and still remain eligible to 
produce tobacco. We believe this concept has no place in any 
buyout legislation; it doesn’t make sense because it simply costs too 
much. 

Seventh, we believe that a post-buyout marketplace should be 
characterized by free market supply and demand. We believe U.S. 
growers should be free to produce tobacco according to the domestic 
and international market demands. Allowing the cost of U.S. to-
bacco to become competitive in the world market could minimize 
the need for imported large volumes of foreign leaf. 

In line with this, we also believe that buyout legislation should 
not place restrictions on post-buyout tobacco production areas. 
Growers who choose to continue producing tobacco and any new 
growers who decide to enter the market should have the flexibility 
to grow tobacco wherever the natural resources and climate condi-
tions would allow. We see no need for a Federal oversight com-
mittee to place restrictions to protect a few growers to the det-
riment of the industry as a whole. 

However, Leaf Tobacco Exporter’s Association believes that if 
buyout legislation establishes a national tobacco board, it must in-
clude provisions for leaf export dealer representation. Some pre-
vious legislative drafts failed to recognize the difference between 
product exporters and leaf exporters. There is indeed a significant 
difference that must be addressed. 

Finally, while FDA regulations of tobacco products is an issue 
that primarily concerns the manufacturing sector, we are strongly 
opposed to any type of FDA regulations that would impose direct 
oversight on farms and leaf processing operations. Costly and un-
necessary government regulations will further burden the tobacco 
growers and increase the cost of U.S. leaf to our remaining foreign 
customers. 

We also think it is impractical to try to regulate at the farm and 
processing level. If manufacturers are required to comply with FDA 
regulations, then it is the manufacturers who should be responsible 
for issuing specifications to processors and producers and moni-
toring their compliance. 

This would avoid the confusion and the high cost that would be 
inherent in trying to enforce multi-layers of compliance across 
multi-levels of the industry. It is, we believe, the only way such a 
regulatory environment can have any chance of working. 

For years now, we have been dismayed by the lack of progress 
in making any substantive changes in the tobacco program. Even 
with the failure of so many in our industry to recognize the need 
for change at all. Now we all are suffering the consequences of this 
inertia. 

Tobacco policy must be changed now. All of the market-dis-
torting, non-competitive features must be laid to rest, relics of a by-
gone era. We need a marketplace shaped by supply and demand, 
one that will enable U.S. growers to produce tobacco competitively 
for the domestic and international markets. 

Thank you for the opportunity to testify. 
Senator DOLE. Thank you. 
[The prepared statement of Mr. Bunn can be found in the appen-

dix on page 52.] 
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Mr. Haymore, thank you for being with us today as well. 

STATEMENT OF TODD HAYMORE, DIRECTOR, UNIVERSAL 
LEAF TOBACCO COMPANY, EXTERNAL AFFAIRS, RICHMOND, 
VIRGINIA 

Mr. HAYMORE. Thank you, Senator Dole. I do appreciate the op-
portunity to appear before you and this group to give you Universal 
Leaf Tobacco Company’s position on a few issues. 

Before I begin my formal testimony, please allow me to give you 
a brief overview of Universal and the role that we play in an indus-
try that is so important to the economic vitality of North Carolina 
and indeed the entire southeast. Universal is the world’s largest 
independent leaf tobacco dealer. 

Put more simply, we purchase leaf from the growers, process it 
and sell it to the manufacturers of tobacco products. Universal’s 
global headquarters is located in Richmond, Virginia, but our U.S. 
operational headquarters is located in Rocky Mount, North Caro-
lina, and we now have the largest and most modern leaf tobacco 
processing facility located just outside of Nashville, North Carolina, 
just up the road here. 

The leaf dealer sector, as you know, is often overlooked, but we 
do contribute a great deal to the economy of North Carolina. Dur-
ing the last flue-cured and burley processing seasons, Universal 
processed in North Carolina about 120 million pounds of the flue-
cured crop and about 110 million pounds of the burley crop. 

That translates to about twenty-seven percent of total flue-cured 
crop sold last year and about forty percent of the total burley crop 
sold. Let me make a note that we probably would have processed 
more in our Nash County facility had we opened on a normal July 
opening day, but because of construction, we were forced to wait 
until mid- August, so those numbers would have been a little high-
er. 

Also, during the same time period, Universal employed more 
than a thousand people in North Carolina and paid out more than 
$20 million in payroll. 

With these facts in mind, I want to stress that Universal does 
play a key role in the U.S. tobacco industry and we are quite proud 
of our long-time support of the domestic industry, including our re-
cent $130 million investments in the United States, a little more 
than $100 million was spent right here in North Carolina. 

Unfortunately, if drastic change doesn’t take place very soon in 
the domestic tobacco industry very soon, there will be little left for 
us to support and obviously, we do not want that. 

Senator today I am going talk a little bit about how the current 
state of the domestic tobacco industry is impacting our business 
and what we would like to see happen to change this situation. 

Unfortunately, I must tell you that the domestic tobacco industry 
is in serious decline, due primarily, we believe, to the Federal price 
support program that has worked to price U.S. leaf out of the world 
market and paralyzed good growers by increasing the cost of doing 
business in the United States. 

This, obviously, is having a detrimental impact on our business 
as well, and these issues have an effect on everybody in this indus-

VerDate 0ct 09 2002 07:21 Jul 12, 2004 Jkt 093359 PO 00000 Frm 00025 Fmt 6633 Sfmt 6633 C:\DOCS\93559.TXT SAG1 PsN: TOSH



22

try as you well know. Let’s look at some of the cruel and sobering 
facts that are out there. 

U.S. production of both flue-cured and burley crops is about half 
of what it was just a few years ago—and obviously it’s been stated 
several times here today that we know from internal and external 
data that we are facing a potentially devastating quota for the flue-
cured crop for 2005. 

Exports—the only growth engine left for the domestic market—
are shrinking at a very alarming rate, and we believe that both of 
these issues are directly related to the Federal tobacco program. As 
a result of these problems, thousands of growers have been forced 
to scale back their operations, reduce work force, and take income 
cuts. 

I don’t need to say that; you are living it. You’ve made the cap-
ital investments and have the equipment to produce a crop twice 
the size you are today—yet many of you are making probably bad 
long-term economic decisions today just out of pure necessity to 
stay in business in the short run. 

Growers, you are not alone. We are experiencing pain, too. In the 
leaf processing and purchasing sector, consolidations fostered again 
out of basic survival because of exports shrinking, have made all 
three of the major independent leaf dealers in the United States 
shut down major processing operations and downsize work forces. 

Universal alone has gone from having six processing facilities in 
1998 to just two this year, and we have seen our U.S. employment 
level drop from approximately 8,000 workers in 1998 to about 2,500 
this year. 

Unfortunately, it is very likely this bad news will continue to 
occur in our sector and throughout the entire domestic industry un-
less the handcuffs of the tobacco program are removed and good 
growers are given the opportunity to compete effectively in the 
world market. 

Now, you may be asking yourself, if the state of the domestic to-
bacco market is so bad, why did Universal invest $130 million in 
the United States? How could Universal make such a significant 
commitment to the United States when the future looks so bleak? 

Yes, we recently completed a major modernization effort in the 
United States by building a brand new, 1.2 million square foot, 
state-of-the-art leaf tobacco processing facility in Nash County and 
we expanded and renovated our Danville, Virginia facility so that 
it, too, would have the most modern, up-to-date leaf processing 
technology in the world. 

Yes, that $130 million outlay represents the single largest invest-
ment ever made by Universal in its processing facilities and yes, 
we are very proud to have made these investments in Virginia and 
right here in North Carolina. However, I am sorry to say that we 
made these investments with little or no confidence in the future 
of the U.S. market. 

Rather, we made these investments because we needed to in-
crease efficiency in order to remain viable in the face of smaller 
U.S. crops and the ever growing quality demands of our customers. 

We recognize that we took a substantial risk as the fundamental 
problems facing our industry remain squarely in place and so far, 
no one has really shown any true inclination with wanting to deal 
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with them. We felt like we had to make these the decisions and in-
vestments in order to maintain our position as the premier leaf 
dealer in the United States, even if the export market completely 
collapses and we are only left to service the shrinking domestic 
market. 

What must be done to ensure the future of the domestic tobacco 
industry? 

We believe without a doubt the greatest challenge facing the in-
dustry today is the need for substantial and immediate change. We 
believe that the time has come to eliminate the Federal tobacco 
price support program. Let me explain. 

As you all know, the program has been historically one of our 
greatest assets and one of the most effective and efficient farm pro-
grams in the United States. Now, however, it has become an alba-
tross—clearly saddled with antiquated rules and non-competitive 
prices, and as Tommy mentioned, it’s become so inflexible that it 
cannot react and effectively respond to changes in the global or the 
domestic markets. 

Many in the industry, including Universal, believe the program 
has led to greatly inflated U.S. tobacco prices to the point where 
the U.S. is simply no longer competitive in the world market, and 
this is evidenced by the shrinking export figures we have all seen 
over the last few years. Regrettably, more and more foreign cus-
tomers are turning away from U.S. leaf and seeking cheaper alter-
natives from places like Brazil, Malawi, and even China now. 

Because of these reasons and others, Universal strongly believes 
the only way for the U.S. leaf to be more price competitive in the 
world market is to allow the market to work without restrictions 
on prices or production. 

That’s why, in principle, we support a quota buyout and the 
elimination of quota. The right to grow tobacco must be placed 
squarely in the hands of growers if the domestic industry has any 
chance of long-term survival and good growers must have the abil-
ity to achieve economies of scale if they are to be able to compete 
profitably in the world market. 

The United States is the only country in the world in some cases 
where growers have to pay for the privilege of growing tobacco. 
This is wrong and it places the U.S. growers at a severe competi-
tive disadvantage to growers elsewhere in the world. More impor-
tantly, we believe that the complete elimination of the Federal 
price support system is absolutely essential if the U.S. grower is 
going to be able to compete effectively in the world market. 

Any new tobacco legislation that emerges from the U.S. Congress 
should not limit production or have measures that support prices 
at artificial and non-competitive levels. Instead, the production and 
price issues should be determined by simple supply and demand ec-
onomics. 

Universal believes that a move to a free market system will help 
to restore the competitive balance of U.S. leaf in the world market 
and stabilize domestic leaf production. In fact, we believe that it is 
the only step that can achieve these important objectives and re-
store the economic viability of the domestic tobacco industry. 

These are just two of issues that Universal believes must be re-
solved in the very near future, but we believe that they are the two 
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most critical and we will offer a more thorough explanation of our 
beliefs on these issues for the record at a later date. 

Senator Dole, let me close my testimony by stating that Uni-
versal has been—and remains today—a significant buyer and the 
largest processor of U.S. tobacco. We have worked hard to support 
this market, its growers, and its workers, and I believe that our re-
cent $130 million investment in Virginia and right here in North 
Carolina lends full credence to our commitment to this market. 

We intend to be here for years to come processing U.S. leaf—your 
leaf—in our state- of-the-art processing facilities in Nash County 
and Danville, Virginia, but the time is fast approaching when there 
may be very little for us to support and that is why we believe 
changes obviously must come and must come soon. 

In some cases, the changes will be painful, but no change at all 
is bringing a great deal of pain right now. To make these changes, 
it will take strong leaders with the willingness to make tough deci-
sions in the short-term in order to have a more prosperous long-
term. 

Senator Dole, I do applaud your leadership on this issue and I 
thank you for bringing these issues to the attention of your Con-
gressional colleagues. Universal stands ready to work with you to 
do and we know that reaching these goals is going to be difficult, 
but we are ready to do it, we are ready to be there with you. 

Thank you again for having me here today. 
[The prepared statement of Mr. Haymore can be found in the ap-

pendix on page 58.] 
Senator DOLE. Yes, indeed, thank you very much. Now, Mr. 

Bunn, you mentioned the trend that you are witnessing among for-
eign buyers as it relates to U.S. tobacco production. How far are 
we from the point of no return for these buyers? 

Once they quit doing business with the American tobacco farmer, 
is there any incentive for them to come back? 

Mr. BUNN. Well, we have always been noted for our integrity and 
quality and capability to be a steady supplier of tobacco and a sta-
ble government—so while our prices may be different than some of 
our competitors, we still have things to offer. 

The problem is now the value of those are not being considered 
because of our competitors and the price of their tobacco is so much 
lower than the price of U.S. tobacco. 

Senator DOLE. From your perspective, what kind of business de-
cisions do you anticipate another thirty plus percent cut will re-
quire your member companies to make? 

Mr. BUNN. We will see some dramatic scaling back of operations. 
In some cases, there may be consolidation of operations, but cer-
tainly we would see the plants trying to at least maintain some 
economies of scale in operation which would mean short time oper-
ations perhaps even closing some factories. 

Senator DOLE. Mr. Haymore, as you reference in your testimony, 
Universal Leaf has made a significant investment in a processing 
plant in Nash County just up I–95 from here. Let me ask you the 
same question that I have been asking each of these witnesses, 
how is an additional thirty percent cut going to affect Universal 
Leaf and what kind of impact is that going to have on the new 
plant in Nash County? 
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Mr. HAYMORE. The first easy answer to that is with a thirty per-
cent quota cut, we are going to try to get as much of our competi-
tor’s business as possible to make sure it’s processed in that facil-
ity, but a more, I guess, in depth answer is if we are a volume driv-
en business. If we don’t have the volume to run through the plant, 
it means less time to process, less workers, less jobs. 

To give you maybe a historical answer, Senator, just this past 
year, because of less burley or fewer burley pounds than we ex-
pected, we closed our Danville, Virginia—where we just spent $30 
million—we closed it 7 weeks earlier than anticipated. 

That was 7 weeks of payroll that didn’t go out; 7 weeks of time 
that folks didn’t have jobs and quite honestly with a thirty plus 
percent quota cut, we are looking at unfortunately more of the 
same probably in both Virginia and North Carolina. 

The biggest question mark is if nothing happens and we do have 
this thirty percent quota cut, how long can we go just scaling back 
operations before you get to a situation where you must mothball 
or close permanently a facility. Obviously with the investment we 
have made, we don’t want that to happen. 

Senator DOLE. Thank you both very much for your testimony. It’s 
certainly been informative and it’s very important to have your tes-
timony on the record. Many thanks. 

Will the fourth panel please come forward? We have with us 
today Mr. Gene Charville, President of East Carolina Farm Credit; 
Mr. Wallace Herring, Senior Vice President and Manager of the 
Agribusiness Department for First Citizens Bank; and Dallas Tay-
lor, Senior Vice President for Wachovia. 

It’s important to get the perspective of the financial institutions 
on this important issue as well. 

Mr. Charville, welcome. 

STATEMENT OF GENE CHARVILLE, PRESIDENT, EAST 
CAROLINA FARM CREDIT, RALEIGH, NORTH CAROLINA 

Mr. CHARVILLE. Good morning, Senator Dole, and members of 
the Subcommittee. I am Gene Charville and I am President of East 
Carolina Farm Credit. We are an Agricultural Credit Association 
serving the credit needs of agricultural producers and rural home-
owners in eastern North Carolina. Currently our Association serves 
approximately 3,000 farmers and 500 rural homeowners and pro-
vides approximately $700 million in credit. 

I would like to thank you, Senator Dole, for your work on behalf 
of the North Carolina farmers that we serve. Your efforts to bring 
resources to bear on the agricultural and rural development chal-
lenges facing our state are very much appreciated by me, my farm-
er board members, and all of the farmers and rural citizens we 
serve. 

We are the largest farm lender operating in eastern North Caro-
lina and over fifty percent of the agricultural credit is with our or-
ganization; and as a cooperative business, the success of our busi-
ness parallels the performance of the farmers that we serve. Being 
a single industry lender, with a loan portfolio that consists nearly 
entirely of agricultural loans, our success is directly linked to the 
plight or successes of our farmer/members. 
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Within that single industry that we serve, our business is even 
further concentrated predominately in a few main agricultural 
commodities. The largest commodity concentration is tobacco. Over 
forty percent of our loans and commitments are to farmers who 
rely on income from tobacco to pay their bills. For East Carolina 
Farm Credit, this amounts to an investment of over $300 million. 

The future of our business is directly dependent on the ability of 
tobacco farmers to be successful, build and maintain their equity, 
generate profits, and repay their debts. Eliminating the oppor-
tunity for growth or expansion limits the ability of farmers to suc-
ceed. It affects the value of their assets, the collateral they provide 
for loans, and the entire rural economy. 

The tobacco quota cuts that have occurred over the past several 
years have diminished the ability of tobacco farmers to succeed. 
Further cuts and the resulting instability could adversely affect the 
quality of our loan portfolio and the performance of our cooperative 
business. 

Senator Dole, as someone who lives and works in rural America, 
I see the very real needs facing our farmers and communities. As 
you know, rural people face daily hardships as they meet the chal-
lenges of living and working in a rural area. 

The tremendous reductions in the tobacco allotment that have oc-
curred over the past few years have only added to these hardships, 
making the challenge of surviving as a tobacco farmer nearly im-
possible. 

Farming or working in a rural community no longer offers the 
appeal necessary to keep the next generation in the rural areas 
where they were raised. The average age of our customers is fifty-
eight years old and that number has been continually increasing 
for the past two decades. 

At East Carolina Farm Credit, we have pursued numerous pro-
grams to support and encourage young people to stay on the farm. 
Despite these efforts, young people, the next generation of farmers, 
are leaving the rural area. A buyout of the tobacco quota program 
would help restore economic strength to rural North Carolina. 

Tobacco farming, for decades has been a stable and profitable 
farm enterprise, but it has now become a myriad of risk and uncer-
tainty. The continuing reductions in the quota, increasing oper-
ating expenses, marketing changes and an uncertain future have 
all created a tenuous situation for tobacco farmers, as well as for 
their cooperative lender. 

Farmers today are faced with many of the same obstacles that 
their fathers and grandfathers faced. They have no control over the 
costs of the inputs they purchase and no control over the proceeds 
they receive when they sell their crop, but we have added yet an-
other burden with the uncertainty of whether there will be a 
buyout. Let’s not continue with this burden on an industry that is 
already stressed. 

The good news is that adequate credit is still available to tobacco 
farmers. With continued cuts and in the absence of a buyout, credit 
restrictions will be inevitable. The quota cuts of the past several 
years have financially weakened nearly all tobacco farmers. Net 
worths have declined, earnings have eroded and tobacco farmers 
who have worked hard and achieved financial success are now 
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fighting for their survival. Let’s end this downward spiral and let 
the tobacco industry start on a new course in North Carolina. 

East Carolina Farm Credit was established to fulfill unmet credit 
needs for farmers and assure that a dependable and reliable source 
of credit would always be available. East Carolina Farm Credit has 
been fulfilling this need for farmers since 1917. 

Farmers still have these same needs for credit and for a lender 
that understands their needs as they did over 85 years ago. Let’s 
give tobacco farmers the ability to continue to earn a living. 

Senator Dole, we are at a turning point. We can sit back idly 
while we continue to see our tobacco industry slowly and painfully 
decline, and with this decline a further erosion of our rural commu-
nities and businesses that depend on a strong rural economy. In-
stead, I hope that we seize the opportunity to change the tobacco 
industry in a positive way. 

Let’s provide an equitable buyout of the tobacco quota program. 
Doing so will strengthen eastern North Carolina, it will strengthen 
the entire state, and it will do so in a way that provides the farm-
ers who are with us today, the farmers that have built eastern 
North Carolina and its economy, a way to make a transition. 

Senator Dole, your interest and support on issues affecting rural 
North Carolina, your strong support of the tobacco industry, and 
your pursuit of a tobacco buyout are very much appreciated. Again, 
thank you for your leadership on this vital issue and for conducting 
today’s hearing. 

Senator DOLE. Thank you. Mr. Herring. 
[The prepared statement of Mr. Charville can be found in the ap-

pendix on page 64.] 

STATEMENT OF WALLACE HERRING, SENIOR VICE PRESIDENT 
AND MANAGER OF AGRIBUSINESS FIRST CITIZENS BANK, 
CLINTON, NORTH CAROLINA 

Mr. HERRING. Thank you, Senator Dole for being here for this 
very important event. I am Wallace Herring, Senior Vice President 
and Manager of the Agribusiness division of First Citizens Bank. 

This morning I plan to speak from a business perspective about 
the tobacco buyout and why we need to move forward with it. Our 
company has a vested interest in what happens to our tobacco 
farmers. In 1898, we opened our first office in downtown Smith-
field, primarily serving the farmers of this community and then ag-
ricultural customers throughout Eastern North Carolina. 

Over the last century, our company has expanded to 337 offices 
in North Carolina, Virginia and West Virginia. While we have ex-
panded our products and services beyond agricultural lending, we 
have never forgotten our roots. 

At First Citizens, we have made a considerable commitment to 
support this sector of our economy. We have a business develop-
ment team as well as a credit analysis group devoted solely to 
farming and agribusiness. Many of our bank branches are in rural 
communities where we provide financial services to farmers, family 
members and companies who rely on agricultural business for their 
livelihood. 

Without question, tobacco has been a very important part of the 
economy in these areas, including here in Smithfield. The potential 
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for a buyout looms heavy on the minds of many people, especially 
the growers and the quota owners. 

As we all know, a tobacco buyout and an end to the tobacco pro-
gram have been debated for many years. Many of us were hopeful 
that some type of buyout would take place last year. Obviously this 
did not happen. Our customers who operate tobacco farms tell us 
they are frustrated with the continued uncertainty over the buyout. 

It’s hard to make long-term decisions—should they finance a new 
tractor or a barn, for example—when income is tight and they don’t 
know what to expect down the road. 

Without a buyout, further quota cuts will continue to put pres-
sure on tobacco growers, owners and our rural economies. If the 
forecast by an N.C. State economist, Blake Brown, who is an expert 
on this issue holds true, the situation looks increasingly dire, espe-
cially if we face the predicted thirty-three percent cut in quota in 
next year and lose $200 million. 

The bottom line is, unless we move ahead with a buyout, tobacco 
growers will find it hard to stay in business. Some farmers will 
turn to alternative crops to offset quota cuts and decreased income. 
Others will sell their operations. Some will turn to other lines of 
work. We all know good jobs are hard to come by—especially in the 
rural areas of our state. 

The current tobacco program not only hurts farmers, but it also 
compounds the already distressed economic situation in our rural 
communities. Many of these areas hard hit by the quota reduction 
are struggling to discover a replacement for the tobacco dollar, 
which sustained them for many years. Local companies that do 
business with tobacco growers are finding that it’s hard to make 
ends meet. 

As if this isn’t enough, manufacturing plant closures and job lay-
offs so common to our state in recent years are adding to the eco-
nomic woes in many of these rural areas. It’s time to end the un-
certainty and make the buyout a reality, while we still have the op-
portunity to help our farmers and their communities. 

A buyout would allow quota owners and farmers to make the 
transition if they want to stop raising tobacco. At the same time, 
it would stabilize the position of larger growers who want to con-
tinue their operations. A tobacco buyout would also make a dra-
matic impact on our state’s economy. Growers and owners would 
use their buyout payments to settle debts, pay taxes, purchase 
equipment and supplies, invest in education or diversify their oper-
ations. 

The buyout’s impact would spread to other businesses and sec-
tors, resulting in billions of dollars in additional economic activity. 
According to a University of Tennessee analysis, North Carolina 
could see an estimated $6 billion in additional growth under the 
proposed House bill; $1.16 billion in the first year of the buyout 
alone. 

The economic activity would also significantly support the cre-
ation of much needed jobs in our agricultural communities. In 
other words, a tobacco buyout would help steady our state’s already 
fragile rural economy and significantly increase business opportu-
nities in these areas. 
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First Citizens is proud of the partnership we have built with our 
agricultural customers over the last 106 years. That’s why we sup-
port this issue and understand how important it is to the commu-
nities and businesses we serve. 

I commend Senator Dole for her leadership and for putting to-
gether this hearing. We must continue to keep the public aware of 
agriculture’s value to our statewide and local economies. We must 
support our farmers and take steps to pass a tobacco buyout. 
Thank you. 

Senator DOLE. Thank you. Mr. Taylor. 
[The prepared statement of Mr. Herring found in the appendix 

on page 68.] 

STATEMENT OF DALLAS TAYLOR, SENIOR VICE PRESIDENT, 
WACHOVIA CORPORATION, RALEIGH, NORTH CAROLINA 

Mr. TAYLOR. Thank you, Senator Dole. On behalf of Wachovia, 
thank you for inviting me to speak to the subcommittee today and 
voice my support for a segment of Wachovia’s customer base that 
has been and continues to be very important to our success. 

My name is Dallas Taylor. I have been a Wachovia employee for 
38 years. All of those years have been spent in various Wachovia 
locations in North Carolina. Most of my time with the company has 
been spent providing loan and deposit services directly to agricul-
tural customers, including numerous tobacco growers and quota 
owners. Currently, I work on the Risk Management side of the 
bank. Although I am no longer in direct contact with our customers 
on a daily basis, I am still part of the team that looks for ways to 
add value through various credit products. 

Over the past several years, I have observed first hand the plight 
of the farming community in eastern North Carolina. Although 
change is inevitable within every segment of our economy as busi-
ness cycles ebb and flow, tobacco farmers have struggled more so 
than other segments to keep pace with those changes. 

We have seen balance sheets erode in asset value and equity 
value due to rapidly declining quota ownership. We have seen to-
bacco growers’ disposable income dwindle due to the fewer acres 
grown which combined with rising costs leads to reduced profit 
margins. 

These changes have put more pressure on the grower to find 
other sources of income to take the place of what was once a thriv-
ing income source. With limited alternatives available, we have 
seen the number of farmers steadily decline and fewer new farmer 
startups. 

The deterioration in tobacco farmers’ financial conditions often 
increases credit risk, resulting in increased bank costs to maintain 
appropriate capital and increase loan portfolio monitoring. In turn, 
this reduces the credit flexibility with existing customers and pro-
spective new customers. 

Since its beginnings in the late 1800’s, Wachovia has been a 
friend to the agricultural community. The farmers and tobacco 
growers are one of the economic engines in eastern North Carolina. 
If the farmers are viable, they funnel money into our economy 
through the purchase of products and services, and they create and 
maintain a large percentage of jobs in this region. As their finan-
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cial institution of choice, we have a vested interest in their ongoing 
success. If our customers thrive and succeed, so do we. 

In summary, the financial deterioration of tobacco growers in-
creases our cost to provide credit through higher credit risk, re-
duces the credit flexibility available to tobacco growing customers 
and impairs the financial viability of lending to tobacco-dependent 
producers. 

Based on our understanding of the various tobacco buyout pro-
posals presented to date, tobacco growers and quota owners would 
be given the opportunity to better control their own destinies as 
well as bolster their deteriorating balance sheets and income 
streams. 

This may give the tobacco grower the option to expand existing 
operations, retire from farming or maintain operations at the same 
level with less fear of further financial deterioration due to quota 
cuts. 

Wachovia is not here to directly support any kind of new legisla-
tion—what we are in support of are our customers. Again, thank 
you for this opportunity to voice our support for valued Wachovia 
customers. We wish them continued success. Thank you, Senator 
Dole. 

[The prepared statement of Mr. Taylor can be found in the ap-
pendix on page 70.] 

Senator DOLE. Thank you. Mr. Charville, East Carolina Farm 
Credit obviously provides great service to the farm community and 
your customer base truly is rural North Carolina. You stated in 
your testimony just how important a tobacco quota buyout is for 
that customer base. Keeping consistent with my questioning, what 
kind of an impact will another substantial cut in quota—like thirty 
percent—have on this customer base from your perspective, and 
what other ways do you see this impacting rural communities? 

Mr. CHARVILLE. Continued cuts will have a tremendous impact 
on our financial institution as well as our customer base. With the 
cuts that have already occurred, we have seen the financial 
strength of our customers decline; their net worths have been re-
duced; their earnings abilities have been significantly eroded. 

To date, we have been able to continue to provide credit and ade-
quate credit is available, but with continued cuts, at some point, 
the impact of that will be felt even more so from a credit stand-
point to the point that credit availability could be lessened to the 
point that many wouldn’t be able to obtain credit to put their crop 
out. 

The impacts on the communities would be significant. The rural 
areas of eastern North Carolina—the rural communities that are 
there today have been built by the tobacco industry and sustained 
by the tobacco industry and continued cuts and continued deduc-
tions would, we believe, lead to continued reduction in opportuni-
ties available, less opportunities that would keep our young people 
in the communities they were raised, and just a weakening of the 
overall economy. 

Senator DOLE. Thank you. Mr. Herring, you mentioned a general 
economic impact of the House buyout bill in your testimony, and 
I understand that you’ve been involved in agribusiness from the 
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banking perspective for a long time. How hard is it for tobacco 
farmers to get their credit extended as compared to previous years? 

Mr. HERRING. Tobacco has always been considered a very stable 
source of income for our farmers. Reduction in that source of in-
come has already had an impact on many farm operations by re-
ducing their ability to service term debt, make the needed invest-
ments in equipment and other capital expenditures necessary to 
keep the operation viable. 

As an agribusiness banker, I can tell you emphatically that the 
tobacco income plays a big part in credit decisions in rural eastern 
North Carolina on tobacco farmers. 

Senator DOLE. Are there other side effects of the current eco-
nomic decline resulting from the inflexibility of the current tobacco 
program that aren’t obvious to those who live outside of tobacco de-
pendent communities? 

Mr. HERRING. We feel that there are. We think that the tobacco 
program the way it is now—the current program has made some 
of the smaller farmers stay in business who would have ordinarily 
gotten out or to convert to cash leasing their quota to neighboring 
farms, which simply does not produce adequate income to even con-
sider any form of diversification that might enhance their liveli-
hood and their quality of living in the rural environment. 

Senator DOLE. Now, if North Carolina were to get back the an-
nual $1.1 billion in economic activity it’s currently losing due to 
this broken Federal policy, how much of an impact would that have 
on capital investments? How many new job opportunities would 
that create in these rural communities? 

Mr. HERRING. Those numbers have been alluded to all morning 
in these discussions. In a recent study conducted by Dr. Kelly 
Tillen at the University of Tennessee, it is estimated that the 
buyout will produce the $1.16 billion in income chained to economic 
activity for the year 19005 with $789 million of that going to the 
quota owners and growers. The remaining $371 million, more or 
less, would flow directly into the local economies of these commu-
nities. 

According to this study, the change in economic activity would 
support more than 11,000 jobs in our state. North Carolina would 
realize an increase of more than $6 billion overall. 

Senator DOLE. Thank you very much for that answer. Mr. Taylor, 
it’s well known and been documented today just how important to-
bacco is to the overall economy in North Carolina. Our state ranks 
third in agricultural diversification and it is the State’s No. 1 in-
dustry. What kind of impact would a tobacco buyout have on that 
part of the population that is not involved in agriculture? 

Mr. TAYLOR. Well, outside the tobacco industry, the cuts that we 
have seen in the past few years certainly has a ripple effect on the 
entire community—agribusiness, every business that you can think 
of—car dealers, furniture dealers, anyone who is in retail and it 
will have a tremendous impact in reference to North Carolina, par-
ticularly eastern North Carolina, as it would create jobs and pro-
vide a tremendous amount of cash-flow into the population. As we 
have indicated with consideration to balance sheets, it would go a 
long ways to turning that tide and strengthen those—and that 
would have a ripple effect throughout the economy. 
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Senator DOLE. Thank you very much, gentlemen. Your testimony 
has been most helpful. Thank you. I appreciate your joining us. 

Senator DOLE. Will the last panel please come forward? We have 
the Chairman of the Johnston County Board of Commissioners, Mr. 
J.H. Langdon and Mr. Allen Scarborough, Manager of State Affairs 
with Bayer CropScience. 

Mr. Langdon, welcome. 

STATEMENT OF HON. J.H. LANGDON, CHAIRMAN, JOHNSTON 
COUNTY BOARD OF COMMISSIONERS, ANGIER, NORTH 
CAROLINA 

Mr. LANGDON. Thank you. Thank you, Senator Dole, for asking 
me to be here today to participate in this event. We have heard a 
lot of things today about how tobacco affects and what’s happening 
to affect our citizens in North Carolina—particularly eastern North 
Carolina—and I would like to put a focus on what we have done 
in Johnston County. 

Johnston County is one of the fastest growing counties in North 
Carolina, so we have a mix of things happening, but tobacco is still 
an extremely important part of our economy in Johnston County. 
In 2003, the estimated farm income from tobacco was $35,363,561. 
The income was shared among an estimated 550 active growers, 
probably the largest number of producers in one county in the 
United States. 

There are some growers who do not own quotas, but most grow-
ers, well over eighty percent, own quotas and lease tobacco quotas 
from other quota owners. Johnston County had the second highest 
amount of quota in the state, Pitt County being first. Tobacco has 
been a stable source of income and to some degree, it stabilized our 
local economy over the years. Because the crop was grown under 
the quota system with price supports, growers have been able to 
make business plans and arrange to secure resources necessary to 
do what they need to do in their farming operations. 

Tobacco has been profitable for growers and for quota owners 
and because it’s profitable, the quota has value, and of course, that 
value has allowed farmers to purchase land and paid for their 
equipment based on that value. 

If we change that value, we make it very difficult for them to 
maintain the level of living they have and to carry out the kinds 
of things that they need to. 

As we know, times have changed, haven’t they? Eighty-three per-
cent of tobacco produced in Johnston County in 2003 was sold 
under marketing contract. Since 1997, the quota in Johnston Coun-
ty has dropped forty-seven percent—from 37 million pounds in 
1997 to 19 million pounds last year and in that same period, the 
income from tobacco has dropped by forty-five percent from $64 
million in 1997 to $35 million in 2003, which the projections have 
been mentioned a number of times today about the thirty percent 
reduction in quota in 2005—that would be an $11 million hit for 
Johnston County. This would significantly impact our farmers and 
our quota holders. 

Johnston County tobacco farmers and allotment holders need the 
buyout and with the present tobacco program, quotas and allot-
ments are in a downward spiral. While quotas and allotments be-
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come smaller, growers are suffering from the lack of dependable 
source of income and the value of assets that quota owners and 
producers have invested in is decreasing. A buyout will compensate 
allotment holders for their investments. This includes over 5,000 
Johnston County citizens. 

Most important, a buyout will help active growers transition into 
other commodities and industries and we must remember that 
money that comes from tobacco multiplies three to five times. 

When we say we are going to possibly have an $11 million cut, 
you are looking at a tremendous cut in our local economy. The abil-
ity of our people to work and make a living and to carry on the 
things they need to carry on is really important and Senator Dole, 
I hope you will continue to work hard like you have for our tobacco 
buyout. 

Senator DOLE. Thank you. Mr. Scarborough. 
[The prepared statement of Mr. Langdon can be found in the ap-

pendix on page 73.] 

STATEMENT OF ALLEN SCARBOROUGH, MANAGER, STATE 
AFFAIRS, BAYER CROP SCIENCE, RALEIGH, NORTH CAROLINA 

Mr. SCARBOROUGH. Senator Dole, I really appreciate the oppor-
tunity to come and to give testimony for this hearing representing 
a segment of the ag community, and the tobacco economy, as well, 
and to the folks that are certainly vital to our business as well, our 
partners in agriculture. 

Bayer CropScience researches, develops, manufactures and sells 
a broad range of innovative crop science products for crop protec-
tion, biotechnology, seed markets; the turf and ornamental and pro-
fessional pest management markets; the consumer lawn and gar-
den markets. 

You can see we are vitally diversified throughout crop protection. 
Our U.S. business headquarters is in Research Triangle Park, 
North Carolina. I myself live in Raleigh. We employ about 400 peo-
ple throughout this state and many more throughout the U.S. 

The success of Bayer CropScience is directly linked to the eco-
nomic health of U.S. agriculture and the producer community. Our 
business is reliant upon the ultimate users of our products and 
technology and, beyond our own work force, is partnered with the 
distribution and retail businesses that sell, service, and help to 
steward what we develop and manufacture. It’s very important 
throughout the entire chain. 

The crop protection/production industry is affected by the crop 
acreage under production. A drop in acreage directly represents a 
reduction in the potential market for that crop. It’s a very simple 
analysis from my perspective certainly. Additionally, the value of 
the crop to the grower also determines the producers’ input deci-
sions affecting the purchasing of our technology or our products. 

In a simple analysis, if a market or other factors reduce crop 
acreage and/or the value of the crop declines, then our industry ex-
periences reduced sales for that market. The impact is also felt 
within the broader agribusiness community. We are very much 
aware of that and tied directly to that. 

For the agricultural industry, the basic manufacturers of crop 
protection products, the wholesalers and the retailers of input prod-
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ucts and technology, from our perspective and our interest, are the 
components most directly affected. 

Of very important concern, the long-term economic viability of 
the producer community will ultimately affect the continued and 
future markets for agrichemicals and related businesses. For to-
bacco, the acreages have declined and I hear different reports, but 
certainly around forty percent since the late 90’s and we have 
heard support of that information this morning. 

According to North Carolina State University, each lost acre no 
longer receives chemical inputs worth hundreds of dollars per acre. 
A continued decline in acreage and/or the potential loss of pro-
ducers would adversely affect crop protection/production sales, but 
could affect the viability of distribution and retail locations in such 
areas of these losses. The bottom line of national suppliers such as 
us certainly also is affected. 

For our industry and the economic health of the region, it is im-
portant that legislation support agribusiness by supporting the pro-
ducer community. Without that support, many producers may leave 
farming altogether. Clearly, the loss of producers would negatively 
affect the crop protection/production industry. 

Thank you very much. 
[The prepared statement of Mr. Scarborough can be found in the 

appendix on page 76.] 
Senator DOLE. Thank you. Mr. Langdon, you may very well have 

the best overall perspective on this important issue as Chairman 
of the County Board of Commissioners. As evidenced by your testi-
mony, you see the impact from all sides. You’ve seen first hand 
how the decline in tobacco quota has affected the County. How im-
portant is tobacco quota to the county tax base? 

Mr. LANGDON. It’s very important, as you well know. The ability 
to pay your taxes has a lot to do with what happens in government 
and the services we provide, so the quotas and tobacco being—be-
cause we are still a very rural county, it is extremely important 
that we are able to maintain that base. 

Senator DOLE. Johnston County is the fastest growing County in 
North Carolina—that makes your job all the much more demand-
ing. What are examples of services that would have to be cut if the 
tobacco industry were to simply dry up or does it mean that taxes 
would have to be raised? 

Mr. LANGDON. It would not mean that we cut services, as much 
as it would be taxes would be a problem for the people. We would 
hope that services that are important to our citizens we would be 
able to maintain, but the ability of people to pay local taxes is a 
very important effect of that, and it becomes our board having to 
make decisions that could be really tough on the services we pro-
vide. 

Senator DOLE. Mr. Scarborough, how much of an impact would 
continued quota cuts, particularly the thirty percent cut looming 
for the 2005 crop have on your local business and tobacco areas 
and if you could also answer, what other businesses that Bayer 
CropScience works with would be impacted? 

Mr. SCARBOROUGH. Certainly, I alluded in my comments, there’s 
a simple calculation just on an acreage basis and something that’s 
occurred to me during this morning and should have been more ob-
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vious certainly tobacco growers versus some of the other row crops 
would probably have fewer acres under production totally and to 
make up that difference in diversification would require an exten-
sive addition of acres—at this point, if they are in a situation 
where they choose to go to another crop, for example, and would 
require further acreage to try to make similar economic grounds, 
if that transition can’t be made, it’s simply a reduction in acreage. 

The second part to your question is the partners and I also al-
luded to that—the other businesses key to us in our industry are 
the dealers, the distribution network as well as the producers—and 
on a local basis, those are the folks that service our products and 
help to get it on the ground directly and it’s sort an environ-
mentally conscious to make sure that the labels are followed to the 
best maximum usage—so it’s an acreage issue from the fact that 
local businesses and down the chain with us going all the way to 
the grower as well as our individual sales structure and support 
staff and research. 

Senator DOLE. Thank you. I want to thank all of the witnesses 
who joined us today. Your testimony has been very informative and 
will be an extremely valuable resource for us as we continue to 
work with the other ninety percent of Congress who are not from 
tobacco states to make this buyout a reality. 

Before I call the Subcommittee adjourned, let me take a moment 
to thank Frank Lee and his staff who have allowed us to use his 
warehouse and who went to great efforts to get all of this arranged 
for us today. We are extremely grateful. Thank you very much for 
being with us—all of you—today. 

The subcommittee hearing is adjourned. 
[Whereupon, the subcommittee was adjourned.] 
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