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MEMORANDUM 

To: Legislative Fiscal Committee 

From: Dennis Prouty and Beth Lenstra 

Date: November 28, 2000 

Re: Update on Tobacco Securitization 

The Tobacco Settlement Authority met November 20 in the State Capitol 
Building. The Authority hired the Ahlers law firm, in- cooperation with 
Hawkins, Delafield & Wood, as its special counsel. The Hawkins law firm 
has been involved with six tobacco securitization issues and will serve as 
senior counsel. The Authority also hired, subject to Chapter 12.30, Code of 
Iowa, the Dorsey and Whitney law firm for its expertise in the area of Iowa's 
legislation and investment options. The law firms will be compensated only 
if Iowa's tobacco settlement is securitized. 

The Tobacco Settlement Authority reviewed a presentation by a 
representative from Public Financial Manag~ment (PFM), its financial advisor. 
There was a lengthy discussion of the varieties of risks that are involved 
with the Master Settlement Agreement (MSA) between the States and the 
tobacco companies: 

• One or more of the firms that are parties to the Agreement may incur 
bankruptcy, especially if more lawsuits are settled in the plaintiffs' favor. 

• Actual receipts under the MSA are dependent upon national sales and 
adjusted for the Consumer Price Index. The national market may be 
reduced in the future. 

• There is a risk that the Food and Drug Administration may regulate 
tobacco products, which may limit sales. 



• The MSA is an executory contract. As such, it may be subject to 
renegotiation if tobacco companies that are parties to the Agreement 
incur bankruptcy, or declining profits. 

• The financial markets may have a finite capacity for tobacco 
securitization issues. This is an unknown risk, since these issues are 
new. 

The Authority reviewed options for the tobacco settlement payments. These 
include: 

• Pay as you go - do not securitize the payments. This does not transfer 
any risk. 

• Tax exempt issue - this may not be available since current tobacco 
appropriations are for ongoing operating expenditures. 

• Taxable issue - this is the most expensive option. 

• Hybrid issue - a mix of tax-exempt and taxable issues. 

A discussion of the use of tobacco settlement proceeds followed, such as 
the creation of an endowment to only appropriate the earnings, or securitize 
the MSA payments to achieve $55.0 million annually (the amount of the 
current appropriations). The Tobacco Settlement Authority plans to issue its 
program plan in December. 
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