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CONGRESSMAN FAZIO INTRODUCES “HEALTHY KIDS ACT”
Says “Put Politics Aside” to Cut Youth Smoking in
First Major Tobacco Bill Introduced in the House

Washington, D.C. -- House Democratic Caucus Chairman Vic Fazio (D-Calif.), flanked by
House Minority Leader Dick Gephardt, Health and Human Services Secretary Donna Shalala,
Sen. Kent Conrad (D-N.D.) and three area teenagers, today unveiled sweeping legislation
designed to cut youth smoking by two-thirds by 2007.

The “Healthy Kids Act” is the first major bill introduced in the House of Representatives this
year stemming from the proposed tobacco settlement. Modeled after Senator Conrad’s legislation
introduced last month in the Senate, Rep. Fazio’s bill gives full authority to the FDA to regulate
tobacco products, funds a strong anti-smoking advertising program, and provides no immunity to
tobacco companies from lawsuits.

“Every day, 3,000 American children take up smoking; 1,000 of them will die prematurely,” said
Rep. Fazio, with a counter clicking off the number of new youth smokers today as a backdrop.
“With Congress scheduled to meet for just 83 more legislative days this year, we cannot afford to
let this historic opportunity to stop this epidemic fall victim to legislative largesse. We need to
put politics aside and get the job done. The Senate is hard at work on finding solutions. The
House should not be invisible on this critical issue.”

Under the proposed bill, tobacco companies would be hit with penalties which could raise the
price of cigarettes by $1.50 per pack. The legislation would require the tobacco industry to cough
up a first-year $15 billion payment to settle state and local lawsuits and another $1 billion for
asbestos-related suits. That penalty would not be tax deductible. Annual, tax-deductible
payments would continue for 25 years, reaching $29.1 billion in the final year. These payments
initially would be based on stock market capitalization and then on brand market share.
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Additional “look back” penalties would be levied if the number of children smoking does not
drop by targeted goals during the next few years. The bill aims for a 20 percent reduction by the
year 2001, 40 percent in 2003, 55 percent in 2005, and 67 percent by 2007.

Funds would be used to enact key components of programs outlined in President Clinton’s State
of the Union Address. Over five years, $16.5 billion will be directed to child care and early
development and another $5 billion over five years will be spend to hire 100,000 teachers in an
effort to reduce classroom size to 18 students per teacher in grades 1-3.

The legislation does not provide caps on liability, nor does it provide any special legal protection
to tobacco companies. However, in exchange for providing funds to reimburse taxpayers for
tobacco-related health costs and fund public health efforts, the bill settles current state and local
government lawsuits (although governments can opt-out of the program to continue their
lawsuits) and resolves asbestos and Castano lawsuits.

The Healthy Kids Act provides $27 billion in economic assistance over 25 years to tobacco
growers and communities to adjust to the predicted drop in tobacco use.

Congressman Fazio chairs the House Democratic Caucus Tobacco Working Group.
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Principles

Congress has an historic opportunity to enart legislation this year which will significantly reduce
tobacco use — especially among children. Nearly one in five deaths in America today is attributable
to tobacco use, making it the single most preventable cause of premature death, disease and disability
facing this country. These facts compel us to act now. However, to ensure the most effective result,
legislation must embody the following principles:

> It must be bipartisan and comprehensive — not piecemeal — to ensure a fundamental and
lasting change in the way tobacco produicts are markcted and sold in this country..

> It must attack the youth smoking epidemic as rapidly as possible by forcing the price of
cigarettes to increase by $1.50 per pack within the first two years, and prcviding for
comparable increases in other tobacco products.

> It must preserve the rights of individuals and groups to suc tobacco manufacturers for the
damagcs they have caused, while at the samc time establishing a manageablc framework to
ensure timely payment of awards and settlements to ¢laimants.

> It must provide incentives to states, local communities, schools, research institutions, health
professionals and other stakeholders to develop innovative strategies to discourage youth
smoking, and to assist aduit stnokers in kicking the habir.

= Tt must have as its primary purpose the promotion of aggressive anti-tobacco initiatives and
public health improvements, including the provision of significant new resources for medical

research.

Summary

The KIDS Deserve Freedom from Tobacco Act of 1998 (“The KIDS Act”) significantly improves
upon and strengthens the June 1997 Attomeys General Tobacco Settlement Agreement (“June 1997
Tobacco Agreement”). The legislation wouid substantially reduce youth tobacco use through a
comprehensive set of policy changes. These include increasing the cost of tobacco products,
cutailing advertising and marketing to children, assuring appropriate industry oversi ght, cxpanding
the availability of smoking cessation programs, and implementing a strong public heaith prevention
and education strategy involving the private sector, schools, states and local communities.

Price Increase. Public health experts agrec that the single most mportant componcnt of a
comprehensive plan to reduce youth tobacco use is to significantly increase the price of tobacco
products. Studies have shown that for every 10% increase in price, smoking is decreased at least 4%
among adults and, more importantly, by at least 7% among children. Therefore, our proposal would
increase the price of a pack of cigarettes by $1.50 within two years (31.00 the first year: $0.50
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the second yzar). The price of other tobacco products — such as cigars and smokeless/spit tobacco —
would be increased by a comparable amount. These increases would be achicved *hrough angual

industry payments totaling $20 billion the first year and $25 biliion per year thereafter

(indexed to inflation).

Annual Youtis Reduction Targets. There is clear and abundant evidence that the tohacco industry
has tajlered its marketing and advertising programs to attract and encourage children to smoke.
Largely because of the industry's success in this regard, 3,000 children start smoking every day in
America. Accordingly, the KIDS Act would make the tobacco industry accountable for promoting
and achicving a significant reduction in tobacco use among children, Our propesal would <2t an
ambitious, but realistic schedule for reducing the raic of vouth smoking by 65 percent over the
next ten years,

The schedule would follow the recommendations of the Final Report of the Advisory Committee
on Tobacco Policy and Public Health, chaired by Dr. C. Everett Koop and Dr. David Kessler. The
following targets wou'd be set:

4 25% 9 60%
) 3% i0 65%
6 | 40% Beyond 65%

_—

(vourh pravelence measursd by monzh!y use)

Tough Look-back Penalties. The KTDS Act would impose up to an additional $10 billion per year

in non rax-deductible penalties (indexed to inflation) on the tobacco industry for failure to meet thesc )
targets Qur penalty structure would irapose stiff price increases if targets are not met, and unlike

the June 1997 Tobacco Agreement or any other proposal, would impose charges on the companies
that addict the most youth sraokers.

First, industry-wide penalties would be assessed for failurs t5 meet the above wargets. Second,
company-specific penalties wouid be imposed 10 preveut individual manufacturers rom achieving
any financial reward from addicting chiidren to their products. Finaliy, unlike the June 1997
Tobacco Agreement, the KIDS Act would provide no abaiement or rebate relief to tobacco
compernies.

* Indusiry-wide Penalties: Experts agree that to reduce youth consumption by one percentage
point, an increase of at least §.02 per pack is necessary, Therefore, for avery percenmage
point missed in a given year, the KIDS Act would assess an industry-wide penalty of $.02
per pack of cigarettes. For example, if the industry were 10 miss the target for & giver year
by 10 percentage points, the penalty assessed would be $.20 per nack, or approximately $4.§
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billion. Furthermore, the KIDS Act would impose even tougher penalties on the tobacco
industry for repeated failure to meet the targets: after two consecutive years of failure, it
would double to $.04 per pack for each percentage point missed: after four, it would triple
to $.06 per pack.

*  Company-specific Penalties: The KIDS Act would imposc the most hard-hitting assurance
yet proposed that tobacco manufacturers reap no profit from recruitin ¢ and addicting
children. The company-specific penalty for failure to meet the youth reduction targst for a
year would be $1,500 for each teen smoker for which the individual cempany misses the
target. The penalty structure is designed to make it several limes more expensive for an
individual cornpany to addict a child to a lifetime of smoking, than to never have that child
start smoking their brand in the first place.

No Anti-trust Immunity. Anti-trust laws are the most important safeguard we have against anti-
comnpetitive actions which hurt consumers and undermine the free market. As such, exceptions to
these-laws should be made only in rare circuinstances, where iraportant policy objectives ourweigh
the benefit of free market protections. The tobacco industry has not made a persuasive casc for ths
grant of immunity it proposes. Therefore, unlike the June 1997 Tobacco Agrecment, the KIDS Act
would not cxtend any anti-trust exemptions to tobaceo manufacturers.

State Performance Bonus Payments. The June 1997 Tobacco Apreeruent and pending legislative
initiatives fail to provide strong economic incentives for states and communities to help decrease
tobacco use among children. The KIDS Act would address this shertcoming by establishing a $500
million annua] “Performance Bonus Pool” for states that meet or cxceed the reduction targets within
their own borders.

This would serve as an important incentive for states and localities to devclop aggressive and
innovative anti-smoking strategies suited to their own individual needs. Staie-specific baselines and
targets would be developed using a standardized methodology determined by the Centers for Disease
Control and Prevention. Furthermore, the KIDS Act would clarify the authority of statcs and local
governments to encourage the cnactment of stronger anti-tobacco policies.
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Marketing and Adverdsing Reforms. The tobacco industry spends an estimated $5 billion per year
on rearkeiing and premotionai activitics —- much of it targeted to children. The KIDS Act would
fundamentally alter tebacco marketing and advertising praciices io eliminate this reprehensible
practice.

Health Warning Labeling Reforms. Evidence suggests that the current warning label regime for
tobacco product packaging fails to adequately convey to children the risks associated with tobacco
use. For example, nearly half of the 8th graders in a 1993 study denied any “great nsk” associated
with pack-a-day smoking, despite the presence of health warnings on tobacco product packaging.
Morcover, consumer research indicates that alterations in format, composition and warning’ labe)
content would make them far more effective in reaching children. Thus, the KIDS Act Proposcs to
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significantly strengthen warning labels to improve their impact on the behavior of children. These
messages would be regularly reviewed and updated by the Secretary of Health and Huraan Services
to 1eflect changes in public awareness and attitudes about tobacco use.

Minors’ Access Reforms. Illegal sales to mimors and shoplifting are the primary means by which
children obtain cigarcttes and smokeless tobacco products. Estimates suggest that at least 516
million packs of cigarettes per year are consumed by minors, of which at least half are obtained
through direct, illegal sales to minors. Shoplifting is another scrious concern. In lowa alon¢, more
than 4 million packs of cigarettes are shoplifted every year.

The KIDS Act would address these problems by mandating that tobacco products be sold from
behind store counters, banning vending machine sales, Tequiring retailers to verify age, and fining
those vendors caught selling to minors. In addition, the KIDS Act would require states to license
tobacco retailers and distributors to further ensure compliance with minors’ access provisions. These
reforms would build upon those developed by the U.S. Food and Drug Administration (FDA), and
those contained in the June 1997 Tobacco Agreement.

Importantly, the tobacco companies would be bound by enforceable consent decrees 1o preclude
them from challeriging such restrictions in the courts, or from providing any means of support to
thurd parties for this purpose.

State Preemption. The KIDS Act would clarify the authority of states and local governments to
regulate the sale and use of tobacco products by repealing the preemption clause in existing federal
law. [However, it would preserve the national requirement for uniform packaging and labeling
standards to ensare the free flow of interstate commerce.
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At-A-Glance: Changing How Tobacco Products are Sold
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FDA Authority, Given the addictive, disease~causing nature of tobacco products, full and
appropriate regulation is needed. Therefore, in addition to establishing new advertising and
marketing restrictions, the KIDS Act would assure that FDA has the authority to effeciivaly monitor
and regulate the manufacture and distribution of tobacco products, promote the development of safer
alternatives, and to conduct rezearch. Importantly, FDA would not be required to overcome special
turdens or procedura! hurdles in its regulatory activities — a major flaw of the June 1997 Tobacco
Agreemeat. The KIDS Act would classify “nicotine™ as a drug, and “tobacco products” as Class II
druo delivery devices (to include cigers, pipes and inose tobacco). Tr addition, our legislation would
authorize FDA to implement a “reduction in risk™ standard in its review of tobacco products.

The FDA’s authority over tobacco products would be no more and no less than its authority aver
other drugs and devices. However, because of the addictive naturc of tobacce products, and the hugh
prevaleace of their use, the KIDS Act would specifically prohibit the FDA from banning the sale of
tobacco products to adults. Fmally, the KID3S Act would ensure that FDA has adequate fingneiz
resources. and appropriate ascess to Tobacco industry documents, 1o carry out its responsibilities.
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Ingredient Disclosure. Evidence strongly suggests that tobacco companies design and manufacturs
their products to satisfy and enhance nicotine dependence, Therefore, increased information about
the role and function of tobacco additives is essential to the effective regulation of such products.
The KIDS Act would substantially strengthen current ingredient disclosure requirements for tobacco
manufacturers. For example, each company would be required, by brand and conicnt, to submit lists
of all tobacco additives. Further, if the Secretary of Health & Human Services determines that any
of these additives pose a particular risk to smokers or others ¢xposed to tobacco sraoke, this
information will be fully and promptly disclosed to the public.

Reduced Risk. Much remains unknown about the feasibility and effectiveness of developing a less
hazardous tobacco product. However, it is ciear that tobacco manufzacturers have the ability and
knowledge to modify their products. Indeed, various forms of “reduced risk™ nicoure delivery
devices already have been introduced into the market. The KIDS Act would provide mcreased
monitoring of new technologies and facilitate broad market availability of all innovations which
cffectively reduce the risk of tobacco use.

Licensing. There arc approximately one million tobacco outlets in the United States, and as recently
as 1994, nearly three quarters sold tobacco products to minors. These include supermarkets,
newsstands, hotels, gas stations, convenience stores, and other types of vendors. In light of the
number and variety of such outlets, a tobacco retailer licensing program is critical to ending the
illegal saie of tobacco products to minors. The KIDS Act would establish a state licensing program
for retailers and distributors of tobacco products sirnilar to the system now in place for alcoholic
beverages. Additionally, tobacco manufacturers would be required to obtain federal licenses. These
licenses could be revoked for noncompliance with state or federal law.

RO PRING RIS

Prevention in Communitics and Sciools. In addition to econoric incentives, changes in tobacco
product advertising and marketing, and improved oversight and enforcement, experts agree that a
compichensive slate of public health activities is needed o stop children from taking up this deadly
habit. For example, research-tested schoal programs have proven to consistently and significantly
reduce adolescent smoking. Therefore, the KIDS Act would provide $1.4 billion to states for
community and school-based prevention activities. These initiatives would be designed and
implemented at the local level to ensure their effectiveness.

@ we” Becanse minority and lovr-income populations suffer a disproportioeale burden of tobecco-related
disease, and are among the greatest users of tobacco products, the KIDS Act would allocate z pOrdan
of the funding for community-based prevention activities to address their special nceds.

Counter Advertising. Research findings show that well-designed counter advertising initiatives do
help to reduce teen smoking. Thus, an intensive, sustained media campaign at the state and federal
level is needed to “deglamorize” tobacco use among young people. Accordingly, the KIDS Act
would provide $750 million annually tc fund a nationwide campaign with national, state, and local
componerts. Preeminent advertising firms with proven expertise in the formulation of messages
aimed at children would be charged with the development and implernentation of “deglamonzation”™

6



Smolking Cessation. While the primary emphasis of our proposal is to reduce tobaceo uge among
children, the more than 48 million adult Americans who currently smoke deserve and need help in
kicking the habit. The KIDS Act would establish a coordinated federal and state-based initiative to
increase access to, and awareness of, effective programs. When fully implemented, the legislation
would provide $1.5 billion annually for programs designed to enhance existing employer-based
initiatives, and those which target uninsured and under-served populations.
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National Fund for Health Research. Tobacco products kill more thar: 400,000 Americans cvery
year — more deaths than from AIDS, alcohol and drug abuse, car accidents, murders, suicides, and
fires combined. To stop this epidemic, we must strengthen our national commitment to finding
preventive measures and cures for diseases — cspecielly those related to tobacco use, including
cancer, heart disease, emphysema and stroke. Therefore, the KIDS Act would establish a National
Fund for Heaith Research to provide resources over and above those provided to the National
Institutes of Health (NIH) in the annual appropriations process.

The KIDS Act would allot $3.225 billion per year to the Fund. Each ycar, amounts within the Fund
would be distributed to each of the NIH Tnstitutes and Centers in accordance with the allocation
formulas employed in the annual appropriations process. The KIDS Act would direct the Institutes
and Centers receiving money from the Fund to give approprate priority to tobacco-related research.

Prevention and Cessation Research., While we know a great deal about reducing tobacco usc, much
remeins unknown. Thercfore, a significant expansion of prevention and cessation research is critical
to the success of any comprehensive effort to reduce tobacco use. In particular, more information
1s needed on why people use tobacco and on what program interventions arc most effective. Efforts
must also be undertaken to increase our understanding of the health effects of tobacco use and
exposure to second-hand smoke. The KIDS Act would provide $625 million per ycar for a major
new research effort.
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Predictability for Tobacco Companies, Not Liability Concessions. The KIDS Act would fully
preserve the rights of individuals and groups to utilize the civil Justicc system to recover tobacco-
related damages. Unlike the June 1997 Tobacco Agreement and some of the legislation currently
pending in Congress, the KIDS Act would not ban class action lawsuits or punitive damage
awards, as the tobacco industry has sought; simply put, it would provide no immunity to the
tobacco industry. Given the industry’s behavior, such liability protections cannot be justified or
condoned. -
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However, w ensure the timely payment of awards and settlerents to claimants. the KIDS Act would
establish an annual cap on civil liability payments. This cap would not include payments made to
states in settlement of existing Attorneys General sutts, and wou'd apply oaly to civil claims against
past wrongdoing by the industry. Our legislation would provide no protecticns from, or
limitations on criminal prosecution of the tobacco industry.

States which chaose to accept funds under the KIDS Act would be required to discontinue their suits.
In addition, the Castano Class Acztion lawsuits would be settled ir, return for the cstabliskment of
smoking cossation programs.

National Victims’ Compensation Fund. To ensure that 1esources are readily available for the
victims of whacco-related diseaszs, the KIDS Act would provide for the establishment of a pre-
funded National Victims® Compensation Fund {the “Fund”), from which court awards and
settlements would be paid. Furthermore, given the uncertainty of the legal enviromment surrounding
tobacco litigatior, an additicnal Coutingency Rescrve Account would be established within the
Fund. The fund and the annual cap would be indexed tc medical inflation.

* Annual Buse Payment: At the beginning o! each vear, the tobacco 1ndustry would make a
Base Payment of §4 billion into the Fund; awards and setdements would be defrayed from this
base amount. At the end of every year, any unobligated funds from the Base Payment would
be deposited into an interest-bearing Contingency Reserve Account.

* OQut-of-Pocket Supplement: T awards and sctlements exceed the Base Payment dunng any
year, the industry would bz liable for an additional $4 billion in out-of-pocket payments to cover
the excess,

* Contingency Reserve Account: Any unobligated funds from the $4 biliion Base Payment
would be placed in the Contingency Reserve Account (the “Account”) within the Victims’
Corgpensation Fund. For example, if awards and settlements paid in the first year amounted to
$1 billion, the remaining S3 billion would be deposited into the Account. Funds in the Account
would build up substantially in the early years as settlements and awards during tzis penod are
expected to be relatively smell. For any year in which liability awards and sstilerments cxceed
58 billion, the Account would be drawn down to make the excess payments. In the unlikely
event that awards and settlements ever dcplete the Account in any vear, unpatd claims woeuld
be rolled over and paid from the Base Payment at the beginning of the following year.

1f the Account accumuiates a balance of $20) billion the Attoracy General, in conjunction with
the Seoretary of Heultn & Human Services, would determine whether to conunue to deposit
excess funds therein, or to redirect those funds o anti-stoking and other public health activitics
authorized under the legislation.

Small Claimant Protection: Under the KIDS Act. individuals and smaller classes of
individuals would be given priority in disbursements from the Fund to ensure that large awards
or settlements, paid to 3rd parties for example, would not deny smallcr claimanrs timely
payment of their claims. '
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For decades, to the severe detriment of the public health, the tobacco industry has concealed
evidence of the consequences of tobacco usc and deliberately misled the public. Moreaver, tobacco
manufacturers have broadly misused the doctrine of attorney-client privilege 10 cloak industry
documents and research in a veil of secrecy. The KIDS Act would require tobacco companies and
their agents — as a precondition of eligibility for the annual cap on awards and settlements —- to
waive attomney-client privilege for key documents relating to the health effects, safety, and marketing
of their products to children. This reform would assist the victims of tobacco-related diseases in
securing judgments against tobacco companies, and out-of-court settlements, without the traditional
barriers and costs associated with document discovery.

As a further step to assure full disclosure of appropriate documents, the annual liability cap would
not apply to any awards or settlements stemming from a case in which it is found that documents
were not disclosed, as required under this Act, by the industry or a specitic manufacturer.

FDA to Obtain Needed Dacuments. Tobacco companies would be required to turn over (o the FDA
all documents the agency dcemed necessary to catry out its regulatory responsibilities — including
assessing the health effects of nicotine and other tobaceo ingredients, the design and development
of “less hazardous™ or “safer” tobacco products, as well as the advertising, marketing and promotion
of such products.

Document Depository. The establishment and administration of a document depository would be
competitively awarded to a nongovernmental entity with no conncctions to the wobacco industry.
Tobacco manufacturers and their agents would be required to submit all documents discovered
through any litigation to this depository, along with an index in such form that would make the
documents easily accessible and usable by plaintiffs and researchers.

Changes in national policy regarding tobacco products, and the expected declinc i their
consumption, will have ramifications for farming families, workers and communities in tobacco
growing regions. The KIDS Act would provide 815 billion for compensation, income support and
transitional assistance to tobacco farming families, and for economic development and related
assistance in tobacco-dependent communities.
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Our knowledge is growing daily on the deleterious effects of exposure to Environmenta! Tobacco
Smoke (ETS) in the home, the workplace and other public facilities. Annually, 3,000 Americans
die of lung cancer caused by second-hand smoke, and 15,000 children under 18 months of age are
hospitalized with respiratory infections related to ETS exposure.

Thus, the KIDS Act would provide strong protections for workers and the public against exposures
to ETS. In addition, our bill would place significant cmphasis on reducing ETS exposure in the
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home -- including such measures as pediatric outreach, public scrvice announcements, and
comprehensive media campaigns.

The KIDS Act would also require Congress to comply with the “no smoking” policies already in
place throughout the Executive Branch, Furthermore, legislation would not preempt states and local
governments from establishing even more stringent policies to protect individuals from ETS.

Anti-Smuggling. Tn some countries, significent increases in cigarette prices have resulted in large-
scale smuggling operations. Contraband cigarette trafficking can occur both at national borders and
between states with wide disparities in tobacco excise taxes. Since 1992, this criminal activity has
increased by more than 500% in the United States.

As the price of cigarettes increases as a result of tobacco settlement legislation, actions must be taken
to prevent the wide availability of contraband cigarettes. The KIDS Act would allocate $300 million
annually to strengthen federal anti-smuggling activitics, both domestically and internationally.
These measures would curtail the availability of “black market” tobacco products and ensuge that
economic and other policies aimed ar reducing tobacco use have the chance to work.

World Leadership. The World Health Organization (WHO) currently estimates that tobacceo usc
causes threc million deaths per year worldwide — a number which is expected to increase
exponentially as the U.S.-based tobacco industry intensifies its global marketing and promotional
activities. By the year 2023, WHO projects tobacco-related mortalities will jump to ten million, with
nearly 70 percent occurring in developing countries. This troubling trend is expected o accelerate
with the enactment of strong anti-tobacco policies in the United States.

Unlike the Junc 1997 Tobacco Agreement, our bill would provide clear leadership on intemational
etforts to curb tobacco use. The KIDS Act would terminate all support for tobacco promotion
overseas by the United States Government, provide $100 million per year to fund global education
efforts, and encourage America’s participation with other nations in efforts to harmorize tabacco
policics worldwide.
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Voluntary, but legaily-binding consent decrees —- signed by federal and state govermnments and
tobacco manufacturers — are critical to the success of any comprehensive tobacco legislation aimed
at significantly reducing tobacco use by children. Without these decrees, key provisions of such a
law could be delayed by lengthy legal challenges. To help avoid this problem, the KIDS Act would
require tobacco companies to sign legally-binding consent decrees in order to receive the benefits
of the annual liability cap established under the legislation. Violation of any of the terms of the
consent decrees would result in exclusion of that company from the annuai liability cap. Among
other things, the consent decrees — which would be enforceable by the U.S. Attomey General or
State Attornevs General through federal and state courts ~— would commit the companies to abide

in
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by the foliowing agrecments:

* Not to directly or indirectly bring or support legal challenges to the implementation of any
aspect of the KIDS Act, mcluding existing or future FDA regulatory authority, document
disclosure, youth [ook-heck survey methodology and penalties, and advertising and marketing
restrictions:

* To pay and fully pass though the cost «f annual industry paymenis and look-back: penaltics,
assuring that the price of cigarettes would increase by at least $1.50 per pack over 2 yeara, with

comparable mereases for other tobacco products;

* All reforms related Lo the labeling, sale, advertising and promouon of tobacco products intended
by this Azt

+ Not to directly, or through contractors, lobby federal, state or local governments ag&inst any
provision of this Act;

* To onby do business with those retailers and dismibutors i full compliance with ai' previsions
of this Act;

« To dissotve the Tobacco Institure and other existing trade associations:
« Not e advartise over the Internet; and,

« To cainply alse with all of the marketing and advertising restrictions in both the FDA regolation
and the proposed June 1997 Tobacco Agreement.
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Industry Payments: 'The KIDS Act would require a nen-deductible industry payment ot 510 billion
nnediately upon enactment. That payment would be used bv states and local commnunities, as well
as the federa! government, 1o begin implementarion of the strong anii-tobacco measures authorized
under the Act

Ong year afier enactnent, the tobacce industey would make @ payment of $20 billion to the Nationai
Tobaczo Trust Funid. Each yezar therzatier, the industy payment would be 325 Litlion. indexed
nflation.

Payments to States:  As under the June 1997 Tobacco Agreement, $193.5 biliion over 2€ years
would be reserved for state use. Of those fuads, 50% would be distributed o states to use for
improviag early 2ducation, child care, ur other purposes at their discretion. The rernaming 50%
would be allecated to the states for the purposes of tobacco prevention, education, and cessation. and
for the expansion of existing public health or children’s health programs.

Adainonally, $500 million per year would be awarded froim the Perforrnance Bonus Poo] to states
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which mect or exceed their Annual Youth Reduction Targets.

Paymenss for National Efforts: Under the KIDS Act, $4 billion of the industry’s yearly payment
would be directed to the National Victims’ Compensation Fund as the Annual Base Payment.
Remaining industry payments would be used exclusively for national anti-tobacco and public health
purposes.
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