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A M E N D M E N T T O S . 1638 

O F F E R E D B Y M R . T H O M P S O N 

Pa^ 103, strike line 1 and aH that foUows throitgh 

line 9 on page 108 and insert the f o U o ^ : 

1 SEC. 302. CHIU> TOBACCO USE StOlVEYS. 

2 (a) ANNUAL PERFORMANCE STJRVEY.—Not later 

3 than 1 year after the date of the enactment of this Aet 

4 and annually thereafter the Secretary shall conduct a sur-

5 vey to detenmne, in aceortoee with subsection (b)— 

(1) the percental of aU individuals tmder 18 

yean; of who used a tobacco product within the 

past 30 days and the percentage o f each 

ethnic group of such iniMviduals who 

used a tobacco product w i t h i n the past 30 

n days; and 

12 (2) the percentage of all individuals under 18 

years of age who identify each brand of tobacco 

14 product as the usual brand smoked or used within 

15 tiie past 30 days and the percentage of each 

ethnic group of such individuals who 

identify each brand of tobacco product as 

the usual brand smoked or used within 

19 the past 30 days. 
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2 

1 (b) EXCLUSION OP CERTAIN AGES.-^The Secretary 

2 shall exclude from the survey conducted under subsection 

3 (a), children under the â e of 12 years (or such other less-

4 er age as the Secretary may estabhsh to strengthen the 

5 validityof the survey). 

6 (c) BASELINE IJEVEL. 

7 (1) I N GENERAL.—The basehne levd of the 

8 child tobacco product use (referred to in this title as 

9 the ''baseline level'') is the percent.age of each eth-

10 n ic group o f individuals under 18 years of age 

n detennined to have used the tobacco product in the 

12 first annual performance survey for 1999. 

13 (2) MANUFACTURERS.—The basehne level of 

14 tobacco product use with respect to a manufac t̂urer 

15 is the percentage of each ethnic group o f indi-

16 Yiduals under 18 years of age determined to have 

17 used any tobacco product of such manufacturer in 

18 the first annual performance survey for 1999, 

19 (d) ADDITIONAL MEIASURBS.—In order to increase 

20 the undei-standing of youth tobacco product use, the Sec-

21 retary may, for informationai purposes only, add addi-

22 tional measures to the survey under subsection (a), con-

23 duct periodj.c or occasional surveys at other times, and 

24 conduct surveys of other populations such as young adults. 

25 The results of such surveys shall be made available to 

March 4^ 1393 (11:47 SLtn.) 
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1 manufacturers and the public to assist in efforts to reduce 

2 youth tobacco use. 

3 (e) ADMNISTRA.TION.— 

4 (1) RasxrjLTg.—The Secretary shall establish a 

5 scientific advisoiy board to ensure that surveys con-

6 ducted under this section produce results that are 

7 reasonably precise and valid. 

8 (2) TECHNICAL ADJUSTMENTS.—The Secretary 

9 may make technical changes in the manner in which 

10 the smreys are eonducted so long as adjustments 

11 are made to ensure that the results of the surveys 

12 are comparable from year to year. 

13 (3) PARTICIPATION I N SURVEY.—Notwithstand-

14 ing any other provision of law, the Secretary may 

15 conduct a survey involving minors if the results of 

16 such survey with respect to such minors are kept 

17 confidential and not disclosed. 

18 SEC 303. REDUCTION I N UNDERAGE lOJRACCO PRODUCT 

19 USAGE. 

20 (a) ANNUAL DETERMINATION.—The Secretary shall 

21 annually determine, based on the annual performance sur-

22 veys under section 302, whether the required percentage 

23 reduction (as described in subsection (b)) in the underage 

24 use of tobacco product,s for a year has been adiieved for 

25 the year mvolved. Such detennination shaU be based on— 

March a, 1908 ( i i :47 a.m.) 
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1 (1) With respect to cigarette products, the aver-

2 age annual percentage prevalence of the use of to-

3 bacco products by each ethnic groups o f indi-

4 viduals who are under 18 year^ of age (as deter-

5 mined under section S02(a» for the year mvolved as 

6 compared to the baseline level for cigarette products 

7 (as determined under section 302(c)); and 

8 (2) with respect to smokeless tobacco products, 

9 the a-v-erage annual percentage prevalence of the use 

10 of smokeless tobacco products by each ethnic 

11 group of individuals who are under 18 years of 

12 age (as determined under section 302(a)) for the 

13 yeaa- involved as compared to the baseline level for 

14 smokeless tobacco products (as determined under 

15 section 302(e)). 

16 (b) PERCENTAGE REDUCTION I N UNDERAGE USE OF 

17 TOBACCO PRODUCTS.-For purposes of this section, the 

18 required percentage reduction from the baseline level in 

19 the pei^entage underage use of tobacco products with re-

20 spect to ea<;h tobacco product shall be as foUows: 

21 (1) CIGARETTES.-With respect to cigarettes— 

percentage reduction in the per-

23 centage use of cigarettes shall be at least 20 

24 percent for each of the calendar years 2001 and 

25 2002; 

March 4.1998 (11:47 tuiti.J 
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(B) the percentage reduction in the per­

centage use of cigarettes shall be at least 40 

pereent for each of the calendar years 2003 and 

4 2004; 

5 (C) the percentage reduction in the per-

6 centage use of cigarettes shall be at least 55 

7 percent for each of the calendar >-ears 2005 

8 through 2007; and 

^ 0^) percentage reduction in the pei^ 

centage use of cigarettes shall be at least 67 

11 percent for calendar year 2008 and each sabse-

12 quent calendar year. 

13 (2) SMOKELESS TOBACCO PRODUCTS.—With re-

14 spect to smokeless tobacco products— 

1^ (^) the percentage reduction in the per-

16 centage use of smokeless tobacco products shall 

17 fee at least 15 pereent for each of the calendar 

18 years 2001 and 2002; 

(^) th^ percentage reduction in the per-

20 centage use of smokeless tobacco products shall 

^1 1^ *t least 25 percent for each of the calendar 

22 years 2003 and 2004; 

•̂ ^ (^) -̂he percentage reduction in the per-

24 centage use of smokeless tobacco products shall 

March 4,1998 (11:47 a_m.) 



MAR-11-98 WED 07:35 PM_ _ pOOOOOOOJOOOOOOOOOOOOO FAX NO. 00000000000000000000 P. 07/07 

F;\M5\THOMPS\THOMPS.019"" " 

6 

1 be at least 35 percent for each of the calendar 
2 years 2005 and 2007; and 

3 (D) the percentage reduction in the per-

4 centage use of smokeless tobacco products shall 

5 be at least 45 percent for calendar year 2008 

6 and each subsequent calendar year. 

7 (c) APPLICATION TO MANUFACTURER.—With respect 

8 to the average annual percentage prevalence of the use 

9 of each manufacturer's brands of tobacco product by 

10 each ethnic group o f individuals who are under 18 

11 years of age, as detennined on the basis of the annual 

12 performance survey conducted under section 302(a), each 

13 manufacturer which manufactured a brand or brands of 

14 tobacco pi-oduct on or before the date of the enactment 

15 of this Act shall reduce the percentage of children who 

16 use such manufacturer's brand or brands in accordance 

17 with the percentage reductions required under subsection 

IS (b). 

19 (d) PvEPORT.—Not later than December 31, 2005, 

20 the Secretaiy shall prepare and submit to the appropriate 

21 committees of Congress a report concerning the progi^s 

22 made in achieving percentage reductions in the use of to-

23 bacco products by each ethnic group together with 

24 the recommendations, if any, of the Secretaiy for stronger 

25 reductions in calendar years after 2008. 

M a n * 4.1996 (11:47 a.m.) 
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DRAFT Febmary 13, 1998 
Options for Youth Tobacco Reduction and Penalty Sy.stem 

BACKGROUND 
Toda> . an estimated 4.5 million U.S. children and adolescents smoke, and they smoke nearly one billion 
pack:̂  of cigarettes eacli year. Another 1 million use smokeless tobacco. Each year, 1 million more 
young people become regular smokers, and nearly one out of every three young people who smoke will 
have their lives shortened from diseases caused by smoking. 

Children are starting to smoke at younger and younger ages; Today, the average teenage smoker begins 
to smoke at 12'/: years old and becomes a daily smoker before age 18- More than 80 percent of all adult 
si nokei s had tried smoking by their 18lh birthday and more than half of them had already become regular 
binokers by that age. Although only 5 percent of daily .smokers surveyed in high school said they would 
detinitely be smoking five years later, close to 75 percent were smoking 7 to 9 years later. 

riiere is accumulating evidence thai the tobacco industry has targeted adolescent smokers for decades. 
pic, recently released RJ Reynolds documents reflect evidence that tobacco companies have 

long conducted research, and developed and marketed tobacco products aimed at youth. In the 1970's, in 
consideration of statistics that showed large and increasing numbers of youth smokers despite bans on 
promotion o f cigarettes to them, R.IR decided that althouvih they "should not in any way influence 
noii-smukers lo start smokmg there was ' there was ""ceitainly nothing immoral or unethical about our 
Company attempting to attract those smokers to our products...rather we .should simply recognize that 
ni.'iny or most of the "21 and under" group will inevitably become smokers, and offer them an 
oppiMinnitv to use our brands," Consequenlly. RJR found it helpful to divide the youth market into 

pi e-sinokers." learning smokers," und "'confirmed smokers'"-- "confirmed smokers" being the only 
gi OLip who had decided a brand preference-and from this found "sharp, perhaps exploitable, difference.s'' 
.;\mong these groups "in terms of what they expect or derive from smoking." 

The KJK and numerous other industry doctiments indicate that tobacco companies were not only 
iinwiilnv.: to commit resources to reduce youth smoking, but instead found ways to capitalize on the 
•-.oeial insecurities of childrcn cxperuTienling wii:h tobacco and their eventual addiction to nicotine. 

OBJECTIVE 
fhe Administration believes tobacco legislation must include stiff penalties that give the tobacco 
ind'.isiry ihc sin.mgest possible incentive to stop targeting youth, and that legislation .•should set ambitious 
i;ii -ets to cut tccn smoking at a minimum by 30% in 5 years. 50% in 7 seven years and 60% in 10 years. 
Olher congressional legislative bills have suggested increased targets. In addition to increasing the price 
ol'ciiiareiies by up to a SI .50 a pack over the next decade, legislation should impose severe fmancial 
penalties that hold tobacco companies accountable to meet these targets. 

[ his paper discusses the various options available for a tobacco reduction and penalty system and the 

rclaicd methodological issues. 

INCENTIVES TO RF-DUCE Y O U T H T O B A C C O USE 
Two types of incentives are available to reduce the use of tobacco products through price increases. One 
approach IS to reduce demand by increasing the price of tobacco products, either ihrough one-time and/or 
periodic up-front industry payments (e.g.. to a trust fund) or through an immediate excise tax or 
suicliarge. The other approach is to induce the tobacco indusuy to limit supply by imposing penalties in 
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llic form of jurcharaes on the price of tobacco products that are assessed based on the magnitude of the 
failure to meet a youth tobacco use reduction target. 

These approaches are discussed below. 

1. Price increases through payments/excise taxes: One method of reducing youth tobacco use would 
be to increase the price of tobacco products by collecting annual industry payments that would be 
passed on to consumers in the form of higher prices or by imposing an excise tax on tobacco 
products. 

Payments Direct payments are attractive because funds would be consistently, immediately and 
annually available for tobacco-related research, cessation programs, public education, counter-
advertising and other anti-tobacco activities. Such payments, however, tire unlikely lo provide 
direct incentives lo firms to reduce youth tobacco use. 

•• Exci.'iL' Kix The immediate surcharge is likely to have the desired effect on youthful users 
because it is known that they are more sensitive to price than adults. This incentive could be 
progressively reinforced by incrementally raising the price funher as targets for reduction of the 
prevalence of tobacco use are not met by the tobacco industry (see belovv). 

Regardless of the approach, higher prices would reduce demand for tobacco products among both 
\ outli and adults. However, because youth smokers are much more price sensitive than adults, this 
stiaiegy should be very effective in reducing youth tobacco use if the price increases are sufficiently 

large. 

2. Developing a penally system based on targets for reductions in youth smoking: Another method 
of reducing youth smoking would be to develop a system of financial penalties that would be 
assessed on tobacco companies if youth smoking is not sufficiently reduced in the future, i f properly 
:uructured, this type of strategy gives the industry and/or individual manufacturers financial incentive 
to lake actions to reduce the number of children that use tobacco, fhe risk of relying on increasing 
penalties linked to shortfalls in reductions is the potential for litigation over (he measurement otthe 
iTiagnitude of the shortfall. 

;» Setting vouth reduction targets. .\n important element of a tobacco reduction program is the 
establishment of target levels for reducing youth consumpiion of cigarettes and other tobacco 
products. These targets permit measurement of the effectiveness of tobacco use reduction 
strategies and also can form the basis for a system of monetary penalties on the industry or 
individual tlrms if future youth tobacco use does not fall sufficiently. There are several 
considerations in designing the targets: 

Cl) Relative or absolute largcts. Targets can be established in terms of absolute levels of youth 
tobacco use. in terms of relative reductions from baseline levels, or a combination ofboth. 
Discussions with survey statisticians indicate that accurate and reliable surveillance and 
penalty systems could be established around either type of target. The decision to use 
relative or absolute targets, however, could have important policy implications. These 
implications arise because the current distribution of cigarette brand use by teens is highly 
skewed: three brands dominate the youth cigarette market. Marlboro, Camel, and Newport, 

.1. 
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witli Marlboro having almost three times as many youth smokers as the next largest brand. 
Examples, advantages and disadvantages arc discussed below. 

(a) Absolute targets. An example of an absolute target is the Healihy People 2000 
objective which seeks to reduce tobacco use so no more than I 5 % of youth have become 
regular cigarette smokers by the age of 20. 

The potential ability for manufacturers to manipulate smoking rates in a baseline year 
suggests that a system based on the achievement of absolute targets (i.e., prevalence 
rates unrelated to a baseline) inight have some advantages. 

On the other hand, a system based on absolute targets (e.g.. no firm may have a youth 
prevalence of more than 2% in ten years) puts a much greater reduction burden on Philip 
Morris than on other firms. However, it may be difficult to reconcile this approach with 
the general goal outlined by the President of a 60% reduction in 10 years. Developing a 
tight absolute goal (such as the maximum 2.5% prevalence) that would require 
reductions by all three of the major firms would reC|uire such a large reduction from 
Phillip MoiTis thai the overall industry reduction would be greater than 60%. Setting a 
higher absolute target would possibly put no reduction obligation on firms other than 
Phillip Morris because they have much lower prevalence rates. 

(b) Relative targets. Examples of relative targets, whereby the prevalence of youth 
smoking must bc no more than x percent by a particular year and each manufacturer 
must reduce the prevalence of youth smoking of its brand.s by y percent over a particular 
period, include: 

The Ji^rie 1^7 setrknient, which would mandate a 30 percent reduction from the 
base year in daily youth smoking in years 5-6. a 50 percent reduction from the base 
year in years 7-9, and a 60 percent reduction from the base year in years 10 and 
after. 

'fhe FDA rule un yuulh /ubciccu use. which has a goal of reducing the number of 
children and adolescents who use tobacco products by roughly 50 percent within 
seven years of the rule's implementation. 

A system of relative targets which focuses on reductions from current smoking levels 
has the potential to lock in a higher youth market share for Phillip Moms, which 
manufactures the dominant brand. It potentially could meet an ambitious reduction 
target (e.g., 60% in ten years) and continue a youth prevalence of upwards of 6%. 

(c) Combination targets. It may be possible to deal with some of these issues through a 
combination of relative and absolute reduction targets. For example, the initial targets 
could be relative ones based on current youth brand prevalence (aggregated by firm), but 
with the addition of ongoing reduction requirements until some absolute target i.s 
achieved (e.g.. no firm with a prevalence or more than 1%). Such a method would 
continue Phillip Morris' dominance for a relatively long period, but would eventually 
end any advantage it may receive. 
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Industry or firm level penalties. Penalties for failure to meet the targets could be levied on an 
industry basis, by firm, or through a combination of the two approaches. Firm-specific penahies 
are a more accurate wuy to target firms that do not reduce the number of youth using their 
products, but also present more challenges in terms of measurement and implementation. The 
follosving are alternative ways of assessing penalties on the industry or firms i f youth tobacco 
use reduction targets are not met: 

(1) Industry-wide penalty-total market share: The June 1997 settlement proposes that the 
KDA establish a baseline percentage of the prevalence of youth tobaeeo use against which 
the required reductions would be measured. If the indu.stry does not meet the reduction target 
for a given year (beginning in year five), it would be assessed a .surcharge equal to $80 
million for each percentage point by which it falls short of the reduction target. For example, 
if the reduction target is 60 percent and the industry achieves a 55 percent reduction, i l would 
be assessed a surcharge of $400 million ($80 million multiplied by 5 percentage points). The 
maximum surcharge in a given year would be $2 billion. The surcharge would be allocated 
among firms based on each firm's total domestic market sliure. fhus, tlrms whose share 
of the youth market is higher than their share of the entire marker (which is mostly aduh) 
would not pay a fair portion of the penalty. Firms with high shares of the youth market and 
low shares of the entire market would have incentives to continue selling their products to 
youth. 

(2) Industry-wide penalty-youth market/prevalenee share: A second system would ensure 
that firms ^N'ith die highest proportion of the youth market pay the highest share of the 
penalty The government would determine if the entire indu.stry had met the youth tobacco 
use reduction target by measuring youth tobacco use on an annual basis. I f the target was 
not met. a penalty (such as a surcharge on products) would be assessed on the industry based 
on the percentage points by which it had fivllen short of the target. This penalty would be 
allocated based on each firm's share of the youth market or youth prevalence (as 
opposed to the provision In the settlement that would divide the penalty based on each fimt's 
share of the entire market). This system would hold the entire indus(:iy accountable for 
achieving the reductions and prevent firms from free riding on the reduction efforts of other 
firms. Each firm would have an incentive to reduce overall youth smoking as well as its 
share of youth smokers. 

(3) Firm-only penalty: Another option would be lo sel reduction targets for individual firms 
(not the whole industry) and measure the percentage reduction in youth who use brands 
produced by specific firms. If a firm failed to reach its target, it would be assessed a 
sLircharge on its products. It may not be desirable to apply targets and penalties to firms with 
very small shares of the youth market (1 percent or less) in order to focus on the firms with 
higher youth prevalence. 

(4) Industo'-wide and firm-specific penally: Thi.s system would impose both an industry­
wide penalty and an additional penalty on tlrms that fall short of a firm-specific target. Both 
an industry target and firm-specific targets would be established. I f the industry failed to 
meet its reduction target, a penalty would be imposed in the form of a surcharge on all 
tobacco products. If specific firms failed to reach their own targets, they would have to pay 
an additional surcharge. The firm penalty would be imposed only if a firm failed to reach its 
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target by a large margin. Because it requires two .sets of targets, this system would be more 
complex to administer and harder to explain to the public than the previous systems. 

c. Escalating Versus Flat Penalties: Under the above systems, the penalties would be based on the 
ainount by which the industry (or an individual firm) missed the percentage reduction in youth 
lobacco use targets. Two basic options are available for the triggering and scaling of the penalty. 

(1) Flat penalty'. The simplest option establishes a fiat penally which is assessed i f the actual 
reduction achieved falls below a specified target reduction. 

(2) Graded set of penalties. To avoid the all-or-none imposition of the penalty determined by 
whether the industry or firm falls on one or the other side of a thin, but not infinitely thin, 
boundary (the threshold), a graded set of penalties which increa.se as the magnitude of the 
shortfall or of the ratio of the shortfall to its uncertainty (standard error) increases could bc 
imposed. The gradation could increase in a linear fashion: i.e.. the surcharge per percentage 
point would increase with each additional percentage point shortfall. 

.Alternatively, the gradation could increa.se exponentially in an aeeeleraling manner, for 
example, in proportion to the square of the shortfall. In either ea.se. the estimate's 
uncertainty could be taken into account by using the ratio of the shortfall to the standard 
error instead of the shortfall or the square of the shortfall. However, it is probably preferable 
to scale the penalty to the shortfall rather ihan to the shortfall adjusted for a measure of 
uncertainty such as the standard error because constructing an adequate measure of 
uncertainty is mathematically complex. There is less of a concern vvith the confidence 
interval in an escalating system because it is equally likely that the estimate would 
overestimate tobacco use prevalence as it would underestimate prevalence due to statistical 
fiuctuntions. 

(3) Related Issues/options. 

(a) Standard error. To take into account statistical uncertainty, the threshold for the 
imposition of the penalty could be some multiple oftiie ratio of the shortfall ofthc 
reduction to the uncertainty in the measurement (standard error) of the shortfall. The 
threshold could be chosen to correspond to a 5% (or 1%) probability that a shortfall of 
the observed magnitude or greater could have occurred by chance alone 

(b) Control charts. The industry's and individual firms" performance in achieving the 
goals of reduction in consumption of lobacco products should be tracked and made know 
tu the public. This can be done conveniently by means of graphs called "control charts," 
well-known in the quality-improvement community. Two alternative presentations can 
be considered: 

(i) a plot of the amount by which the actual prevalence exceeds the largcted prevalence 
over time, or 

(ii) the ratio of the excess to the targeted reduction (or fraction or percent of targeted 
reduction actually achieved) vs. lime (Figure 1). Control charts also display control 

-5-
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bands (at ±1, 2 and 3 standard errors) which may be used to denote thresholds for the 
triggering of penalties. 

a% 

4% 

.Assessment of Performance in .Achieviim Reductions 

g 2% 

2% 

2O00 2039 

Year 

- Figure I -

(5) Severity adjustment. .A severity adjustment would address the problem of a fintt wilh a 
large share of the overall and/or youth market being penalized the same as a finn with a 
small share of the market. For instance, if firm X with 60% of the market missed its 
reduction target by 10%. and firm Y with 3% of the inarket missed its target by 10%, under a 
firm specific penalty system they would be penalized the same. A severity adjustment, 
based on, for example, the firms' share of the youth market, would account for its share of 
tlie youth prevalence rate. 

•MEASUREMENT SYSTEM 
Because of the dependence of the triggering of the penalties and their magnitude on estimates of 
prevalence of tobacco use among the underage population, the accuracy and the precision of the 
nieasureineius of tlie rates is of prime concern. The magnitude of the problem is illustrated by the range 
of curreiitl) as ailable estimates For instance, theNMSD.A and YRBS estimates for past month cigarette 
use can be compared for 10th and 12th grade students in 1995-

Pcrccnt Using Cigarettes in Past Month 

10th grade 12th grade 

NI-ISDA 25.7% 30.9% 

YRBS 33.1% 38.2% 

-6-
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Method.s .studv: A methods .study is needed to fully understand the reason(s) For the differences, but 
difterent quesiioii wording, different response categories, and the extent to which the respondents 
leel their responses are confidential and anonymous have been sugge.sted as possible explanations for 
the differences. The design of a survey that will satisfactorily support the projected policy initiative 
must address simultaneously (1) how to assure that valid estimates of prevalence rates are obtained, 
and (2) what the size of the sample of the population to be surveyed must be and how the sampling is 
to be designed to provide sufficiently narrow confidence intervals 10 Support the implementation of 
tliresholds for the imposition and scaling of penalties. 

Tvpe of survey to use and confidence intervals: The June 1997 settlement requires data on the 
prevalence of youth tobacco use to come fi-om the MTF survey or a comparable survey that uses 
Identical methodology, The MTF surveys only children in grades 8. 10. and 12, which does not 
provide a representative sample of school children aged 12-17. l i does not collect the information on 
brands used by children necessary lo implement a penalty system that allocates the penalty based on 
finns' market shares, In addition, the survey does not have a light confidence interval around its 
previilence estimates. 

A new tobacco use survey would provide both point in time estimates of the prevalence of youth 
tobacco users (annually beginning with a base year of 1999 or 2001) and estimates of the percent 
reduction in youth prevalence between two points in time (i.e.. between the baseline in 1999/2001 
and 2003/2005), In either case, confidence intervals of less than -1-1 percent: could be obtained from a 
sample of 50.000 students in grades 7-12 or from a sample of 25,000 youths of age 12-17 in 
households. Given samples of this size, very precise point estimates could be made down to a 
prevalence level of 2 percent (the confidence interval would still be below 1 percent). An ongoing 
SLirve> of this type would permit the determination of shortfalls in the reduction of prevalence rates 
at an> point in time and of smoothed and statistically more robust estimates in trends over time in the 
deviation from specified targets. 

Measuring monthly tobacco use vs. daily use: fhe June 1997 settlement proposes using the MTF 
survey to measure "daily use" of tobacco (one or more uses per day during the previous month), as 
the measure of "current use." However, this measure does nol capture early experimenters or 
occasional users, many of whom are likely become dependent on nicotine. Farly experimenters use 
tobacco infrequently initially, but over time build up tolerance to nicotine and gradually increase 
theii- tobacco use. It also does not measure well use of other tobacco producis (e.g. smokeless 
lobacco. cigars) which are typically used less often or in addition to cigarettes. 

,A new stand-alone tobacco survey would incorporate "past month use" of tobacco (any u.sc during 
ihc previous 30 days). This survey vi'ould capture early experimenters, occasional users, daily users, 
and users of other tobacco products. Early experimenters use tobacco infrequently initially, but over 
rime build up a toleiance to nicotine and gradually increase their tobacco use. Occasional users may 
use tobacco more frequently and on a regular basis as compared to early experimenters, but less 
frequently than once a day (e.g. only on the weekends). .And from the RJR and other tobacco 
industry documents i l is clear that lobacco companies target these "learning" or undecided smokers. 

Users of other tobacco products (e.g. smokeless tobacco, cigars) may use these products 
infrequently, occasionally, or ni addiiion to cigarettes. Only the ""past month use"' measure would 
capture the various forms of tobacco products used and how often each is used separately or in 
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combination 

The past month use" measure is the measure used on the three major federal surveys that assess 
lobacco use among youth (i.e.. the MTF, YRBS, and the >JHSDA). Any effort to triangulate data 
between surveys will need to incorporate a similar measure. 

4. Flow to determine each firm's prevalence of youth tobacco users: The proportion of each 
tobacco firm 's youth market share could be determined using one of ihe following options. 
Additional methodological work would need to bc completed to determine reliability of these 

inelhnds. 

A. Usual Brands: Each firm's proportion of the youth market could be determined by asking youth 
users in a survey to report which brand of tobacco they usually used in the past month. This 
would be the most straightforward approach provided that youth could identify their usual brand, 
l-lowever. it does not allow a distinction to be made between users who used different quantities 
of the usual brand. For example, the users who reported their usual brand as Marlboro cigarettes 
but only smoked three in the past month would count the same as users who smoked 300 
Marlboro cigarettes. Nor does it account well for the users who use multiple brands. For 
example, a user could report Marlboros as his or her usual brand, but out often packs of 
cigarettes six arc Marlboros and ihe other four arc each a different brand. 

b. Quaiitirv: The quantity of tobacco products used by youth could be determined by asking youth 
users to report which tobacco products they used and how much of each product they used in the 
past month. This approach vvould more comprehensively deiermint- each firm's share of the 
v outh market because it asks about every product consumed and the amount of each product 
consumed in the past month. For example, a user who only smoked cigarettes would be asked to 
identify all the brands smoked in the past month and of each brand the number of cigarettes 
smoked. Surveys have not asked these questions in this way before. Work would have to be 
done to test whether or not a youth user could recall for the past month all the brands of all the 
tobacco products they used and the quantity of each used. For youth who switched brands often 
this might be particularly difficult to assess. 

5. Respondents who report tobacco use but no usual brand or an unknown brand: Although the 
percentage of responses for no usual brand or unknown brand will not be known until the survey is 

conducted, three options exists-

a. Disregard 'no usual brand" and "unknown" responses when dcicrmining firms' shares of the 
youth market (just use responses that identify a usual brand). 

b. Consider "no usual brand" and "unknown" responses in determining firms' shares of the market, 
which would leave a portion of the market unallocated to any firm. This would mean lhat part of 
the penalty is left unpaid. 

c. Allocate "no usual brand" or "unknown" to usual brands based on statistical melhods/other 

variables (e.g., "hot decking"). 

6. Which age range to measure, l l is recommended that monitoring of youth tobacco use be done in 
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persons 12-17 years old. It appears this is the optimal age range based primarily on the review of 
existing data sets (e,g,, NHANES HI) which indicate that smoking prevalence is very low in persons 
> Hunger than 1 2 years old, and also because all states have laws prohibiting the sale of lobacco 
products to persons under the age of 1 8. It is also strongly recommended that the age of initiation of 
first tobacco use ia all persons surveyed be monitored, lo determine if the age of smoking initiation 
ever decreases. I f age of first use ever does decrease substanliaily, then the inclusion of persons 
younger than age 12 would be necessitated. 

When baselines would bc available: If the new survey measures just usual tobacco brands (see 
5-C), less preliminary methodological work would be required than if it measures quantity. A 
prevalence baseline from a survey using the usual brands method could be available in 1999 or 2001. 
•A baseline from a survey using the quantity method could be available as early as 2001. The Year 
2000 Decennial Survey conducted by the Census Bureau will preclude the household surveys being 
in ihe field at the same time. 

Use adjusted prevalence rates: Prevalence rates should be esiimated annually and then adjusted 
based on a multi-year running average. This average rate would be the one used to assess 
iiidustiy/tlrm performance in meeting the targets. An average rate smooths the statistical 
fluctuations of annual point estimates and has greater accuracy than an annual estimate, 

How to validate survey: A new survey could be validated using the other three major federal 
surveys lhat measure tobacco use among young people: the MTF, the YRBS, and the NHSDA {.see 
5 B). In addition, biological samples could be taken from some respondents in the new survey to 
measure the validity of their answers or a pre-existing survey (such as the Nl-IANOS) that takes 
biological samples could be relied on. 
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February 17, 1997 

The Appropriate Mix of Industry and Company-Specific Youth Lookback Penalties 

In combatting youlh smoking, youth lookback penalties can serve wo functions - providing two 
forms of insurance lhat we meet oiu- youth targets: 

Industry penalties provide pnce insurance: they can be used to increase prices further in 
the event tliat the base payments (or excise lax equivalents) and other restrictions 
specified m the main part of the legislation fail to reduce teen smoking sufficiently; 

Company specific provide non-price insurance:: penahies can be established to provide 
incentives to individual compajiies lo reduce youth use of their particular brands through 
non-price mechanisms 

Industry Penalties 

The appropriate role for mdustry penalties is to increase prices to ensure that youth smoking 
targets are met. As a result, industry penalties should be determined by [he required price 
increase per percentage point to meet a given target. For example, the following table illustrates 
the suggested structure of penalties for the Harkin youth targets: 

Year 
Targeted "/a 
Reduction 

Base Real 
Price $98 

Real Price to 
Hit Targeted 
Reduction* 

Real Price 
Change to 

Get % pt of 
'/o reduction 

SMillions 
per % pt of 
% reduction 

Billions of 
Packs 

2000 15 2.03 2.41 0.030 S636 21.2 

200! 20 2.02 2.58 0.033 $660 20.2 

2002 25 2.06 2.76 0.035 .S712 19.3 

2003 30 2.05 2.95 0.042 S740 18-3 

2004 40 2.04 3,38 0.048 S775 16.3 

200i 50 2.03 3.90 0.057 $800 14.3 

2006 55 2.02 4.19 0.063 $822 13.3 

2007 60 2.01 4.52 0.071 $863 12.2 

2008 65 2.00 4.90 0.081 S887 11.0 

taiaeted teen reduction in the model. 

Note that the appropriate non-linear structure of penalties suggests that they inight increase over 
lime, but lhat there is no obvious justification for penalties that increase as vve miss the target by 
a larger amount (as in the Conrad bill). 
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Indeed, ideal penalties might decline as we miss the target by more, since the fiirtlier you 
are from the target, the more responsive youths are to price increases. 

Note also that the appropriate means of carrying out tlie industry penalty is through a price-per-
pack amount, 

i he total payments presented above are very sensitive to other factors which detennine 
the total number of packs sold (e.g. the effectiveness of non-price interventions for adults, 
the underlying price increase embedded in the bill; trends in smoking behavior). 

Company Penalties 

For company penahies. the goal is somewhat different: it is lo iiicentivize the particular 
companies to reduce teen smoking of their brand through non-pnce means. In this case, the 
appropnate penalty should be detennined by the foregone profit per youth .smoker. 

Our anaiyis points to a break-even after-lax payment of S454 per youth smoker (with "youth 
smoker" as measured in the youth surveys). If tax deductibility is pennined, that ajnount would 
liave to be increased to $668 per youlh smoker. 

These numbers vvere derived from a full analysis of die implied stream of profits over 
time that would be expected to be received from a teen smoker over the course of their 
lifetime. The analysis tal<es into account a vaneiy of factors, including (1) per pack 
profits; (2) the Ukely number of packs of cigarettes smoked per day over different periods 
of the typical smoker̂ s life, (3) the probability that a teen smoker that is kept from 
smolong as a teen will ultimately smoke as an adult anyway; (4) discounting to present 
value of future profits and payment streams; (5) the distribution of teen smokers by age 
within the tccn smoking surveys; (6) tlie effect of not using a double-coimting adjustment 
mechanism; (7) the responses of leen decisions to smoke to price increases, etc. 

.A penalty lhat was exactly equal to the present value of profits would leave the company 
indifferent about reducing youth smoking (under the assumption lhat the company would bc 
unable to pass along any of the cost in the form of a price increase). 

Therefore, to create a strong incentive for companies to reduce youth smoking, the penalty 
should be specified as a multiple of the implied present value of profits. The muhiple would also 
guard against the possibility that companies could pass some of the cost on to higher prices (for 
example, in the event that most companies faced penalties from insufficient reduction of teen use 
of their brands). 

One form the company-specific penalty structure could take would be to have a penalty of about 
three times profits - about $1500 per youth smoker - to the first 20 percentage points of failed 
percent reduction, and then a penalty of six times profits - about $3000 per youth smoker - to 
any failed percentage point reduction beyond 20 percentage points of failed percent reduction. 


