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Electronic-cigarette products (e-cigarettes, e-liquids, etc.) are
a new and relatively unregulated product. While there is
potential for e-cigarettes to be used as a less harmful
alternative to traditional tobacco cigarettes and to help with
cessation, there is little long-term data to validate this.
However, recent Utah trend data has caused concern among
many who work in public health. The e-cigarette use rate
among Utah teens is now over 10 percent1 and the Utah
Poison Control Center received over 130 calls for child e-
cigarette exposures last yearz. The damaging effect of
nicotine on the developing brain is well established®. Recent
studies have shown that there is a greater likelihood of using
traditional tobacco products if e-cigarettes are used during

*>°_Given the potentially harmful and addictive nature

youth
of this product the state Tobacco Prevention and Control
Program (TPCP) advise that state policy makers look to limit

youth access to e-cigarettes.

Imposing a tax on e-cigarette products is one strategy that
could be used to accomplish this. It is expected that
increasing the price of these products will dissuade a portion
of youth use, since they are disproportionately affected by
this price increase because of their lower purchasing power.

TPCP knows this strategy has worked with traditional
tobacco products7’8. It is our hope that this same effect

would be seen with a tax on e-cigarette products.

The research group RTI conducted a study that estimates the
impact that various levels of increase in the price of e-
cigarette products would have on decreasing youth use and

. . 9 . . . .
increasing state revenue’. By using the natural variation in

product price and sale RTI estimates that:

* al0percentincrease in product price may resultin a

0.8 to 9.1 percent decrease in youth use;

* al0 percentincrease in product price may result in an
additional $242,845 to $274,422 in state revenue.

States have only recently begun to tax e-cigarette
products. Though each state has taken different
approaches and rates, three general strategies have

emerged.

A description of options

* atax based on the amount of nicotine in the product;
* afixed tax per milliliter of usable liquid product; or
* an ad valorem tax on all e-cigarette products.

Our recommendation is to tax all e-cigarette products
because this strategy would likely have the greatest effect
on the youth use rate. It also has the potential for
generating the most revenue. However, TPCP encourages

policymakers to carefully consider:

* the definition of the taxable product and which items

will be included under the tax;

¢ at what point in the distribution chain will the tax be

collected, and how;

* select a tax rate that maximizes the potential health
benefits and additional tax revenue, and increase the
tax on traditional tobacco; and

* how capacity can be increased to ensure tax

compliance.

Interested parties at the Utah Department of Health, the
attorneys general office, and the state tax commission are

available to help in this process.

Key Points:
* Utah has seen a rapid increase in e-cigarette use
among youth. The state has included e-cigarettes in all

tobacco laws except taxation;

*  UDOH contracted with RTIl international to study the
effect of e-cigarette taxation on use and state

revenue,;

e Adescription of the various factors that go into

developing an e-cigarette tax policy; and

¢ Aninformal evaluation of tax policy options.
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Introduction

Electronic-cigarettes (e-cigarettes) are a relatively new product in the United States. These devices were first developed in China by
small specialty manufacturers and it wasn’t until investments by larger international tobacco companies that the sales began to

. 10
rise on a global scale™.

Advances in technology and consumer choice have accompanied the popularity of e-cigarettes. The first generation e-cigarettes
(known as cigalikes) look similar to traditional cigarettes. These first generation products are very simple; consisting of a battery, a
compartment for the liquid product (e-liquid/e-juice), and an atomizer to aerosolize the liquid for inhalation. Depending on the
brand, new liquid could be added by purchasing a new e-liquid cartridge or disposing of the entire device and purchasing a new
one. From the cigalikes, tank systems were developed. Considered a second generation product, tank systems have the advantage
of not having to buy new cartridges or new devices, since they can be refilled with the user’s preferred e-liquid. Third generation
mods came with improved atomizers that allowed for user alteration. Accompanying the changes in devices was an increased

variety in e-liquid flavors™.

The major selling point of e-cigarettes is that they are a nicotine delivery system that does not involve the combustion of
tobacco™. As such the devices do not produce smoke and tar like traditional tobacco products (i.e., cigarettes, cigars, etc.).

Utah Tobacco Prevention and Control Program ¢ 877-220-3466 Page 1 of 17




Background

in a variety of candy or fruit flavors with attractive packaging

potentially increases the risk for children to be exposed.
Controversy has surrounded the safety of e-cigarette

products. Proponents of the technology claim that e-
cigarettes are a safer alternative to traditional combustible
tobacco products that can help those who smoke tobacco
quit. However, the opinions of those in the medical and
public health professions range from cautious to very
concerned.

What is known is that e-cigarettes do not combust tobacco
and thus the user does not inhale smoke and tar. This has led
many to believe that they are a safer product. However, e-
cigarettes are a relatively new product. The majority contain
nicotine, which is an addictive and harmful substance, and
other ingredients that have been shown to have either
unknown or negative health effects™. Also, not all e-
cigarette products are created equal. E-cigarette products
are not regulated at the federal level and research has
shown that ingredients vary from those stated on the label®.
Research has not been able to show that use of e-cigarettes
is a viable alternative to other tobacco cessation methods'”.

The greatest concern of those in the medical and public
health communities is the potential effect e-cigarettes may
have on younger people. It has been shown that nicotine is
harmful to the developing brain and can cause lifelong
damage3. Also, recent studies have shown that teens and
young adults who use e-cigarettes are more likely to move
on to use traditional tobacco products4’5’6. More research is
needed to better understand e-cigarette products and their
effects.

E-cigarettes also affect non-users. As mentioned, nicotine is
a potential toxin that can cause great harm even in small
amounts. Poison control calls regarding exposure to the
liquids of e-cigarettes have increased in Utah and across the
nation. According to the latest data there were 131 poison
control calls in Utah during this year due to nicotine
exposures from e-cigarettesz. The majority of these calls
were on behalf of children, who because of their small body
sizes and lack of understanding are more likely to orally
consume liquid nicotine resulting harmful consequences. In
many of the e-liquid products there is a potentially lethal

dose of nicotine. The fact that e-liquid products are available
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Research Study

Revenue Generation

TPCP contracted with RTI, a non-profit research group from
North Carolina, to estimate the possible impact of increased
prices of e-cigarette products on youth use rates’. Since only
one published study had examined the effects of e-cigarette
price increases on youth use'®, RTl used the estimated
relationship between smoking and the price of cigarettes in
conjunction with Huang’s study to develop six different price
elasticity scenarios that range from low end estimates
developed for adults to high end estimates resulting from
Huang’s study on the effects of an e-cigarette price increase
on youth. Furthermore, RTl analyzed potential budgetary
implications of e-cigarette taxation in Utah. To do this, RTI
used e-cigarette retail scanner data from Utah convenience,
food, drug, and mass merchandise stores to estimate
expected government revenues resulting from e-cigarette

taxes.

Effect on Youth Use Rates

TPCP is interested in limiting the recent increase in youth use
of e-cigarette products, for the reasons previously discussed.
It is a well-established theory that consumer behavior is
affected by the price of cigarettes. Because of lower personal
resources, youth are much more sensitive to changes in
cigarette price. Huang, et al.'® has shown that the same
relationship exists between the price of e-cigarette products
and the rate they are used by youth.

In their study, RTI found that for every 10 percent increase in
e-cigarette price, there may be a 0.8 percent to 9.1 percent
decrease in the youth use rate. The range in estimates
reflects the extremes in the investigated scenarios. A 0.8
percent decrease is the most conservative estimate based on
studies performed using adults, who are much less sensitive
to price increases than children. The 9.1 percent estimate is
based on the established study that investigates the
relationship between e-cigarette price and youth use. The
actual effects of a price increase will most likely fall

somewhere between these two estimates.
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Taxing e-cigarette products will also produce revenue for the
state. However, this begs the question of how much revenue
would actually be generated in Utah. Since other states have
only just begun to tax these products there is little data to
predict how much revenue a specific tax strategy will
generate. RTI has used retail scanner data to create four
model scenarios that estimate the amount of revenue
generated from a percent increase in price (through
taxation).

In three of the four model scenarios there was a linear
relationship between the percent increase in price through
tax and the amount of potential revenue. In these three
scenarios, a ten percent increase in price can generate
between $265,089 and $274,422 during one year of
implementation. If there was a 100 percent increase in price
the models predict that revenue could reach between
$2,545,467 and $4,242,450.

In one of the scenarios (scenario 4) the model predicted that
revenue would be limited at a 40-50 percent increase in
price (correlates to between $670,088 and $684,325 in
revenue). Past this point the model predicts that revenue
would fall, presumably because the price would discourage
sales. However, scenario 4 is based on the estimates of one
study. RTl is more confident in estimates of the other
scenarios. Furthermore, studies on tobacco taxes have
shown that tax increases will increase revenue in the short
and long term®. Declines in tobacco tax revenue often come
as a result of inflation or other tobacco control activities™.
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Potential Strategies

E-cigarettes are addictive, harmful, and are growing in
popularity among Utah youth, which warrants government
action. Taxation could reduce e-cigarette use among youth
while generating revenue for the state. Taxes on tobacco
have been shown to do this”®. This effect, called price
elasticity sensitivity, is especially pronounced among youth
due to their decreased financial resources.

Preliminary research has shown that similar price sensitivity
exists for e-cigarette products. A study by Huang, et al. in a
2014 article of Tobacco Control examined the price
sensitivity of e-cigarettes products by looking at natural
fluctuations in price and sales16. They found that a 10
percent increase in price resulted in a sales decrease of 12
percent for disposable devices and 19 percent for reusable
devices. However, they also found that if the price increased
only for reusable devices then the sale of disposable devices
would increase'®.

Current State Tax Strategies (as of Jul. 2016)

Consortium has categorized state action into three taxation
strategies”. These consist of a tax on:

* the amount of nicotine in the product;
¢ the amount, in milliliters, of usable liquid product; and
e all e-cigarette products.

Each of these strategies, and other potential options, will be
described below.

Amount of Nicotine in the Liquid

Nicotine is the addictive ingredient in the liquid. The amount
of nicotine in the liquid is typically described in either
milligrams per milliliter, or as a percent of the liquid. There
has not been a tax on the milligram amount of nicotine in a
product but rather the tax has been applied to the amount
of milliliters that contain nicotine. As such, nicotine free

products would not be taxed.

Amount of Usable Liquid Product

Though nicotine is the principle ingredient of the liquid, it is
only one part of a mixture of other chemicals. It is also the
case that certain liquids are advertised as being nicotine free.
E-liquid can either be sealed by the manufacturer inside of
the device or sold as a separate product to be added to the
device by the user. E-liquid sold by itself comes in containers
of 10 mL, 15mL, 30mL, and higher. The tax has been applied
in other states as a dollar amount per the amount of
milliliters sold. For example, in North Carolina 10 mL bottle
has a tax of $0.50 and a 15 mL would have a tax of $0.55
added onto the price.

Tax on Devices

Location ‘ Strategy ‘ Rate
Chicago Flat amount 55 cents/mL and
$0.80/ device
Cook County, Flat amount 20cents/mL
Illinois
District of Percent of 67 percent
Columbia wholesale on all
products
Kansas Flat amount 20 cents/mL
Louisiana Flat amount 5 cents/mL
Matanuska Percent wholesale | 55 percent
Susitna, Alaska on all products
Minnesota Percent wholesale | 95 percent
on select products
Montgomery Percent of 20 percent
County, Maryland | wholesale on all
products
North Carolina Flat amount 5 cents/mL
Pennsylvania Percent of 40 percent
wholesale on all
products
West Virginia Flat amount 7.5 cents/mL

States and local areas have begun to tax e-cigarettes using
various taxation strategies. The Tobacco Control Legal

Utah Tobacco Prevention and Control Program ¢ 877-220-3466

|H

Some states have implemented a “catch all” approach to
taxation by applying an ad valorem tax to all e-cigarette
products. One rationale to this approach is to more easily
incorporate the e-cigarette tax into the state’s current

tobacco tax strategy.
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Level of Taxation

States have also experimented with how an e-cigarette tax
would be calculated for an individual product. Two methods
are most commonly used; a) an ad valorem tax on the
wholesale value of the product, or b) a flat amount tax per

device and/or milliliter. An ad valorem tax likely favors
disposable products as their wholesale value is smaller than
those of the reusable devices. Conversely, a flat-amount tax
would favor reusable devices as the percent price increase
would be smaller compared to the disposable products.
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Stakeholders and Key Factors

Tax Commission

Feasibility

The e-cigarette industry is in its infancy and rapidly changing.
Therefore in designing language for taxing the product the
writer must be clear as to what exactly they are wanting to
tax. It would be easy to simply state that all electronic-
cigarette products would be taxed. However, there are parts
of electronic-cigarettes that are not exclusive to the device.
For instance, many electronic-cigarettes use disposable and
rechargeable batteries, battery chargers, and USB ports and
drives. It would be inappropriate for non-exclusive products
like these to fall under a tax on electronic-cigarettes.

The Tobacco Legal Consortium has provided an example of
tax language that would exclude these products that are
associated with electronic cigarettesﬂ. In short that

language;

* clearly states what constitutes an electronic-cigarette

product;

* specifically excludes batteries, battery chargers, and

charging cords from the tax; and

¢ would include batteries, chargers, and charging cords
if they are sold together with an electronic cigarette
product if they are packaged together as one saleable
item"’.
The distribution chains of tobacco products are well
defined; manufacturers sell to distributers who sell to
retailers who sell to consumers. The distribution chain of
the electronic-cigarette industry is not so defined.
Manufacturers, distributors, and retailers are not mutually
exclusive entities and as such it may be difficult to identify
at what point a tax should be paid and then which

businesses fall into that category.

The current Utah tax method for “other tobacco products”
may be useful in resolving this issue. The Utah code
currently states that the person who causes the product to
be made or brought into the state is responsible for
disclosing this to the Utah Tax Commission and paying the

Utah Tobacco Prevention and Control Program ¢ 877-220-3466

necessary tax on a quarterly tax return’>. Agents from the
Utah Tax Commission have authority to audit such
businesses to ensure that they are honest in their
disclosures. However, it must be said that the inclusion of
e-cigarettes as a taxable item is likely to place a burden on
the tax commission that is already spread thin with
identifying and auditing potential defrauders. Without
resources to enforce individuals will easily be able to sell
these products without paying the tax.

An alternative to this approach is to apply the tax through
the sales tax system. The sales tax is applied at the point of
sale and is recorded by the retailer’s scanner system.
Because the sales are recorded electronically, it is likely
that the retailer would be more likely to report their sales
and taxes due to the state tax commission. However, as
the tax is applied at the point of sale the consumer would
experience a potentially large price increase at checkout
compared to the stated sticker price. Such an increase may

be unpalatable to the consumer.

Health Advocates

Addiction

In 2010 the Surgeon General’s report described nicotine’s
addictiveness as comparable to cocaine and heroin®. As
such, e-cigarettes containing nicotine represent a potential
market failure; the consumer’s ability to act in their own self-
interest is distorted by the addictive substance. There is
precedent for government to control addictive substances
through tax. Traditional tobacco, alcohol, and in certain

states Marijuana has been taxed to discourage use.

Nicotine addiction is not harmless. Noted associations
include: acute toxicity; decreased body weight; insulin
resistance; cancer (of the lung, intestine, pancreas, and
breast) ; increased heart rate and blood pressure; promotion
of atherosclerosis; bronchoconstriction; apnea; GERD; peptic
ulcers; weakened immune function; erectile dysfunction;
impaired female fertility; and lower birth weight in
newborns”’. Nicotine replacement therapy is recommended
for tobacco cessation. However, because nicotine is
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addictive and harmful it should be utilized under the
supervision of a trained cessation professional and in a form
that has been through the proper drug testing protocol.
Since the nicotine in electronic cigarettes is neither FDA
tested/approved nor administered by physicians, steps
should be taken to reduce recreational use in the general

population.

If the argument is being made that the tax would help
decrease addictive behaviors, are there grounds to include
nicotine-free products on the tax as they do not contain the
addictive substance? There is evidence that suggests that a)
even products marketed as nicotine-free often still contain
small amounts of nicotine and b) other constituents of e-
cigarette vapor are harmful to health. As such it is desirable
to decrease the vaping of even nicotine-free products.

If nicotine-free products were to be excluded from the tax
they would be comparably less expensive than other vapor
products. This may encourage adult users to move to zero-
nicotine products and help them to towards vaping
cessation. However, cheaper nicotine-free products may
encourage youth use and serve as a stepping stone to

nicotine based products in the future.

Youth Use

Since 2011 the rate of youth tobacco smoking has decreased
by nearly 35 percentzg. However, over the same period, e-
cigarette use has increased fivefold® and, in 2015, 10.5
percent of Utah students reported that they had used e-
cigarettes in the last 30 daysl. This is a worrying trend for
health advocates. It has been shown that nicotine is harmful
to the developing brain and can cause lifelong damagea.
Also, recent studies have shown that teens and young adults
who use e-cigarettes are more likely to move on to use

traditional tobacco products4’5’6

. Though more research is
needed to better understand the long-term effects of e-
cigarette product use, there is enough information to

warrant an increase in efforts to limit youth consumption.

Unintended Consequences

Care must be taken to avoid unequal taxation across the
different e-cigarette products. Certain taxation strategies
may increase the price of one type of e-cigarette device over
another. The result of using such a strategy could be that

Utah Tobacco Prevention and Control Program ¢ 877-220-3466

users simply switch to a device that has a lower tax. This kind
of switching would weaken the impact of the tax. An ad
valorem tax would likely favor disposable products as their
wholesale value is smaller than those of the reusable
devices. Conversely, a fixed tax would favor reusable devices
as the percent price increase would be smaller compared to
the disposable products.

Also, a new tax on electronic-cigarette products would
decrease the price difference between electronic-cigarettes
and tobacco cigarettes and may encourage current users of
e-cigarettes to switch to traditional tobacco products.

State Government

Potential to Generate Revenue

A tax on e-cigarettes is an opportunity for consistency in the
code and to offset falling revenues from other sources. An
important consideration for generating revenue is a) will the
tax be ad valorem or at a fixed amount, and b) at what rate
or amount?

An ad valorem tax is determined by a percentage of the
wholesale value of the product whereas with a fixed tax
strategy a set dollar amount is applied per taxable unit (e.g.
product). The difference in these strategies is stark and has
the potential to significantly affect revenue generation. TPCP
assumes that an ad valorem tax would increase the price,

and therefore revenue, at a higher rate than a fixed tax.

Political Palatability

In general, Utah is averse to taxation. Proper framing of an e-
cigarette tax would be needed to make such a policy more
likely to succeed in the legislature. E-cigarettes in the state
code have already been designated as tobacco products in
almost all areas except under taxation. An argument can be
made that an e-cigarette tax would not be a new tax but an
extension of the “other tobacco” tax for a new tobacco
product. If this argument were to be used, using an ad
valorem tax strategy would be the most appropriate.

However, the part of nicotine-free products then comes into
question. If the one of the premises of the tax is that e-

cigarettes are a tobacco product, would including nicotine-
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free products under the tax potentially could weaken the products would encourage users to switch to traditional

argument of the policy. tobacco. Furthermore, there are concerns that an increased
price may drive down consumption to the point where small
businesses would lose significant profits and would have to

Vaping Community close.

Protection of Small Business

Many in the vaping community share the same concern as
health advocates; that an increase in the price of e-cigarette
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Evaluating Options

TPCP evaluated the strategies mentioned above using the
following criteria:

» effect on youth use rate;

* effect on addictive behavior;
* feasibility;

* revenue generation;

* limit switching between e-cigarette products and to
traditional tobacco;

* small business protection; and
e political palatability.

The criteria vary in the contribution to public good. TPCP
weighted each criterion based on the potential they have to
benefit society; one meaning less benefit and three meaning
more benefit.

Criteria Weights

Criterion ‘ Weight ‘
Decrease Youth Use 3
Decrease Addiction 3
Feasibility to 2
Implement
Revenue Generation 1
Limit Switching 3
Protect Small 1
Business
Political Palatibility 2

Next, the team described the relationship between the
strategy and the criteria on a scale from one to five with one
being very unlikely and five being highly likely. The weight is
then applied and each criterion added to give a total score.
The higher the score the more likely, in our estimation, that
strategy will benefit society. TPCP also added a row that
describes whether an ad valorem or a fixed tax is the most

feasible for each strategy.

Utah Tobacco Prevention and Control Program ¢ 877-220-3466

Amount of Nicotine in the Product

Nicotine is the addictive ingredient in e-cigarette products,
and thus a tax based on nicotine would theoretically
discourage the use of the potentially more harmful high
nicotine content product. Also this strategy may limit
switching between e-cigarette products, but not with
traditional tobacco because the price difference would be
lessened. Politically therefore, a tax on nicotine, the
addictive substance, may be perceived as the most
palatable. However, a recent study has shown that a large
proportion of adolescents start using e-cigarettes because of
the flavors rather than the nicotine content™. Therefore a
tax on nicotine may discourage current use but not initiation.
Also, a tax solely on the nicotine content would be difficult to
enforce. Research has shown that the actual nicotine
content of e-cigarette products can vary significantly from
the stated amount on the container. This may be due to
inaccurate manufacturing or, as mentioned by industry
representatives, because of the breakdown of the nicotine
as it is exposed to heat and/or sunlight. As such, it would be
difficult to place a tax on the amount of nicotine when the
actual amount of that ingredient may be unknown. This
strategy is likely to generate the least amount of revenue to
the state, but probably have the least effect on business.

Amount of Nicotine in the Product

A tax on the liquid amount of usable product (in milliliters)
would be easier to enforce than a tax on nicotine but still
presents problems. The true amount of liquid is more readily
known and is more stable than the nicotine content.
However, if sellers were to comply with a tax on liquid they
would have to modify their reporting practices so that they
could list the total amount of usable product in mL on their
tax return. It is not known at this time how easily this could
be accomplished. This strategy would likely discourage the
excess use of these products. However, as e-liquid can be
readily manufactured by an individual, a tax could be easily
avoided. Adolescents may be less likely to manufacture the
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liquid (because of the high initial cost) and thus may be more
affected by the tax.

This tax strategy would be equally applied across devices but
may not limit switching to traditional tobacco. As such this
could have a higher effect on business. A tax on e-liquid is
best suited to a fixed tax per mL, which would likely generate

less revenue.

Across the country, a tax on the milliliter amount of usable
product is the most popular strategy. This may be seen as
favorable politically as Utah would not be too outside the
norm. However, if this tax strategy were to be employed
effectively, TPCP recommends a higher tax rate than those

that have been set by other states.

Tax on Devices

A tax on completed e-cigarette devices would be easier for
sellers to report and for the tax commission to enforce.
However, this would be more complicated if the tax was also
applied to the individual parts of an e-cigarette; in such case
the taxable product should be carefully defined. According
to the study by RTI° and the published paper by Huang, et al.,
an increase in the price of e-cigarette products would have a
measurable effect on the youth use rate and generate
revenue. It is likely that this relationship is linear and thus a
higher tax would produce a higher effect. However, as
devices are bought less frequently than the e-liquid, it may
be the case that a tax on devices would have little effect on

those already using the product.

Itis likely that a tax solely on devices would encourage
product switching. As discussed, an ad valorem tax would
favor disposable devices whereas a fixed tax would favor
reusable products. Likewise, depending on how the tax is
applied it may favor one type of retailer over another as
vape shops generally sell reusable products and convenience
stores typically sell disposables. Switching could be limited
though if the tax was applied differently across the various
products. For example, a larger ad valorem tax could be
placed on disposable products, because of their comparably
lower wholesale value, to offset the price increase between
disposables and reusables. However, the right tax rate would
have to be determined to see this effect.

Utah Tobacco Prevention and Control Program ¢ 877-220-3466

Also, to exclude the usable product from the tax would
weaken the political argument that the tax would be used to
decrease addictive behaviors.

Tax on Devices and Liquid Usable
Product

This comprehensive approach draws upon the strengths, and
weaknesses, of the other strategies. Such a tax would
discourage e-cigarette use by current users as well as by
youth. However, enforcement of this strategy would require
a careful definition of what is taxable and what is not. Also,
an all-products tax may increase the likelihood that
individuals will make their own devices and liquid product, or
buy their products online where it is easy to avoid state
taxes. However, a tax on all electronic-cigarette products
would theoretically be the most successful in generating
revenue. On the other hand, it would probably also have the
largest negative effects on small business.

Another advantage to this approach is that the tax can be
applied differently to different products. For instance, a fixed
tax could be applied to e-liquids and an ad valorem tax to
devices. The right mixed application could help to maintain
equality of tax across products and therefore increase its
political palatability. However, if politics were to be focused
on, legislation would likely be most successful if the ad
valorem “other tobacco” rate were applied to both the liquid
and the devices.

The weakness of this and each of the other strategies is that
they would do little to stop individuals from switching to
traditional tobacco products. However, this unintended
consequence could be reduced by also increasing the tax on
other tobacco products. This approach would maintain the
price difference between e-cigarettes and traditional
tobacco and the incentive to switch to a potentially less
harmful product. Maintaining the price difference would also
help to protect small businesses that rely mostly on e-

cigarette sales.
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Tax strategy decision matrix

Nicotine ‘ mL of Liquid Devices All products

X weight ‘ Rate xweight Rate xweight Rate xweight
Decrease Youth Use
Decrease Addiction
Feasibility
Revenue generation
Limit Switching
Protect Business
Political Palatability
Total

Ad valorem or fixed Ad valorem
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Conclusion

*  Rep. Paul Ray, Utah House of Representatives District
In this report TPCP attempted to present an overview of e- 13;
cigarette taxation. This analysis is neither comprehensive nor
conclusive but the hope is that it will provide some into a
variety of strategies for taxing these products and the
potential impact on youth use rates and revenue. The
decision matrix identifies that a tax on all e-cigarette
products would achieve the best results based on the
concerns of stakeholders. However, instead of
recommending a specific policy TPCP encourages decision
makers to consider the following points in framing e-
cigarette tax policy:

* carefully define the taxable product to enhance
compliance;

* apply a tax to both the vaping device and the usable
liquid product;
¢ definein legislation at what point and how the tax will

be collected;

e apply a tax that would equally affect the range of
electronic cigarette products, and increase the tax on
tobacco cigarettes; and

* consider how capacity at the state tax commission can
be increased to match the increased enforcement
responsibility.

Distribution

Versions of this report were distributed to:
*  Utah Academy of Family Physicians;
e Utah Tobacco Free Alliance;

¢ American Heart Association — Utah;

*  American Cancer Society, Cancer Action Network —
Utah;

* American Lung Association - Utah;

* Utah Local Association of Community Health

Education Specialists;
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