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Flavored

Alcobolic “Beverages:

The Wolf in Sheep’s Clothing

Introduction

If you have never tried an OalcopopQor you are unsure just what an alcopop is,
chances are youQe no spring chicken. Alcopops or Ravored alcoholic beverages
(FABs) have been around for more than 20 years, but they have always been mar-
keted to a young audience as a way to introduce alcoholic beverages to new drink-
ers. But who exactly is this young audience? And should regulations on FABs be
strengthened?

Prior to the 1980s, the alcohol market consisted of three types of alcohol beverages:
beer, wine, and distilled spirits. The introduction of wine coolers in 1980 represented
the entry of a new fourth category: the Bavored alcoholic beverage. Since that time,
FABs (also frequently referred to as Oalcopops,@maltenatives,Oand ORavoed malt
beveragesOhave evolved to include other sweetly Ravored alcoholic beverages with
a base of malt, wine, or distilled spirits. An amalgam of alcohol, fruit juices, and Ra-
vorings, FABs typically have an alcohol content of approximately bvepercent, similar
or slightly more than the alcohol content for most beer. However, the added ingredi-
ents mask the Ravor of alcohol and effectively serve as a bridge from non-alcoholic
refreshers (e.g., soda, fruit juice, etc.) to alcoholic beverages.

The widespread consumption of FABs among underage youth, particularly girls, has
raised concerns in the public health community .

7w, Alcohol Awareness

¥  Approximately one-third of teenage girls ages 12 to 18 and one-bfth of teenage
boys have tried FABs.!
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¥ Underage girls consume FABs more
than any other type of alcoholic bever-
age, while women 21 and older rank
FABs as their least consumed alcoholic
beverage.?

¥ 34 percent of teenagers incorrectly be-
lieve that alcopops have less alcohol
than beer or similar drinks. 2

¥  About one-third of high school seniors
report regular consumption of FABs.*

These bgures on underage consumption
of FABs are noteworthy since beer has 33
times the volume sales of FABs, suggesting
that a large percentage of the FAB market
is underage youth.

The Alcohol Industry® Position

FAB producers have maintained that their
products are for adults and that their mar-
keting does not target underage drinkers.
They cite as evidence a 2003 report by the
U.S. Federal Trade Commission (FTC)that
concluded, based on documents provided
by the beverage producers, that Oadults

YOUR NIGHT JUST GOT MORE INTERESTING."

ages 21 to 29 appear to be the intended
target for [FAB] marketing.OThe report also
concluded that there was no evidence that
underage drinkers are a signibcant por-
tion of the FAB market while at the same
time acknowledging that FAB advertising
reaches a Osubstantial youth audience,O
and some themes in the advertising and
the sweet taste of the beverages Omayalso
be attractive to minors.OIn examining the
issue, the FTC did not consider epidemio-
logical data or marketing evidence other
than that supplied by the industry .

A Public Health Perspective

As has been noted in previous //AA Policy
Briefs, marketing strategies can be ana-
lyzed using the four OP$D of marketing:
product, promotion, place, and price. Mar-
keters coordinate these four key elements
to develop a OtotalmarketingOprogram to
reach target audiences and consumers.

Product B Alcohol industry representa-
tives admit that FABs are designed to reach
ewOor CGentry-levelOdrinkers, a population
they debne as over the legal drinking age.®

The age of alcohol initiation, however, has
dropped steadily since 1965 when the age
of brst use averaged 17.6 years. In 2000, the
average age of brst use was only 14 years
old. So GewOor Gentry-levelOdrinkers are,
in fact, almost all under the age of 21.

Promotion BThe surges in FAB sales have
coincided with large increases in spend-
ing on promotion, with an estimated $600
million spent on FAB promotions in 2002,
more than half of which occurred through
non-traditional methods.® Traditional me-
dia outlets include television, radio, and
print, and media exposure through these
outlets can be measured. Non-traditional
forms of promotion include the Internet,
product placement, and sponsorship. A re-
cent study found that underage youth are
substantially more exposed to FAB televi-
sion and magazine advertising per capita
than adults.” Internet marketing occurs on
industry websites that tens of thousands of
youth visit each year.?

Internet marketing typically includes inter-
active games and downloadable screen-
savers and wallpapers, the content of



which has been determined as potentially
attractive to youth.® Two recent surveys
comparing youth and adult exposure to
FAB promotion found that teenage girls are
more likely than adult women to have seen
or heard FAB advertisements, and teenag-
ers, in general, are more than three times
more likely than adults to have seen, read,
or heard about FABs.*?

Placement BProduct availability is of criti-
cal importance to ensure FAB purchase
and consumption. When FABs are classi-
bedas beer rather than as wine or distilled
spirit B the case in all but one state Bprod-
uct availability to youth is greater. Beer is
sold in far more retail outlets than distilled
spirits, including convenience stores, gro-
cery stores, and gas stations. These are
locations that young people are more likely
to frequent.

Price B Youth are the most price-sensi-
tive demographic group.!* As with prod-
uct placement (i.e., availability), classifying
FABs as beer can result in lower prices
because beer is taxed at a lower rate than
distilled spirits or wine. One speculation
about the reason behind the decline in wine
cooler consumption is that federal increas-
es in the wine tax produced an increase in
the cost of wine coolers that the drinkers
of wine coolers were unable or unwilling to
absorb.*?

The Bottom Line on FAB Popularity

No matter whether one accepts the alcohol
industry® assertion that FABs were devel-
oped for consumption by young adults or
the alternative view that FAB® were devel-
oped to appeal to a younger population, it
is clear that FABs have become increas-
ingly popular since they were brst intro-
duced more than 20 years ago. While beer
sales continue to outpace sales of distilled
spirits by a two and half to one margin, the
beer share of the overall alcohol market in
the United States dropped three percent
between 1999 and 2004 while spirit sales
rose three percent.'3 This shift has been at-
tributed, in part, to the appeal of FABs, and
it is signibcant enough to cause concern
among beer producers.*

The FAB Content Debate

There has been a great deal of debate in
recent years over the composition of RBa
vored malt beverages (FMBs), the latest
entries into the FAB market. In the 1990s,

Enter the States Attorneys General

The legal classibcation of FABs under state laws has recently come under the scru-
tiny of the Youth Access to Alcohol Committee of the National Association of At-
torneys General (NAAG). Committee co-chair Mark Shurtleff, Attorney General of
Utah, questioned the Obeer@IassiPcation for FABs under many state laws, includ-
ing Utah® in a speech made May 18, 2005, at a national conference sponsored by
Leadership to Keep Children Alcohol Free. Co-chair Steve Rowe, Attorney General
of Maine, has taken action to reclassify FABs from beer to low alcohol distilled spir-
its in that state, resulting in signibcantly higher taxes. The California Attorney Gen-
eral® ofbce, also a member of the task force, has initiated similar action (see text
box). The Committee® investigation is ongoing at the date of this publication.

when FMBs were Pbrst introduced, these
low-strength alcoholic beverages carried
distilled spirit brand names such as Ba-
cardi Silver and Smirnoff Ice and were mar-
keted by distillers although production was
contracted to beer producers. Debned as
a Ravored Omalt®everage, these products
were presumed to have a malt base. But
according to a study conducted by the U.S.
Alcohol and Tobacco Trade and Tax Bureau
(TTB), 83 percent of the FMBs tested con-
tained less than 25 percent of the original
beer and, for 92 percent of the brands
tested, 75 percent or more of the alcohol
derived from added distilled alcohol. °

The distilled spirits sector of the alcohol
industry argued N brst before the Bureau
of Alcohol, Tobacco, and Firearms (BATF)
and later before the Tax and Trade Bureau
(TTB)N that in spite of the end result, the
product base remains malt and therefore
should be classibed as a beer product for
regulatory and tax purposes.' The beer sec-
tor of the alcohol industry argued an op-
posite position: that since almost all of the
alcohol in the product derived from distilled
spirits, the beverage should be classibed
as a distilled spirit.

The debate at the Federal level concluded
last year when the TTB issued Pnalruling on
the matter. The Bureau followed a proposal
offered by the Flavored Malt Beverages
Coalition, an organization of FMB manu-
facturers, when it adopted the so-called
50/50 standard, which in practice meant
that under Federal law up to 49 percent of
the alcohol in FMBs could be derived from
distilled spirits. Potential public health im-
pacts of the regulatory decision were not
addressed, nor did the TTB address the
conBict between its ruling and an earlier
interpretation by the BATF Issued in 1996,

iThe BATF was the original Federal agency with jurisdiction over FABs, and the TTB was its successor bureau.
it is interesting to note that most legal debnitions of beer and distilled spirits are not based on what beverage is used as a base but rather on the type of alcohol in the bnal product.

that interpretation concluded that FMBs
that contained distilled spirits additives
should be classibed as distilled spirits. The
TTB did acknowledge, however, that its rul-
ing was in conBict with state laws.

Implications for States

The 21st Amendment to the Constitution
gives states independent authority to clas-
sify alcohol products, and most states have
independent debnitions of alcohol products
that would classify FABs as distilled spir-
its. Prior to the TTB ruling earlier this year,
FAB producers convinced state regulators
in every state except Oregon to delay any
regulatory action on FABs until the Federal
government issued its ruling.® Since the is-
suance of the TTB®ruling in January 2005,
states have experienced intensive lobbying
by FAB producers to amend state laws to
conform to the Federal ruling.

A Case of Lost Tax Revenues?

Regardless of the Federal ruling on FAB
classibcation, FAB producers have been on
notice that their products may have been
misclassibPed as beer under most state laws
as early as 1996.17 Failure to pay the higher
state excise taxes associated with distilled
spirits products is estimated to be at least
$260.6 million for 2002 alone.!®

Getting a Handle on FAB Sector
of the Alcohol Industry

Some have argued that the distilled spirits
sector of the alcohol industry has engaged in
a consumer fraud, deliberately masking the
classibcation of FABs in order to compete
effectively with beer in the underage drinking
market, a position that the FAB producers
vigorously deny. Regardless of the outcome
of this debate, the producersOstrategy to



boost distilled spirits consumption by mar-
keting FABs as a QrridgeObeverage appears
to have been successful, with distilled spirits
gaining ground on beer in the marketplace.
When the TTB challenged this strategy, the
distilled spirits sector lobbied the agency
intensely to redebne an alcoholic beverage
category in order to maintain low taxes on
FABs and retain access to critical product
sale venues. Even in light of the TTB® rul-
ing, which redebned the malt beverage cat-
egory to the benekt of the distilled spirits
sector, the companies continue to apply the
beer classibcation, in apparent violation of
many or most state laws. What should be
done to protect American youth from this
Qwolf in sheep® clothingOGand to recoup the
hundreds of millions of dollars that may be
owed to the American taxpayer?

¥

Seek voluntary industry action to
protect youth. FAB producers state
that they do not intend to market to
young people and do not want them
to consume alcopops. Since research
now shows the popularity of these
beverages among youth, the produc-
ers should demonstrate concern about
this problem by taking steps to ensure
that marketing of alcopops steers
clear of underage youth in terms of
where advertisements are placed and
in terms of the images and themes
contained in advertising messages.

Enforce existing laws. States should
carefully review their legal classibca-
tions of beer, wine, and distilled spirits.
If FABs are misclassibed as beer, then
action should be taken to enforce cur-
rent laws. This will raise taxes and limit
availability, thereby reducing FAB® at-
tractiveness to youth drinkers. Investi-
gations into possible consumer fraud
charges and the collection of back
taxes can also be initiated.

Create a separate regulatory cat-
egory for FABs. The alcohol industry
views FABs as a separate beverage
category. As a long-term solution, na-
tional and state governments should
consider following the industry@® lead.
Many states, including Hawaii, Indi-
ana, and Maine, have already created
new legal depbnitions for FABs.

¥ Increase taxes on FABs. As stated
above, youth are particularly sensitive
to alcohol price increases. Because
consumption of FABs has grown in-
creasing popular among youth, in-
creasing taxes would be an important
and effective mechanism for reducing
this illegal and unhealthy consump-
tion. Several European companies
have taken this approach, creating a
separate legal classibcation for FABs
and imposing a surtax on them in light
of their popularity with young people.

¥  Limit sales venues for FABs. Restric-
tions should be placed on the types of
outlets that can stock FABs. These in-
clude grocery stores and convenience
stores where youth most often pur-
chase alcoholic beverages.

New taxes and availability restrictions
should be implemented in conjunction
with creating a new regulatory cate -
gory for FABs to ensure that the alco-
hol base of the product is not altered
to gain regulatory advantages (as has
been done in other countries).

¥ Conduct additional research. Exist-
ing research on FABs is limited, making
it difbcult to determine the extent of un-
derage consumption, youthsOrelative
share of the market, and the impact of
industry marketing. Data is needed on
several topics:

b Brand preferences among youth,

b The relationship between brand
preferences and advertising prac-
tices,

b The impact of FABs on youth al-
cohol problems, and

Db Analysis of industry marketing
practices.

Careful monitoring of the FAB market
should be a high priority for our nation.
The Congressionally mandated report on
underage drinking produced by the Na-
tional Research Council and the Institute
of Medicine, called for such action.!® The
American public should speak up as well,
and our public policymakers should heed
the call.
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AB 417: How an
Intruder in the Night
Encountered the
California Spotlight

As originally drafted in the spring of 2005,
California AB 417 would have modiPed
existing state regulations on Obeertast-
ingsOsponsored by industry trade asso-
ciations. It passed the Assembly in mid-
May and got a second reading in the
Senate the following month. But on Au-
gust 22, the bill was Oguttedand amend-
edOat the behest of FAB producers and
distributors to redePneFABs to conform
to the controversial Federal ruling (i.e.,
the so-called 050-50 standardO). The
industry® legislative push was prompt-
ed by a letter from California Attorney
General Bill Lockyer to state regulatory
agencies stating that FABs are distilled
spirits, not beer, under California law.
The state legislature passed AB 417 in
the waning hours of the last legislative
session, despite strong opposition from
children® health and safety groups and
editorials opposing the bill in the State®
major newspapers.

AB 417 opponents then organized a
statewide campaign to convince Gov-
ernor Arnold Schwarzenegger to veto
the bill, both because of the harm FABs
cause young people and because of the
lack of opportunity for public scrutiny in
the legislature. The governor had con-
demned Ogutand amendO bills in his
campaign for governor the year before,
promising to veto any such legislation
unless it dealt with an emergency. The
opponentsO appeal succeeded, and
Governor Schwarzenegger vetoed the
bill on Oct. 7, 2005. His veto message
anticipated that the bill will be reintro-
duced in the next legislative session
and called on all interested parties to
use this additional time Oforpublic de-
bate and serious consideration of the
policy issues surrounding this bever-
age.OWith the spotlight now shining on
AB 417, stay tuned to see how this story
concludes.

For more information on AB 417, visit
http://www.marininstitute.org/take_action
/alcopops.htm.
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American Association of Motor V ehicle Administrators
WWW.aamva.org

AssureTec Systems, Inc.
Www.assuretec.com

The BARS Program
www.barsprogram.com

Digimarc Corporation
www.digimarc.com

E-Seek, Inc.
www.e-seekinc.com

First Data Merchant Services
www . Prstdatacorp.com

Intelli-Check, Inc.
www.intellicheck.com

International Institute for Alcohol Awareness

Leiweke Distribution Companies
www .idveribcationsystem.com

National Liquor Law Enforcement Association
www.nllea.org

Pacibc Institute for Research and Evaluation
WWW.pire.org

Precision Dynamics Corporation
www.pdcorp.com

Scholastic, Inc.
www.scholastic.com

For additional information about the Inter national Institute for Alcohol Awareness
contact James E. Copple, Director, at either 301-755-2783 or jcopple@pire.org.
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